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PGI Origin Holding Company Limited

Strategic Report

The Directors present their strategic report for the year ended 31 December 2018.

Review of the business and results

The statement of comprehensive income on page 10 shows a profit of £3,064,594 (2017:
£3,068,065). The balance sheet is shown on page 12 and at the year-end total shareholders’
funds were £2,131,886 (2017: £3,529,209).

Future developments

As a Holding Company, there may be additional capital movement and investments required
in future periods.

Going concern

The Company's business activities, together with the factors likely to affect its future
development, performance and position are set out above. The financial position of the
Company and its liquidity position are reflected on the balance sheet.

The Company has sufficient liquid rescurces and the Directors believe that it is well placed to
manage its business risks successfully. The Directors have a reascnable expectation that the
Company has adequate resources to continue in operational existence for the foreseeable
future. Thus, they continue to adopt the going concern basis of accounting in preparing the
annual financial statements.

Principal risks and uncertainties

Principal risks to the business are the underlying performance of the UK Companies. The
possible poor investment performance and a general downturnin the debt, equity and currency
markets could lead to a decline in entity valuation. This could lead to an impairment of the
historical cost of the investments.

By order of the beard

Shum

Ellen Shumway
Director
17 June 2018



PGl Origin Holding Company Limited

Directors’ Report

The Directors present their report and financial statements for the year ended 31 December
2018.

Principal activity

The Company is a member of Origin Asset Management LLP("Origin”} an English partnership
engaged in the business of providing investment advisory and discretionary management
services.

Results and dividends
The profit for the year after taxation amounted to £3,064,594 (2017: £3,068,065).
Shareholders’ Funds of the Company set out on page 12 total £2,131,886 (2017: £3,529,209).

The Directors declared and paid dividends in the year amounting to £4,461,917 (2017:
£500,000).

Directors

The Directors who served the Company during the year and at the date of this report were as
follows:

N Everett

J McCaughan (resigned 10 September 2018)
E Shumway

P Halter (appointed 05 December 2018)

Nora Everett resigned on 29 March 2019. There have been no other changes since the year end.

Company Secretary
Ruth Clapton retired as Company Secretary on 3 August 2018.

Employees

The Company had no employees during the year {2017: Nil}.



PGI Crigin Holding Company Limited
L

Creditor payment policy

The Company agrees payment terms at the start of business with each supplier. We pay
creditors promptly and in accordance with contractual and other legal obligations.

Future Developments

The Company intends to continue to engage as a Holding Company.

Financial instruments

The Company finances its activities with a combination cash and short-term deposits. Other
financial assets and liabilities, such as trade debtors and trade creditors, arise directly from the
Company’s operating activities.

Events since the balance sheet date
There have been no significant events affecting the Company since the balance sheet date.

{independent Auditors

The Company's incumbent auditors, Ernst & Young LLP, have indicated their willingness to
continue in office and are deemed reappointed in the next financial year.

Directors' statement as to disclosure of information to auditors

The Directors who were members of the board at the time of approving the Directors’ Report
are listed on page 2. Having made enquiries of fellow Directors and of the Company’s auditors,
each of these Directors confirms that:

s Tothe best of each Director’s knowledge and belief, there is no information relevant to
the preparation of their report of which the Company’s auditors are unaware; and

¢ FEach Director has taken all the steps a Director might reasonably be expected to have
taken to be aware of relevant audit information and to establish that the Company’s
auditors are aware of that information.

By order of the beoard

By Shar

Ellen Shumway
Director
17 June 2019



PGl Origin Holding Company Limited

Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Directors’ Report, Strategic Report and the
financial statements in accordance with applicable UK law and regulations.

Company law requires the Directors to prepare financial statements for each financial year.
Under that law the Directors have elected to prepare the financial statements in accordance
with United Kingdom Generally Accepted Accounting Practice {United Kingdom Accounting
Standards and applicable law), including Financial Reporting Standard 101 ‘Reduced Disclosure
Framework’ (‘FRS 107"}, Under Company law the Directors must not approve the financial
staterments unless they are satisfied that they give a true and fair view of the of the Company
and of the profit or loss of the Company for that peried.

In preparing these financial statements, the Directors are required to:

¢ Select suitable accounting policies and then apply them consistently;

s Make judgments and accounting estimates that are reasonable and prudent;

e State whether applicable UK Accounting Standards, including FRS 101, have been
followed, subject to any material departures disclosed and explained in the financial
statements; and,

* Prepare the financial statements on the geing concern basis unless it is inappropriate
to presume that the Company will continue in business.

The Directors are responsible for keeping adequate accounting records that are sufficient to
show and explain the Company’s transactions and disclose with reasonable accuracy at any
time the financial position of the Company and enable themn to ensure that the financial
statements comply with the Companies Act 2006. They are also responsible for safeguarding
the assets of the Cormnpany and hence for taking reasonable steps for the prevention and
detection of fraud and other irregularities.



Independent Auditors Report

To the members of PGl Origin Holding Company Limited

Opinion

We have audited the financial statements of PGl Origin Holding Company Limited for the year
ended 31 December 2018 which comprise the Statement of Comprehensive Income, the
Balance Sheet, the Statement of Changes in Equity and the related notes 1 to 15, including a
summary of significant accounting policies. The financial reporting framework that has been
applied in their preparation is applicable law and United Kingdom Accounting Standards
including FRS 107 “Reduced Disclosure Framework (United Kingdom Generally Accepted
Accounting Practice).

In our opinion, the financial statements:

*  give a true and fair view of the company’s affairs as at 31 December 2018 and of its profit
for the year then ended;

s have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice; and

&  have been prepared in accordance with the requirements of the Companies Act 2006.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing {UK) (ISAs
{UK)) and applicable law. Qur responsibilities under those standards are further described in
the Auditor’s responsibilities for the audit of the financial statements section of our report
below. We are independent of the company in accordance with the ethical requirements that
are relevant to our audit of the financial statements in the UK, including the FRC's Ethical
Standard, and we have fulfilled our other ethical responsibilities in accordance with these
requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Conclusions relating to going concern

We have nothing to report in respect of the following matters in relation to which the I1ISAs (UK)
require us to report to you where;

e the directors’ use of the going concern basis of accounting in the preparation of the
financial statements is not appropriate; or

¢ the directors have not disclosed in the financial statements any identified material
uncertainties that may cast significant doubt about the company’s ability to continue to
adopt the going concern basis of accounting for a period of at least twelve months from
the date when the financial statements are authorised for issue.



Independent Auditors Report

To the members of PGI Origin Holding Company Limited

Other information

The other information comprises the information included in the annual report, other than the
financial statements and our auditor’s report thereon. The directors are responsible for the
other information.

Our opinion on the financial statements does not cover the other information and, except to
the extent otherwise explicitly stated in this report, we do not express any form of assurance
conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent
with the financial statements or our knowledge obtained in the audit or otherwise appears to
be materially misstated. If we identify such material inconsistencies or apparent material
misstatements, we are required to determine whether there is a material misstatement in the
financial staternents or a material misstatement of the other information. If, based on the work
we have performed, we conclude that there is a material misstatement of the other
information, we are required to report that fact.

We have nothing to report in thisregard.

Opinions on other matters prescribed by the Companies Act 2006

In cur opinion, based on the work undertaken in the course of the audit:

* theinformation given in the strategic report and the directors’ report for the financial year
for which the financial statements are prepared is consistent with the financial
statements; and

e the strategic report and directors’ report have been prepared in accordance with
applicable legal requirements.

Matters on which we are required to report by exception

In the light of the knowledge and understanding of the company and its environment obtained
in the course of the audit, we have not identified material misstatementsin the strategicreport
or directors’ report.

We have nothing to report in respect of the following matters in relation to which the
Companies Act 2006 requires us to report to you if, in our opinion:

¢ adequate accounting records have not been kept or returns adequate for our audit have
not been received from branches not visited by us; or

s the financial statements are not in agreement with the accounting records and returns, or
e  certain disclosures of directors’ remuneration specified by law are not made; or

¢ we have not received all the information and explanations we require for our audit.



Independent Auditors Report

To the members of PGl Origin Holding Company Limited

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor's report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with 1SAs (UK} will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the
basis of these financial statements.

A further description of our respansibilities for the audit of the financial statements is located on the
Financial Reporting Council’s website at https://www frc.org.uk/auditorsresponsibilities. This description
forms part of our auditar’s report.

Use of our report

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16
of the Companies Act 2006. Our audit work has been undertaken so that we might state to the company's
members those matters we are required to state to them in an auditer’s report and for no other purpose.
To the fullest extent permittad by law, we do not accept or assume responsibility to anyone other than
the company and the company's members as a body, for our audit wark, for this report, or for the opinions
we have formed.

Emh o &

Ashley Coups (Senior statutory auditor)

for and on behalf of Ernst & Young LLP, Statutory Auditor
Londan

20 June 2019



PGI Origin Holding Company Limited

Statement of Comprehensive Income
For the year ended 31 December 2018

Note
Turnover 3
Administration expenses 4
Profit on ordinary activities before
taxation
7

Taxaticn on profit on ardinary activities

Profit on ordinary activities after
taxation

All amounts are in respect of continuing activities.

2018 2017

£ £
4,072,370 3,898,194
(179,933) (10,800)
3,892,437 3,887,394
(827,843) (819,329)
3,064,594 3,068,065

The Company has no recognized gains and losses other than profit shown above and therefore
no statement of total recognized gains and losses has been prepared.

The accompanying notes 1 to 15 form an integral part to these Financial Statements.

10



PGl Origin Holding Company Limited

Statement of Changes in Equity
For the year ended 31 December 2018

Shafre Capitall Retai‘ned Total Equity

Capital Contribution Earnings
£ £ f
At 1 January 2017 2 896,948 64,194 961,144
Profit for the financial year - - 3,068,065 3,068,065
Dividends paid - - (500,000) (500,000)
At 31 December 2017 2 896,948 2,632,259 3,529,209
Profit for the financial year - - 3,064,594 3,064,594
Dividends paid - - (4,461,917) {4,461,917)
At 31 December 2018 2 896,948 1,234,936 2,131,886

The accompanying notes 1 to 15 form an integral part to these Financial Statements,

1



PGI Origin Holding Company Limited

Balance Sheet
As at 31 December 2018

2018 2017
£ £
Note
Fixed assets
Investments 8 £89,173 689,173
689,173 689,173
Current assets
Cash 1,522,431 -
Debtors 9 296,205 5,495,769
1,818,636 5,495,769
;Zgg:’iltors: amounts falling due within one 10 (375.923) (2.655.733)
Net current assets 1,442,713 2,840,036
Total assets less current liabilities 2,131,886 3,529,209
Capital and reserves
Share capital 12 2 2
Capital contribution 896,948 896,948
Retained earnings 1,234,936 2,632,259
Shareholders' funds 2,131,886 3,529,209

The accompanying notes 1 to 15 form an integral part to these Financial Statements.

The financial statements were approved and authorised for issue by the Board and signed on its
behalf by:

Ellen Shumway
Director
17 June 2019

12



PGI Origin Holding Company Limited

Notes to the accounts

1. Statement of compliance with FRS 101

These financial statements were prepared in accordance with Financial Reporting Standard 101
Reduced Disclosure Framework (FRS 101) and in accordance with applicable accounting
standards.

The Company’s financial statements are presented in Sterling and all values are rounded to the
nearest pound except when otherwise indicated.

The Company has taken advantage of the exemption under s400 of the Companies Act 2006 not
to prepare group accounts as it is a wholly owned subsidiary of Principal Global Financial Services
Europe Il (PGFSE I1}.

The Company has taken advantage of the exemption under FRS 101, paragraph 8h. Accordingly,
a cash flow statement has not been prepared because all the Cempany’s voting rights are
controlled by Principal Financial Group, Inc. (“PFG”), which produces publicly available
consolidated accounts in which the Company is included.

The Company's immediate parent undertaking is PGFSE Il. The Company's ultimate parent
undertaking and controlling party is Principal Financial Group, Inc., which is incorporated in USA.
Copies of its group accounts, which include the Company, are available from 711 High Street, Des
Moines, lowa 50392-0120 USA,

The principal accounting policies adopted by the Company are set out in note 2.

2 Accounting policies

2.1 Basis of preparation

The financial statements have been prepared on a going concern basis and in accordance with
Financial Reporting Standard 101, ‘Reduced Disclosure Framework’ {FRS 101) and the Companies
Acts 2006. The financial statements have been prepared under the historical cost convention.

FRS 101 sets out a reduced disclosure framework for a ‘qualifying entity’ as defined in FRS 101
which addresses the financial reporting requirements and disclosure exemptions in the individual
financial statements of qualifying entities that otherwise apply the recognition, measurement and
disclosure requirements of EU-adopted IFRS.

The Company is a qualifying entity for the purposes of FRS 101. Note 14 gives details of the
Company's parent and from where its consolidated financial statements prepared in accordance
with U.S. generally accepted accounting principles (US GAAP) may be obtained.

The Company has availed of several exemptions from the requirernents of IFRS in the preparation
of these financial statements, in accordance with FRS 101. In accordance with FRS 101 the
Company has availed an exemption from:

The requirements under |IAS 7 “Statement of Cash Flows” {FRS 101, paragraph 8h);

The requirements of paragraph 17, |1AS 24 “Related Party Disclosures” and the requirement under
IAS 24 to disclose transactions between wholly owned members of a group (FRS 101, paragraph
8j);

The requirements of IFRS 7 “Financial Instruments: Disclosure” (FRS 101, paragraph 8d);

The requirements of IFRS 13 “Fair Value Measurement” (FRS 101, paragraph 8e);

13



PGI Origin Holding Company Limited

Notes to the accounts

The requirement to disclose standards in issue which have yet to become effective.

The preparation of financial statements in conformity with FRS 101 reguires the use of certain
critical accounting estimates. [t also requires management to exercise its judgement in the process
of applying the Company accounting policies. Management believes that the estimates utilised in
preparing its financial statements are reasonable and prudent. Actual results could differ from
these estimates.

2.2 Judgements and key sources of estimation uncertainty

The Company’s financial statements are influenced by accounting policies, assumptions,
estimates and management's judgement, which necessarily must be made during preparation of
the financial statements.

The Company determines estimates and assumptions that affect the reported amounts of assets
and liabilities for the next financial period. All estimates and assumptions required in conformity
with FRS 101 are best estimates undertaken in accordance with the applicable standard.

Estimates and judgements are evaluated on a continuous basis, and are based on experience and
other factors, including expectations about future events. The application of accounting policies
and management’s judgements for certain items are especially critical for the Company’s results
and financial situation due to their materiality.

The following are key judgments made by the Directors:

Going concern

The Directors’ have assessed the Company’s ability to continue as a going concern and are satisfied
that the Company has the resource to continue in business for the foreseeable future.
Furthermore, the Directors’ are not aware of any material uncertainties that may cast significant
doubt upon the Company's ability to continue as a going concern. Therefore, the financial
statements continue to be prepared on the going concern basis.

The following are the Company’s key sources of estimation uncertainty.

Investments in a subsidiary

Investments held in subsidiary undertakings are classified as such and included, at cost less
provision for impairment, within non-current asset investrments.

Determining whether the asset is impaired requires a comparison between the amount the asset
is carried at and its recoverable amount which is the higher of fair value less costs of disposal and
value in use.

Taxation

Management judgement is required to determine the amount of deferred tax assets that can be
recognised, based upon the likely timing and level of future taxable profits.

14



PGI Origin Holding Company Limited

Notes to the accounts

2.3 Significant accounting policies

Revenue Recognition

Revenue recognised by the Company is profit allocation received from its investment and is
recognised in the Statement of Comprehensive Income when the Company’s rights to receive the
payment has been established.

Cash and cash equivalents

Cash and short-term deposits in the balance sheet comprise cash at banks and in hand and short
term deposits with an original maturity of three months or less.

Trade debtors and creditors

Trade debtors and creditors which generally have 30 day terms are recognised and carried at the
Lower of their original invoiced value and recoverable amount.

Taxation and Deferred taxation

Provision is made for corporation tax at the current rates on the excess of taxable income over
allowable expenses.

Deferred taxation is recognised in respect of all timing differences that have ariginated but not
reversed at the balance sheet date where transactions or events that result in an obligation to pay
more or right to pay less tax in the future have occurred at the balance sheet date. Timing
differences are differences between the Company’s taxable profits and its results as stated in the
financial statements, which are capable of reversal in one or more subsequent periods. This is
subject to deferred tax assets only being recognised if it is considered more likely than not that
there will be suitable profits from which the future reversal of the underlying timing differences
can be deducted.

Foreign currencies

Transactions in foreign currencies are recorded at the rate ruling on the date of the transaction.
Differences arising from rate movements between the due date and the actual payment date are
taken to the profit and loss account.

Monetary assets and liabilities denominated in foreign currencies are retranslated at the rate of
exchange ruling at the balance sheet date and differences arising are taken to the profit and loss
account,

15



PG! Origin Holding Company Limited

Notes to the accounts

3. Turnover

Turnover represents profit allocation received by the Company from its membership of Qrigin

Asset Management LLP.

The breakdown of turnover, stated net of value added tax is shown below.

Profit allocation

All turnover arose within the United Kingdom.

4. Operating profit

Is stated after charging or crediting:

Audit services

Tax services

Bank Fees

Interest Expense

Foreign Exchange Impacts
Other*

2018 2017
£ £
4,072,370 3,898,194
4,072,370 3,898,194
2018 2017
£ £
11,040 10,800
4,483 -
1,253 -
102 -
8,111 -
154,944 -
179,933 10,800

*Other expenses comprise amounts owed to group companies (£155,004). These have been fully
settled at the year end. Other expenses also include pricr year audit fee accrual reversal (£60).

5. Staff costs
The Company has no employees (2017: None).

6. Directors’ remuneration

The directors are remunerated for their services to the group as a whole and do not receive any
payments for qualifying services to the Company. The directors’ salaries are paid by Principal Life
Insurance Company, a group company. Principal Life Insurance Company is a wholly owned
subsidiary of the Company’s ultimate parent, Principal Financial Group, [nc.

16



PGl Origin Holding Company Limited
L ___________________________________

Notes to the accounts
7. Tax on profit on ordinary activities

(a) Analysis of charge in year

2018 2017
£ £
Current tax:
Current tax on profits of the year 801,790 860,184
Total current tax 801,790 860,184
Deferred tax:
Current year 26,053 (40,855)
Total deferred tax 26,053 (40,855)
Tax per income statement 827,843 819,329

b) Factors affecting current tax charge for the year

The tax assessed for the year 2018 {2017) differs from the standard rate of corporation tax in the
UK. The differences are explained below:

2018 2017

£ £

Net profit before taxation 3,892,437 3,887,394

Corporation tax at 19% (2017: 19%) 739,563 738,604
Effects of:

Adjustments in respect of prior years 88,280 (13,461)

Tax rate changes - (2,790)

Permanent Impact - 96,976

Income tax expense 827,843 819,329

The headline rate of UK corporation tax is currently 19%. As at 30 April 2018, the UK government
had enacted further reductions to the headline corporation tax rate to 17%. This rate is applicable
from 1 April 2020.

17



PGI Crigin Holding Company Limited

Notes to the accounts

8. Investments in subsidiary undertakings

The Company is a Carporate Member of Origin Asset Management LLP at a cost of £689,173.

o . % of Class of
. Place of Principal Registered
Name of Entity : o d Shares Shares
Incorporation  Activity Cffice Held Held
Crigin Asset England & Investment COne Carey Lane  51.98%  Member
Management LLP  Wales Management London Interest
Services EC2V BAE
9. Trade and other receivables
2018 2017
£ £
Amounts owed by intercompany debtors - 5,173,512
Deferred taxation 296,205 322,257
296,205 5,495,769
10. Creditors
Amounts falling due within one year: 2012 2012
Amounts owed by intercompany creditors - 2,298,637
Corporation tax payable 375,923 357,086
375,923 2,655,733
11. Deferred tax
2018 2017
£ £
At 1 January 322,257 281,402
Charge to income statement (26,052) 40,855
At 31 December 296,205 322,257

18



PGl Origin Holding Company Limited
L._______________________________________________________________________________________________________________________________ ]

Notes to the accounts

The Net Deferred Tax Asset consists of:

2018 2017

£ £

Temporary Differences 296,205 322,257

Undiscounted Net Deferred Tax Asset 296,205 322,257

12. Authorised, issued and called up share capital

Authorised Issued & Fully Paid

2018 2017 2018 2017

£ £ £ £

Ordinary shares of £1 each 2 2 2 2

13. Related party transactions

The Company has taken advantage of the exemption under paragraph 8(k) of FR$107 not to
disclose transactions with entities within the Principal Financial Group.

14. Parent undertaking and controlling party

The Company's immediate parent undertaking is Principal Global Financial Services (Europe) I
{PGFSE Il). The Company’s ultimate parent undertaking and controtling party is Principal Financial
Group, Inc., which is incorporated in USA. Copies of its group accounts, which include the
Company, are avaitable from 711 High Street, Des Moines, lowa 50392-0120 USA.

15. Post balance sheet events

There have been no significant events affecting the Company since the balance sheet date.

18
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NOTE CONCERNING FORWARD-LOOKING STATEMENTS

This Annual Report on Form [0-K. including the Management's Discussion and Analysis of Financial Condition and Results of Operations, contains
slatements that constitute forwatd-looking statements within the meaning of the Private Securities Litigation Reform Act of 1993, including statements relating to
trends i1y operations and financial results and the business and the products of the Registrant and its subsidiarics. as well as other statements including words such as
“antlcipate. “believe.” “plan," “estimate" "expect,” “intend" and other similar expressions Forward-looking statements are made based upon managenient's
current expectations and beliefs concerning future developments and their potential effects on us. Such forward-Jooking siatements are not guarantees of future
performance.

"on

Actual results may differ materially from those included in the forward-looking statemesnts as a result of risks and unicertainties, Those risks and uncertainties
include, but are not limited {0, the risk factors fisted in ltem LA, "Risk Factors
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PARTI
Item 1. Business

Principal Finaneial Group, Inc. ("PFG") is a leader n global investment management offering businesses, individuals and institutional clients a wide range of
financial products and scrvices, including retirement, asset management and insurance through our diverse family of financial services companies. We had
$626 & hillion in assets under management ("AUM"} and approximately 24 2 millien customers wertdwide as of December 31, 2018,

Our global asset management businesses serve a broad range of investors in 86 countries through offices in 23 countries, including in the major financial
centers worldwide. We provide long-term investment strategies to institutional, retirement, high net worth and retail chients by offering a range of capabilities
including equity. fixed mncome, real estate and other alternative investments, as well as fund offerings.

In the U.S., we primarily focus on small and medium-sized businesses, which we define as companies with fewer than 1,000 employees, by offering a broad
array of retirement and employee benefit solutions and individual insurance selutions to meet the needs of the business owner and thewr employees. We are a
leading provider of corporate defined contribution plans, We are also a leading employee stock ownership plan {"ESOP") 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 retirement and employee
benetit markets.

Additionally, we believe we have a significant opportunity to leverage our U.S. retirement expertise in select international markets that have adopted or are
moving toward private scetor defined contribution pension systems. Our international asset management and accumulation businesses focus on the opportunitics
created as aging populations aroupd the world drive mereased demand for retirement accumulation, retirement asset management and retirement income
management solutions

Our Reportable Segments

We organize our businesses into the following reportable segments

i Reurement and Income Solutions:
* Principal Global Investors:

* Principal Intemational and

. LS. lusurance Solutions

We also have a Corporate scgmient. which consists of the assets and activities that have not been allocaled te any other segment.

Sce Hem 8. “Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements. Note 16, Segment [nformation” for financial results
of our segments.

Retirement and Income Solutions Segment

Our asset accumulation activities 1n the U.S date back to the 1940s when we first began providing pension plan preducts and services. We now offer a
comprehensive portfolic of products and services for retirement savings and retirement income:

’ To bustnesses of all sizes with a concentration on small and medium-sized businesses. we offer products and services for defined contribution plans,
including 401{k) and 403(b) plans, defined benefit plans, nongualified executive benefit plans, ESOP services and pension risk transfer (formerly
known as full servive payout) services. For more basic retirement services. we otfer SIMPLE [ndividual Retirement Accounts ("IRA") and payroll
deduction plans:

. To large institutional clients, we also offer investment only products, including investment only guaranieed investment contracts ("GICs™); and

- To emplovees of businesses and other individuals. we offer the ability to accumulate savings for retirement and other purposes through mutual
funds. individual annuities and bank products

We organize our Retirement and Income Solutions operations mte two business groupings:

. Retirement and [ncome Solutions — Fee: includes full service accumulation, trust services and individual variable annuities; and

’ Retirenient and Income Solutions — Spread: includes individual fixed annuities, investment only, pension risk transfer and banking services.
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Retirement and Income Solutions — Fee
Full Service Accrmulation

We offer a wide variety of investment and adtmistrative products and services for defined contribution plans, including 401(k) and 403(b) plans. defined
benefit plans: nongualified executive benefit plans and ESOPs. A 403(b) plan i3 a plan described in Section 403(b} of the Internal Revenue Code that provides
retirement benefits for empioyees of tax-exempt organizations and public schools.

Products

Full service accumulanon products respond 10 the needs of plan sponsors seeking both administrative and investment services for defined contnibution plans or
defined benefit plans. The fmvestment component of both the defined contribution and defined benefit plans may be in the form of a guaranteed account, separate
account, a mutual fund offering or a cotlective investment trust. in addition, defined constibution plan spousors may also offer their own emplayer secusitics as an
investment option under the plan.

We deliver both administrative and investment services to our defined contribution plan and defined benefit plan customers through annuity contracts,
collective investment trusts and mutual funds. Group annuity contracts and collective investirent trusts used to funé qualified plans are not required to be registered
with the United States Securities and Exchange Cormunssion ("SEC"). Our mutual fund service platform is called Principal Advantage Ut is a qualified plat service
package based on our series mutual fund, Principal Funds, Inc, ("PFI*). We offer investments covering the full range of stable value. equity. fixed income, real
estate and international investment optiens managed by our Principal Global lavestors segment as well as third party asset managers. In addition, fulf service
accumulation offers plan sponsors trust services through an affiliated trust company,

As of December 31, 2018, we provided full service accumutation products ta (a) over 18,500 defined cantribution plass including $153.9 billion in assets and
covering §.2 miliion cligibie plan participants, and (b} (0 over 2.000 defined benefit plans, inciuding §19.1 biflion in assets and covering over 315,000 eligible plan
participants. As of December 31, 2018, approximately 52% of our full service accumulation accouny values were managed by our Principal Global Investors
segment, Third party asset managers provide asset management services with tespect to the remaining assets. As it relates to our full service accumulation account
values. 33% were managed entirety by the third party assel managers that were not under contract to sub-advise a PFG product. 8% were sub-advised and 7%
represented employer securities.

Markets and Distribution

We offer our Rll service accumulation products and services 1o plans. including quahfied and ponqualificd defined contribution plans and defined benefit
plans. Our primary target market is plans sponsored by swmall and medium-sized businesses, which we believe remains under-penctrated. According o Cerutlt
Assaciates, in 2016. enly 9% of businesses with less than 99 employees, 57% of busiriesses with between 10¢ and 499 employees and 78% of businesses with
between 500 and 999 employees offered a 40(k) pian. The same study indicates that 85% of employers with betweenn 1000 and 4999 employees and [00% of’
employers with 5.000 or more employees offcred a 401(k) plan in 2016, Cerulli Associates has yet 1o release updated statistics on the percentage of businesses
oftering a 401(k) plan in years subscquent to 2016,

We distribute our full service accumulation products and services nationally, primarity through a captive retirensent services sales foree As of December 31,
2018, 95 retirement services sules represemtatives in 4] offices, operating as a wholesale distribulion network, mamtained refationships with over 14,100
independent advisors, consultants and apents. Retirement services sales tepresentatives are an integral part of the sales process alongside the refernng consultant or
independent advisor. We compensate retiretent services sales representatives through a blend of salary and production-hased incentives, whie we pay independent
advisors, consultants and agents a comuission or fee,

As of December 31, 2018, we had a separaie staff of over 240 service and education specialists located in the sales offices. These specialists play a key role in
the ongoing servicing of plans by providing local services 10 our customers. such as reviewing plan performance, mvesiment options and plan design.

commuiicating the customers' needs and feedback to us and helping employees understand the benefits of their plans. The following summarizes our disiribution
chanaels:

We distribute our annuity-based products through intermedianes who are primarily state licensed individuals

Principal Advantage platform is targeted at defined contribution pfans through broker-dealer distribution channefs Principal Advantage gives us
access to Financial Industry Regulatory Authority {'FINRA™»registered distnbutors who are not traditional sellers of annuity-based products and
broadens opportunities tor us in the investment advisor and braker-deater distribution chanoels.

Through our Retire Secure strategy we provide financial education and other assistance to individual nvestors who are participanis/members of
emplover-based accumulation solutions to help them achicve financial security.

We believe our appraach to full service accumulation pian services distribution. which gives us a focal sales and service presence. differentiates us from many
of our competitors. We have also established a number of warketing and distribution refationships to increase the sales of our products and services.
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Individual Variable Annuities

Individual variable annuities, which are savings vehicles through which the customer makes one or more deposits of varymg amounts and intervals, are
offered to individuals.

Products

Our individual variable deferred annuities provide customers with the flexibility to allocate their deposits to mutual funds managed by the Principal Global
Investors segment or unaffiliated third party asset managers. As of December 31, 2018, 94% of our $9 0 billion in variable annuity account balances was allocated
to mutual funds managed by the Principal Global Investors segment and our guaranteed option. The remaining 6% was allocated to mutual funds managed by
unaffiliated third party asset managers. Generally speaking, the customers bear the investment risk for the variable cptions and have the right 1o allocate their assets
among varicus separate mutual funds. The value of the annuity fluctuates in accordance with the experience of the mutual funds chosen by the customer.
Custemers have the option to allocate all or a portion of their account to cur guaranteed option, in which case we credit interest at rates we determine, subject to
contractual mmimums.

Customers may elect a living benefit guarantee (commonly known in the industry as a guaranteed minimum withdrawal benefit, or "GMWRB"). We bear the
GMWB investment risk. Our goal is to hedge the GMWRB investment risk through the use of sophisticated risk management techniques. As of December 31, 2018,
$6.2 billien of the $8.7 billion of variable annuity separate account values had the GMWB rider. Gur major source of revenue from individual 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-
acceunt Account balances of vaniable annuity contracts with the GMWRE nder were invested in separate account investment options as follows:

December 31, 2018 December 31,2017
fin millions)

Balanced funds $ 59023 § 65122
Equity funds 186.1 2438
Bend funds 103.2 1286
Money market funds 4.4 26
Specialty funds 1.0 12

Total $ 6,197.0 § 6.888 4
Percent of total vaniable annwity separate account values 1% 7 1%

Markers and Distribution

Cur target markets for individual variable annuities include owners. executives and employees of small and medium-sized businesses and individuals secking
1o accumulate and/or eventually receive distributions of assets for retirement. We market variable annuities to individuals for both qualified and nonqualitied
retirement savings.

We sell cur individual variable annuity products through our affiliated financial representatives, including Principal Connection, who collectively accounted
for 97%, 97% and 96% of annuity sales for the vears ended December 31, 2018, 2017 and 2016, respectively. The remaiming sales were made primarily through
unaffiliated broker-dealer firms. Principal Connection is cur direct distribution channel for retail financial services products te individuals. Principal Connection's
services are available by phone, email or mail. Affiliated financial representatives continue to be the primary distribution channel of our variable deferred annuities.

Retirement and Income Solutions — Spread
Individual Fixed Annuities

Individual fixed 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) payout. in which ¢ase payments are made for a fixed period of time or for life.

Products

Fixed Deferred Annuities.  Our individual fixed deferred annuitics consist of both single premium deferced annuity contracts and flexible premium deferred
annuity contracts {"FPDAs"). The majority of FPDA contracts limit the peried of time deposits are allowed to one year. For ¢certain contracts, the principal amount
is guaraniced. We credit the customer's account with a fixed interest rate for a specified number of years. Thercafler, we reset the interest rate credited to the
contract based upon our discretion, subject to contractual minimums, by taking into account market and other conditiens. We also offer a fixed deferred annuity
where the interest credited is linked to an external equity index, subject to maximum and mimmum values. One source of income from fixed deferred annuitics is
the difference between the investment income gamed on the underlving 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
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investment income we earn on our general account assets will exceed that rate. The Principal Glebal Investors scgment manages the asscts supporting these
contracts.

Fixed Income Annuities,  Our individual fixed income annuities consist of single premimm immediate annuity contracts ("SP1As"} and deferred mcome
annuity contracts {"DIAs"). SP1As and DIAs are products where the customer pays a premium in return for periodic benefit payments. SPIA payments begin
immediately and DIA payments begin after a deferral period, during which a return-of-premium death benefit is included. Payments may be contingent upon the
survival of ene 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 13 the difference between the investment income earned on the underlying general account
assets and the interest rate implicd in the calculation of annuity benefit payments. We bear the investment risk because we cannot be certain the investment income
we eamn on our general account assets will exceed the rate implicd in the SPIA and DIA contracts. The Principal Global Investors segment manages the assets
supparting these contracis,

Markers and Disiribution

Our target markets for individual fixed 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 fixed annuities to individuals for both qualified and nonqualified retirement
savings.

We sell our individual fixed annuity preducts through our affiliated financial representatives. meluding Principal Connection, who cellectively accounted for
7%. 7% and 7% of annuity sales for the years ended December 31, 2018, 2017 and 2016, respectively. The remaining sales were made through banks, brokerage
general agencies, mutual fund companies and unaffiliated broker-dealer firms. The majority of overall annuity salcs were from non-affiliated distribution channels,
as a result of focused efforts to increase fixed annuity sales through these channels.

Investment Only
Products
The two primary products for which we provide investment only services are G1Cs and funding agreements.

GICs and funding agreemenis pay a specified rate of return. The rate of return can be a floating rate based on an exicrnal market index or a fixed rate Qur
investment only products contain provisions disallowing or limiting early surrenderts. including penalties for early surrenders and minimuwm netice requirements.

Deposits to investment only products are predominantly in the forn of single payments. As a result. the [evel of new deposits can fluctuate from one fiscal
quarter to anether. The anounts earmned by us are derived in part from the difference between the investaient ucome earned by us and the amount credited to the
customer. The Principal Global [nvestors segment manages the assets suppeorting the coniractual pronuses.

Markets and Distribution

We issue traditional G[Cs and funding agreements primanly to retirement plan sponsors and other institutions. We also offer GICs as part of our full service
accunulation products which are 1ssued primarily to tax-quaittied retirement plans. Funding agreements are 1ssued directly to non-qualificd mstitutions. the Federal
Home Loan Bank of Des Moines ("FHLB Des Moines") and unconsolidated special purpose entities. As part of our funding agreement-backed note programs. U'S
and foreign institutional investors purchase debt obligations from the special purpose entity 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.

Pension Risk Transfer
Products

Pension risk transfer preducts respond primarily to the needs of pension plan sponsors in the form of single premium group annuities. which are immediate or
deferred annuities that provide a cusrent or future specific income amount. fully guaranteed by us. The majority of our business originates from defined benefit
plans that are being terminated. In these situations. the plan sponsor transfers all its obligations under the plan to an insurer by paying a singlc premium. Generally,
plan sponsors restrict their purchases to insurance companies with superior or excellent financial quality ratings because the Department of Labor ("DOL") has
mandated that annuities be purchased only from the "safest available” insurcrs.

Since premium received from pension risk transfer products is generally in the form of single payments, the level of premiums can fluctuate depending on the
number of large-scale annuity sales in a particular quarter. The Principal Global lnvestors segment manages the assets supporling pension risk transfer account
values.
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Markets and Dusiribution

Cur primary distribution channel for pension risk transfer products is comprised of scveral specialized home office sales consultants working through
consultants and brekers that specialize in this tvpe of business. Our sales consultants also make sales directly to institutions Our nationally dispersed retirement
services sales representatives act as a secondary distributien channel for these products.

Banking Services

IRAs are provided by Principal Bank. primarily funded by retirement savings rotled over from qualified retirement plans. Principal Bank is a U.S. federal
savings bank that was formed in February 1998. As of December 31, 2018, Principal Bank had nearly 400,00¢ customers and approximately $3.1 billion in assets.
Principal Bank operates under a limited purpose charter and may only accept deposits held in a fiduciary capacity, may noet held demand deposits or own
commercial loans and cannet originate loans.

Products

The IRAs offered by Primcipal Bank provide Federal Deposit [nsurance Corporation ("FDIC"}-insured retirement solutiens for its customers. The IRAs are
held n savings accounts. money market accounts and certificates of deposit. The deposit preducts provide a relatively stable source of funding and liquidity for
Prcipal Bank and are backed by purchases of investment securities and residential mortgage loans.

Alarkets and Distribution

Principal Bank offers bank products and services to participants rolling out of qualified retirement plans primarily serviced by affiliates of PFG. Principal
Bank services customers by telephone, mail and infernet.

Principal Global Investors Segment

Our Pruneipal Global Investors segment manages assets for sophisticated investors around the world using a multi-boutique strategy that provides diverse
mvestment capabilitics including equity . fixed income, real estate and other alternative investments. We also have experience in asset allacation, stable value
management and ether structured investment strategies. We focus on providing services to our other segments in addition tc our retail mutual fund and third party
instituticnal ¢lients We maintain offices in Australia, Belgium, Brazil. China, France. Germany, Hong Kong, Ireland, [taly, Japan, Luxembourg, the Netherlands,
Portugal, Singapore, Spain, Switzerland, the United Arab Emirates, the United Kingdom and the United States.

We deliver our products and services through cur network of specialized investment groups and boutiques including Principal GGlobal Equities. Principal
Global Fixed Inceme: Aligned Investors. Principal Real Estate Investors, LLC; Principal Real Estate Europe Limited: Spectrum Asset Management, [nc.: Post
Advisory Group, LLC: Columbus Circle Investors, Edge Asset Management: Finisterre Capital LLP. Origin Asset Management LLLP; and Principal Portfolio
Strategies. The Principal Global Investors investnent groups and boutigques managed $393.5 billien in assets as of December 31, 2018.

We have been providing mutual funds to custemers since 1969, We offer mutual funds to individuals, businesses and institutional investors for use within
variable life contracts. variable annuity contracts and emplover-sponsored pension plans; as a rollover investment option and for general investment purposes. We
plan to grow into a top advisor-sold mutual fund company with a sales force focused on multiple channels. As of December 31, 2018, as reported by the Strategic

Insight. we are ranked 18 ® according to AUM (long-term funds) of the intermediary sold mutual fund companies.

We also maintain various other domestic and global fund platforms, separately managed accounts and segregated accounts for seme larger institutional and
retail investors.

Our products and services are provided for a fee as defined by client mandates. Our fees are generally driven by AUM.
Boutiques
Our multi-boutique strategy is diversified across the following pnimary asset classes and service delivery options.

Equity Investments.  As of December 31, 2018, Principal Global Equities, Aligned Investors and Principal Real Estate Investors, LLC along with Columbus
Cirgle Investors, Edge Asset Management and Origin Asset Management LLP managed $147.7 billion in global equity assets. Our equity capabilities encompass
large-cap stocks, mud-cap stocks. smali-cap stocks and real estate investment trusts in developed and emerging markets worldwide.

Fixed Incomme Investments,  As of December 31, 2018, Principal Globat Fixed Income and Principal Real Estate Investors, LLC along with Spectrum Asset
Management, In¢.: and Post Advisory Group, LLC managed $184.8 billion in global fixed income assets. Collectively, our experience in fixed income management
spans multiple cconomic and credit market cyeles and encompasses all major fixed income security types and seetors, including commercial mortgage-backed
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securities {("CMBS"). Our research and risk management capabilities in worldwide debt markets provide a strong foundation for broadly diversified "multi-sector”
portfolios, tatlored to specific client objectives.

Alternative Investments. We offer preducts and services through other alternative asset classes including managing private real cstate equity through
Principal Real Estate Investors, LLC and Principal Real Estate Europe Limited: commercial mortgages and bridge/mezzanine loans through Principal Real Estate
Investors, LLC and managing hedge fund mandates through our Finisterre Capital LLP boutique. As of December 31, 2018, we managed $56.0 bilhon in
alternative assct classes

Principal Portfolie Strategies,  Principal Portfolio Strategies 15 a specialtized asset allocation boutique offering multi-asset and/or multi-manager portfolio
construction services that aim to deliver retiable, risk-adjusted investment outcomes to individual investors, institutional investors and participants in employer-
sponsored plans.

Products and Services

Products offered by the Principal Global Investors segment include individually managed accounts. separasely managed accounts for high net worth
individuals and several fund platfonns for retail and institutional investors, as described below.

Principal Funds, Inc.  PFl is a series mutnal fund that offers investment options for defined contribution plans, individuals, institulional investors, adviser
fee-based programs, and other retirement plan clients We report the results for this fund in the Retirement and Income Solutions segment or Principal Global
[hvestors segment based on the distribution channel associated with the AUM.

Principal Variable Conrracts Funds, Inc.  Principal Variable Contracts Funds. Inc. is a series mutual fund that provides investment options for variable
annuity and variable life insurance contracts issued by the Principal Lite Insurance Company {"Principal Life") and other insurance companies not affihated with
Principal Life. AUM backing our variable annuity contracts is reported m the Retirement and Income Solutions segment AUM backing our variable life insurance
contracts is reported in the U.S. Insurance Solutions segment.

Other Principal Global Investors Funds.  Principal Global Investors maintains various fund platforms icluding Qualifving Investor Alternative Fund and
Undertaking for Collective Investment in Transferable Securities funds domiciled in Dublin. Business Trusts, Exchange Traded Funds and other boutique
sponsored funds. These funds are generally managed by our boutiques.

Markets and Distribution

Our products and services are distributed through various chananels to reach and meet the nceds of a broad investor base We distribute our services through
institutional and retail sales representatives, relationship management, and client service professionals who work with consullants and directly with investors to
acquire and retain institutional clients, retail clients and other investors. We also maintain relationships with independent broker-dealers to distribute our products
and services, maintaining refationships with over 64,000 independent brokers. consultants and agents. As of December 31, 2018, Principal Global Investors and s
boutiques had over 750 third party institutional clients in 40 countries with $103.5 billion of AUM.

Principal International Segment

Our Puancipal International segment has eperations in Latin Amernica and Asia. We focus on locations with growing middle classes. favorable demographics
and increasing long-term savings, tdeally with defined contribution retirement markets. We entered these lecations through acquisitions. start-up operations and
Jjoint ventures.

The activities of our Principal International scgment 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. We otfer pension accumulation products and services. mutual funds. asset
management, income annuities and life msurance accumulation products

Markets, Products and Distribution
Latin America

Brazil, We offer pension accumulation and income annuity products threugh a co-managed joint venture, Brasiprev Seguros e Previdencia S A
("Brasilprev"”). We owned 25 005% of the economic interest and 50 01% of the voting shares as of December 31. 2018 The partner is Banco do Brasil ("Banco™).
which had approximately 4,800 Brazilian branches as of September 30, 2018.

Brastlprev has the exclusive distribution rights of its pension accumutation and income annuity products through the Banco network untldl October 2032, Our
joint venture provides products for the retirement needs of individuals and employers. Banco's employees sell these products directly to individual clients through
its bank branches. In addition, our joint venture reaches corporate chients through two whelesale distribution channels: (1) a network of independent brokers who
sell to the public and (2) Banco's corporate account executives who sell to existing and prospective cotporate clients. As of December 31, 2018, Brasiiprev had
$67.7 billion of AUM
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We also distribute pension and other protection products through a digital insurance brokerage company, Ciclic Corretora de Seguros S A ("Ciclic”), Qur
partner is BB Corretora De Seguros ¢ Administradora De Bens S.A. (a subsidiary of Banco). We owned 25 005% of the econemic and 50.01% of the voting shares
of Ciclic as of December 31, 2018.

We offer mutual fund and asset management services through Claritas Admanistragio de Recursos Lida ("Claritas*). our wholly owned Brazilian mutual {und
and asset management company with $1.3 billion of AUM as of December 31, 2018. The company manages equity funds, balanced funds, managed accounts and
other strategies for affluent clients. mass affluent clients and institutions and sells through its multi-channel distribution network Clantas will be realigned from the
Principal International segment to the Principal Global [nvestors segment in 2019

Chite.  We offer a complete array of pension accumulation and income annuity products We alse offer mutual fund, asset management services and life
insurance accumulation products. Our subsidiaries in Chile had $43.9 billion of AUM as of December 31, 2018,

We offer mandatory employee-funded pension and voluntary savings plans through Administradora de Fondos de Pensiones Cuprum S.A. ("Cuprum™, We
owned $7.97% of Cuprum as of December 31. 2018, and the rest is publicly floated. Cuprum's products are sold through a proprietary sales network of
approximately 800 sales employees as of December 31. 2018.

We offer meeme annuity and Iife insurance accumulation preducts through Principal Cempariia de Seguros de Vida Chile S A | our wholly owned life
insurance company The annuity products are distributed through a network of brokers and independent agents. Life insurance accumulation products are offered to
individuals through brokers and financial advisors.

We offer voluntary savings plans and mutual funds through Principal Administradora General de Fondos S A., our wholly ewned mutual fund company.
Products are distributed to retail and institutional clients through ocur proprietary sales force, financial advisors, brokerage houses and alliances with financial
institutions.

Mexico.  We otler pension accumulation, mutual funds and asset management services through cur wholly owned companies with $12.9 billion of AUM as
of December 31, 2018

We offer mandatory pension plans through Principal Afore, S.A. de C.V., Principal Grupo Finranciero. We manage and admimster individual retirement
accounts under the mandatery privatized sccial security system for all employees in Mexico. As of December 31. 2018, we had approximately 3.0 millien
individua! retirement accounts. We distnbute products and services through a proprietary sales force of approximately 1,330 sales representatives as of
December 31, 2018, as well as independent brokers who sell directly o individuals.

On February 20, 2018, we finalized the acquisition of MetLife Afore, S.A. de C.V., which was MetLife. inc 's pension fund management business in Mexico.
At the time of closing, the acquisition increased our AUM by $3.8 billion, making us the fifth largest AFORE in Mexice in terms of AUM.

We effer mutual funds and asset management services through Principal Fondos de Inversién, $.A. de C.V., Operadora de Fondos de Inversion, Principal
Grupo Fmangicro We distribute products and services through a sales force of approximately 40 employees as of December 31. 2018, and threugh distribution
agreements with other financial entities. We offer both domestic and international products, typically sold directly to clients.

Asia

China. We offer mutual funds and asset management services to individuals and institutions through a joint venture. CCB Principal Asset
Management Co, Ltd ("CCB PAM"). We owned 25% and China Construction Bank ("CCB") is the majority partner with 63% ownership as of December 31,
2018. CCB PAM distributes its mutual funds through CCB and third party distributors such as banks, securities brokers and e-channels. CCB provides widespread
distribution support for the joint venture via its extensive network of approximately 15,000 bank branches as of June 30. 2018, and brand awareness. Although not
included in our reported AUM, the joint venture had $149.3 billion of AUM as of December 31, 20¢18.

Hong Kong Special Administrative Region,  We otfer both pension saving and mutual fund products to corporate and retail clients through wholly owned
companies with $9 3 bulion in AUM as of December 31, 2018

We offer two Lypes of pension saving schemes, Mandatory Provident Fund and Occupational Retirement Schemes Ordinance, which we distribute through
third party intermediaries such as insurance companies, independent financial advisors, brokers and employee benefit consultants. Our most significant partnership
1s with AXA Hong Kong with whom we have a 15-year distribution partnership through 2030, We serviced approximately 595,000 accounts as of December 31,
2018 To help Hong Kong customers save for retirement beyend the mandatory pension schemes, Principal also offers mutual funds to retail customers through
third party intermediaries, the most sigmficant being banks.

India.  We offer mutual funds and asset management services to both retail and corperate customers through Pringipal Asset Management Private Limited,
previously known as Principal Pnb Asset Management Company Private Limited. In August 2018, upon receiving regulatory approvat, Pnincipal and Punjab
Natienal Bank completed a shares purchase agreement, giving Principal full ownership of the asset management business. Mutual funds are sold through
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independent distributors, including banks. and directly through proprictary sales offices. Digital platforms are also being developed to enhance customer
experience. As of December 31, 2018, our subsidiary in [ndia had $1.0 billion of AUM.

Southeast Asia.  We offer mutual funds, assct management services and pension accumulation products through our joint ventures CIMB-Principal Assct
Management Berhad ("CPAM") and CIMB-Principal [slamic Asset Management ("CPIAM") The partner is CIMB Group ("CIMB"). a leading ASEAN universal
bank which has a strong presence in the region. CPAM also manages a significant amount of institutional assct mandates The joint ventures had $19 1 billion of
AUM as of December 31, 2018,

CPAM distributes conventional and Islamic mutual funds through the branches of its partner bank {around 850 bank branches throughout ASEAN and
beyond) and through an agency sales force of over 7,000 agents selling to retal) customers as of November 30. 2018. CPAM also distributes 1ts mutual funds
through third party institutions including other banks and security houses.

CPAM has wholly owned subsidiaries in Singapore (CIMB-Principal Asset Management (S) Pte. Ltd.). Tndonesia (P CIMB-Principal Asset Management}
and Thailand (CIMB-Principal Assct Management Company Limited). CPIAM also has a Dubai [nternational Financial Centre Representative Office, CIMB-
Principal Islamic Asset Management, which commenced effective May 31. 2018

In May 2018, Principal and CIMB completed agrecements for Principal to increase ownership of CPAM and CPIAM to 60% in both companies. The joint
ventures will continue to be co-managed by both companics.

U.S, Insurance Solutions Segment

Our U.S. Insurance Solutions segment activities date back to 1879 when we first began selling individual life insurance products. We expanded our offering to
include group insurance products in the 1940s and have continued to expand our product portfolio over titme. We help businesses and individuals by offering
solutions that grow and protect their assets, and enable them to live their best lives:

. To small and medium sized businesses. we offer employer paid and voluntary group benetits, multi-life individual disability msurance and solutions
to protect the business and personal insurance needs of owners and executives.

- To individuats, we offer individual life and individual disability insurance solutions.

We organize our operations into two divisions: Specialty Benefits insurance and Individual Life insurance. However, we share key resources in our core areas
such as strategic leadership. distribution and marketing.

Specialty Benefits Insurance

Specialty Benefits insurance, which includes group dental, vision. Itfe. critical illness. accident and disability insurance and individual disability insurance, 15
an important component of the employee benetit offering at small and medium-sized businesses. We offer voluntary products for group demtal. vision. life. critical
tlness. accident and disability. We also offer group dental, vision and disability on a fee-for-service basis Our individual disability insurance is also sold on an
individual or mulu-lite bass.

Products and Services

Group Dentel and Visign fasurance,  Our plans provide partial reitabursement for dental and vision expenses. As of December 31, 2018, we had almost
65,000 group dental and vision insurance policies in force covering over 1.7 million employvees. According 1o Life Insurance and Market Research Association
("LIMRA"). we were the 6th largest group dental insurer in terms of number of contracts/employer groups in force in 2017, 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 Employers Dental
Services. Inc. subsidiary We also offer a discount dental product nationally. Our indemnity vision and our managed care vision products are offered on both an
employer paid and voluntary basis.

Group Life Insurance.  Our group life insurance provides coverage 1o employees and their dependents for a specificd period As of December 31. 2018, we
had over 65,000 group policies providing nearly $152 billion of group life insurance in force to approximately 2.5 million cmployee hves. According to LIMRA, 1n
2017 we were ranked 3rd in the U.S. in terms of the number of group life insurance contracts in force. We currently sell traditional group life insurance that does
not provide for accumulation of cash valucs on both an employer paid and voluntary basis. Our group life nsurance business remains focused on the traditional,
annually rencwabie term product. Group term life and group universal life accounted for 99% and 1%, respectively, of our total group life insurance in force as of
December 31, 2018. We no longer market group universal life insurance to new employer groups

Group Disability Insurance.  Our group disability insurance provides a benefit to insured employees who become disabled. In most instances. this benefit is
i the form ef a menthly income Qur group disability products include both short-term and long-term disability, offered on both an employer paid and voluntary
basis. As of December 31, 2018, long-tenn disability represented §1% of total group disability premium, while shorl-term disability represented 39% of total group
disability premium. We also provide disability management services. called rehabilitation scrvices, to assist individuals m retuming to work as quickly as possible
following disability. We work with disability claimants to improve
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the approval rate of Social Security benefits, thereby reducing payment of benelits by the amount of Social Security payments received. As of December 31, 2018,
we served approximately 1.9 million employee lives through moere than 47.000 contracts. According to LIMRA, our group shert-term disability business was
ranked 4th and our group long-term disability business was ranked 3rd in the U.S. as of December 31, 2G17. in terms of number of contracts/emplover groups in
force. We also offer voluntary critical illness insurance, which provides a lump-sum cash benefit 1o pay for additional expenses associated with the five most
common crinical llnesses, and voluntary accident insurance, which pays a lump sum when covered injunies oceur because of an accident.

Individual Disabifity Insurance,  [ndividual disabilily insurance has been sold since the early [950s Cur individual disabnlty insurance products provide
income protection to the insured member and/or business in the event of disability. [n most instances, this benelit is in the form of a monthly income. In addition to
income replacement, we offer products to pav business-related costs such as overhead expenses for a disabled business owner, buy-out costs for busimess owners
purchasing a disabled owner's interest in the business, expenditures for replacement of a key person and business lean payments. We also offer a product to protect
relirement savings in the event of disability. As of December 31, 2618, we served approximately 196,000 individual disability policyholders. According to LIMRA,
our individual disability business was ranked 5th in the U.S n terms of premium in force in the non-cancellable segment of the market and 5th overall, as of
December 31,2017,

Fee-for-Service.  We offer administration of group dental, disability and vision benefits on a fee-for-service basis.
Individual Life Insurance

We specialize in providing solutions tor smail to medium-sized businesses to protect against risk and loss, assist with succession planning and wealth transfer
and to binld and protect weallh {oT retirement. We also provide sotutions to meet the personal needs of business owners. executives, key employees and affluent
individuals. Our U S, operations adminsstered approximately 638.000 individual life insurance policies with over $377 billion of individual life insurance in force
as af December 31. 2018,

Products and Services

Our Business Owner and Lxecutive Solutions platform as well as our nonqualified deferred compensation offering combines admunistration and consulting to
service our clients' needs. We target the business and persenal insurance needs of owners, executives and key employees of small and medium-sized businesses
with an increasing focus on providing insurance solutions for nonqualified exccutive benetits. In addition. we market our preducts to meet traditional retail
msuranee needs We offer a variety of individual life insurance products, both interest sensitive (including universal life, variable universal life and indexed
universal ife insurance) and traditional .

Interest Sensitive,  Our interest sensitive products include universal life, variable umversal life and indexed universal life insurance. These products offer the
policyholder the option of adjusting both the premium and the death benefit amounts of the insurance contract. Universal life insurance typically includes a cash
value account that accumulates at a credited nterest rate based on the investment returns ot the btock of business. Variable universal life insurance is credited with
the investment returns of the various investment options selected. Indexed universal life is credited with imvestment returns tied to an external index, subject o a
contractual minimum and maximum, For the year ended December 31, 2018, interest sensitive products represented 24% ot individual life insurance in force and
generated 68% of indinvadual 1ife insurance annualized first year premium sales.

Afler 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 the general account Intercest is credited to the policyholder's account based on the carnings en general account investrents, subject to
centractual minimums. For variable universal life contracts, the policyholder may allocate the account balance among our general ageount and a variety of mutual
funds underlying the contract. Interest 15 credited on amounts atlocated to the general account in the same manner as for universal life. Net investment performance
on mutual funds is allocated directly ta the policyholder accounts; the pelicyholder bears the mvestment risk, For indexed universal iife, the policyholder may
allocate the account batance among our general account and two index accounts, Interest 1s credited en amounts allocated to the general account in the same
manner as for universal life. Net invesiment performance on the index accounts is allocated directly to the policyholder accounts, subject to the coniractual
minimum and maximum Some ef our interest sensitive contracts contain what are commonly referred to as "sccondary” or "no-lapse” guarantee provisions. These
no-lapse guarantees keep the contract in ferce. even il the contractholder's account balance is insufficient to cover all of the contract charges, provided that the
centracthelder has continually paid a specified minimum premium.

Traditional Life Insurance.  Tradutional life insurance includes participating whole life, adjustable life and non-participating term life insurance products.
Non-participating term life nsurance products represented 32% of our individual life insurance annualized first year premium sales for the year ended
December 31, 2018, and 72% of individua) life insurance in force as of December 31, 2018, Adjustable life insurance products provide a guaranteed benefit in
return for the payment of a fixed premium and allow the palicyhoider to set the coverage peried, premium and face amount combination. Tern insurance products
provide a guaranteed death benefit for a specified peniod of time in return for the payment of a fixed premium. Policyhoider dividends are not paid on term
nsurance.
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(.8, Insurance Solutions Markets and Distribution
For each of our products, administration and distribution channels are customized to meet customer needs and expectations for that product

We market our group denial, vision, life, critical illness, accident and disability insurance produets to smatl and medium-sized businesses, primarily targeting
our sales toward owners and buman resources professionals. We sell our group products in afl 50 states and the District of Columbia. We continually adapt our
preducts and pricing Lo meet local market conditions. We market our fee-for-service capabilities to employers that s f-insure their employees' dental, disability and
vision benefits. We market our fee-for-service businesses in afl 50 states and the District of Columbia.

The group insurance market contuues to see a shifl to voluntary/worksite products due 1o various pressures on cmployers. In keeping with this market change,
which shifts the funding of such products from the emplover to the cmplovee, we continue to place an enhanced focus on our voluntary benefits platform. We
believe the voluntary/worksite market presents growth opportunities and we will continue to develop strategics to capitalize on this expandiag market.

As of December 31, 2018, we had 134 sales representatives and 163 service representatives in 26 Jocal markets. Our sales representatives accounied tor 96%
of our group insurance sales for the year ended December 31, 2018, The service representatives play a key roie in servicing the case by providing local, responsive
services to pur customers and their brokers. such as renewing contracts, revising plans, solving administrative issues and communicating the customers' needs and
feedback (o us.

We sell our individuat life and individual disability insurance products in ali SO states and the District of Columbia, primarily targeting owners. executives and
key employees of small and medium-sized businesses. Small and medium-sized business sales represented 63% of individual life sales and 59% of individuat
disability sales for the vear ended December 31, 2018, Much of aur lite insurance sales efforts focus on the Busthess Owner and Executive Solutions market, This
strategy offers solutions to address business owner financial challenges such as exiting the business, busmess wansition, retaining key employees and retirement
planning. Key emiployees also have needs to supplement retirement tncome, survivor income, and business protection We believe the Business Gwner and
Executive Solutions segment offers growth opportunitics and we will continue to develop strategies 1 capilalize on this expanding market.

We distribute our individual life and individual disability insurance products through our affifiated financial representatives and independent brokers. as weli
as other marketing and distribution alliances. Affiliated financial representatives were responsible for 14% of individual life insurance sales based on first year
annuaiized premium and 0% of individual disability sales for the vear ended December 31. 2018, We had (,185 affifiated financial representatives in 27 offices as
of December 31, 2018, Although they are independent contractors, we have a close tie with affiliated financial representatives and we offer them henefits. training
and access to tools and expertise. To meet the needs of the various markeung channels, particufarly the independent brokers, we emplioy wholesale distributors —
Regional Vice Presidents for individual life and Regional Viee Presidents for individual disability A key differentiator in the nongualified executive benefi sale is
our Regional Vice Presidenis-Nangualified Plans. who are not only wholesalers but also consultants and subject-matter experts providing point-of-sale support in
closing cases.

Corporate Segment

Qur Corporate segment manages the assets representing capital that has not been allocated to any other segment Financial resulls of the Corporale segment
primarily reflect our financing activitics {including (inancing costs), income on capital not allocaled to other scgments. inter-segment chninations. INCome 1ax risks
and certain income, expenses and other adjustments not allocated 1o the segments based on the nature ol such items. Resnlts of Principal Securities, inc . our retail
broker-dealer and registered investment advisor: RobustWealth, Inc. {"RebustW calth"). our financial technology company. and pur exited group medical and lung-
term care nsurance businesses are reported 1n this segment.

Competition

Competition in our segments is based on a number of facters 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 compantes such as banks. mutual
funds, broker-dealers, insurers and asset managers. Some of these companies offer a broader array of products, more compentiive pricing. greater diversity of
distribution sources, better brand recognition or, with respect to insurers. higher financial sirength ratings Some may also have greater financial resources with
which to compete or may have better investment performance at various times. We believe we distinguish eurselves from our competitors through our.

. full service platform;
‘ strong customer relaconships;
focus on investment performance and

.

expansive product portfolio




Tabie of Coments
Ratings

tnsurance companies are assigned financial strength ratings by rating agencies based upon factors relevant ta policyholders, Financial strength ratings are
generally defined as opinsons a5 (o an insurer's financial strength and ability to meet engoing obligations to policyholders. information abowt rasings provides both
industry participants and insurance consumess meaningful insights on specific insurance companics. Higher ratings generally indicate financial stabitity and a
strenger ability to pay claims.

Principal Life and Principal National Life Insurance Company ("PNLIC") have been assigned the follewing insurer financial strength ratings:

Rating Agency Financial Strength Rating Raging Strycture
AbiE R oot Ui s <] A+ {“Supenor”} with a stable outlook Second highest of 13 rating levels
Firch Ratings Lrd AA-{"Very Strong") with & stable outlook Foucth highest of {7 rating levels
e e Roafie -] Al {*Gaad™) with a stable autlook Fifth bghest of 21 ravng levels
S&P Global Ratngs A {“Strong") wath a stabla outlopk Fufth haghest of 20 raung levels

AM Best Company. Inc. ("A.M. Best") ratings for insurance companies range from "A++" 1o "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 msurance obligations. Fitch Ratings Ltd. ("Fiteh") ratings for
insurance companies range from “AAA" to “C*. Fitch "AA” ratings indicate very strong capacity to meet policyholder and contract obligations. Moody's Investors
Service {"Moody's") ratings for insurance companies range from "Aaa" to "C". Moody's indicates that "A” ratings are sssigned to those companies that offer good
financial security. S&F Global Ratings ("S&P") has ratings that range from “AAA" w0 "D" for insurance companies. S&P indicates that “A“ ratings are assigned to
those companies that have strong financial security characteristics. {r evaluating a company's financial and operating performance, these rating agencies review its
profitability, leverage and liquidity, as wetl as its book of business, the adequacy and soundness of its remsurance, 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.

in the fourth quarter of 2018, A M. Best changed its outlook on the U.S. life insurance sector to 'stable’ from 'megative’ due to increased profitability, improved
regulatory and tax environments and a sirengthening U.S_ economy, along with overalfl reduced batance sheet risk duc 10 a proactive approach taken by companies
in recent years, Fitch, S&P and Moedy's continue {0 maintain a ‘stable’ outiook as well.

We belivve our strong rafings are an important factor in marketing cur products to our disributors and customers, as ratings information is broadty
disseminated and generally used throughout the indusiry. Our raungs refleci each rating agency's apunon of our financial strength, operating performance and
ability 1 meet our obligations 1o poticyholders and are not evaluations directed toward the protection of investors, Such ratings are neither a rating of securities noy
a recommendation o buy, hold or sell any security, including aur common stock, For more information on ratings, see Mem 7. "Management's Discussion and
Analysis of Financial Condition and Results of Operations — Liguidity and Capital Resources -~ Financial Strength and Credit Ratings.”

Regulation

Our husinesses are subject o regulation and supervision by 1.S. federal and state regulatery authorities as well as non-U.S. regulatory authorities for our
operations and custoiners outside the U.S., which can have a significant effect on our businiess. Our businesses are also affected by U.S. federal, state and local tax
laws as well as ax faws for jurisdictions outside the U.S

PFG, our parent holding company, is not hicensed as an msurer, investment advisor, broker-dealer, bank or other regulated entity However, because i is the
holding company for all of our operations, 11 is subject to regulation in connection with our regulated emities, including as an insurance holding company. We are
subjieet o legal and regulatory requirements applicable to public compantes, including public repotting and disclosure, securities trading. accounting and financial
reparting and comerale governance,

U.3. Insurance Regulation

We are subject to the msurance botding company laws in the stales where our insurance companies are domiciled, Principal Life and PNLIC are domiciled in
lowa and thetr principal insurance regulatory authority is the {nsurance Division of the Department of Commerce of the State of Jowa. Cur other U.S, insurance
coinpanies are principally regulated by the insurance departiments of the states in which they are domiviled. These laws generally require each insurance company
directly or indirectly owned by the holding company to register with the insurance department in the insurance company's state of domicile and 1o farnish financial
and other informaton about the operations of the companies within the holding company system. Transactions affecting the insurers in the hotding company
system must be fair and at anm's length. Most stales have msarance laws that require regulatory approval of a direct or indirect change it control of an insuret or an
msurer's holding company and laws that require prior notification o state insurance departments of a change i control of a non-domiciliary insurance company
doing business in that state.
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Annually. our U S. insurance companies must submit an opinion from a board-appointed qualified actoary to state inswrance regutators. where licensed, on
whether the statutory assets held backing statutory reserves are sufficient to meet contractual obligations and related expenses of ihe insurer. If such an opinion

canniot be rendered noting the sufticiency of assets, the insurance company must set ap additional statutory reserves drawing from available statutory surplus until
such an opinion can be given.

State insuranice departments have broad administrative powers over the insurance business, including insurance company icensing and exanmnation, agent
licensing, establishment of reserve requirements and solvency standards, premium rate reguiation, admittance of assets to statutary susplus. policy form approval,
unfair trade and chaims practices regulation and other matters. Stale insurance statutes also typically place sestsictions and limitations on the amount of dividends or
other distributions payable by insurance company subsidiaries to their parent companies. See item 7. "Management's Discussion and Analysis of Financiat
Condition and Results of Operations — 1 iquidity and Capital Resources" for further details.

In order 1o enhance the regulation of insurer solvency. the National Association of lnsurance Commissioners ["NAIC"} has established risk-based capital
{"RBC"} standards. The standards require tife insurers fo subsit a report to state regulators oft an angual basis regardung their RBC based upon categories of risk
including the following: asset risk. insurance risk. inferest rate risk and business and operational risk. As of December 31, 2018. the statutory surplus of each 6f aur
U.S. life insurance companies exceeded the minimum RBC tequirements.

State and federal insurance and secutities regalatory authorities and other state law enforcement agencies and attorneys general regularly make snquiries and
conduet examinations or investipations regarding our compliance with. among other things, insurance laws and securities faws.

EBach state has insurance guaranty association laws under which insurers doing business in a state can be assessed. up to prescribed limits, in order to cover
contractual bensfit obligations of msolvent insurance companics. The guaranty associations levy assessments on cach member insurer in 2 jurisdiction on the basis
of the praportionate share of the premiums written by such insurer in the lines of business in which the insolvent insurer is enpaged. Some jurisdictions permut the
member insurers (o recover the assessments paid through full or partial premium tax offsets

Securities Reguiation

Insurance and investment products such as variable annuitics. variable life insurance and some funding agreements that constitute securities and rmtual fund
products are subject 1o securities laws and regidations. including U.S state securities regulation as well as U.S. federal regulation under the SEC. FINRA and other
regufatory awthorities. These reguiations affect investment advice, sales and refated activities for these products.

We also bave entities that are registered as investrent advisers with the SEC under. and are dherefore subject to. the investient Advisers Act of 1940
Emplavee Retirement Income Secirity Act

As we provide products and services for U S. emiplovee benefit plans. we are subject to regutation under the Emplovee Retrement Income Secority Act
("ERISA"). ERISA provisions include reporting and disclosure requirements and standards of conduct

Banking Regulation

Principal Bank. a2 wholly owned subsidiary. is a US. federal savings bank regulated by the Office of the Comptrolier of the Currency Principal Bank's
deposits are insured by the FOIC, making the Bank subiess v certamn ol the FDIC's regulations.

Environmental Regilation

As we own and operate real property. we are subject to 1.8 federal. state and local environmental laws. as weil as international environmental faws and could
be subject to environmental Habilities and costs associated with required remediation of aur properties. We routinely have environmental assessmens performed
far real estate being acquired or used as collateral for commercial mortgages we use {or investment.

Regulation af [nternationud Businesses

Our international businesses are supervised by regulatary authorities in the jurisdrctions in which they operate, mcluding regulatton and supervision by
insurance, securities, tax and privacy regulatory authorities The purpose of these regulations is sitmnilar to the U.S. to protect our customers and the overall
financial system. Regutations such as the revised Markets m Financiat Instromtents Directive and the Generat Data Protection Reguiation ("GDPR") have a global
Impact on our businesses.

i5




Table of Contents
Risk Management

Like all financial services companies, we are exposed 1 @ wide variety of financial, operational and other risks, as described in Item tA. "Risk Factors."
Effective emerprise risk management is, therefore, a key component of our business model,

Enterprise risk management helps us to manage risk to meet our customer obligations. satisfy regulatory requirements. adequately provide for contingencics in
case of stress, optimize shareholder returns, support our core values and maintain our reputation.

We utilize an integrated risk management framework to help us identity, assess. manitor, report, manage and aggregate our material risks within established
nisk appetites and risk tolerances. The framew otk delivers tmportant perspective that is used in strategic and tactical deciston making and is adaptable to changes in
our businesses and in the extemal environments in which we operate. Our approach also requires a comumtment to continuous improvement and pertodic
validation.

Our governance structure includes Board of Directors oversight, internal risk committees, a corporate risk management function and embedded risk
professionals in our business units and functional areas. Our Board of Directors, Audit Commitiee, Finance Commitiee, Human Rescusce Committee and
Nominating and Governance Committee provide oversight no less frequently than quarterly, addressing relevant aspects of our risk profile.

Qur nternal risk commitiees meet 08 a regular and frequent basis to discuss varions issues and review profile status, Each business unit has its own commiitee
that is responsible for oversight of the matertal risks within the unit or area. These committees may include corporate feaders. We also have internal commuttees
that provide oversight around a certain risk or group of refated risks across the organization. This matrix approach helps us maintain comprehensive risk coverage
and preserve an imegrated view of risks. The Enterprise Risk Management Committee. comprised of members from the executive management team, exercises
enterprisg-wide oversight for our most significant risk profiles.

The business units and funcuional areas are responsible for identifving. assessing. monitoring, reperting and managing their own risks. Chief Risk Otficers
embedded within each business unit or risk professionals in functional areas belp align risk management practice with fie strategies of the unit as well as with
enterprise-wide abjectives. The Corporate Chief Risk Officer and supporting staff are separate from the business units and provide objeciive oversight, framework
enablement and aggregated risk analysis. Internal Andit provides independent assurance around effective risk management design and conirol execuntion,

Risk appetites. tolerances and limits have been established from an enterprise-wide and business unit perspective for specific risk categories, where
approphiate. We monitor a variety of risk metrics on an ongoing basis and take the appropriate steps o manage our established risk appetites and toferances.
Quarterly risk reporting provides a feedback loop between business units. functional areas, our internal risk commitices and the corporate risk management
functwn This reporting alse wmeludes perspectives on emerging risk, To the extent potentially significant business activities or operational initiatives are
considered, analysis of the possible impact on our risk profile takes place This analysis includes, bat is not limited 1o, the capital implications; tie impact on near
term and long-term earnings: the ability to meet our targets with respect 1o retum on equity, liquidity, debt/capital, cash coverage. business risk and operational
risk: and the ympact to our reputation

Emplovees

As of December 31, 2018, we had 16,475 employees. None of our employees are subject to collective bargaining agreements except 4 group of emplovees
within our Cuprum organization in Chile. We believe that our employvee relations ace satisfactory.

internet Website

Our internet website can be found at www.principal.com. We make avaifable free of charge, on or through our interet website, access to our annuat report on
Form 10-K. quarterty reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13¢a) or 15(d) of
the Sceurities Fxchange Act of 1934 as soon as reasonably practicable after such waterial is fited with or furnished to the SEC. These reports are ajso avaitable on
the SEC's website af www.sec gov. Also avaiable free of charge on our internet website 15 our code of business conduct and ethics, corporate governance
guidelines and charters for the Audit, Finance, Human Resowrces and Nominating and Governance committees of our Board of Directors. Also see Item [0
"Directors. Executive Officers and Corporate Governance."
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Ttem 1A, Risk Factors

This section provides an overview of the risks that may fmpact our performance in the future.

Adverse capital and credit market conditions may significantly affect our ability to meet liquidity nceds, as well as our access to capital and cost of capital.

Our results of operations. financial condition, cash flows and statutory capital position could be materiafly adversely affected by voiatility, wneertamty and
disruption int the capual and credit markets,

We maintain 2 level of cash and securities which, combined with expected cash inflows from investments and operations, is believed adequate fo meet
anticipated shoti-term and long-term benefit and expense payment obligations, However, withdrawal and surrender levels may differ from anucipated levels for a
variety of reasons, such as changes in economic conditions or changes in our claims paying ability and financial swength ratings. For adduional information
regarding our exposure fo interest rate risk and the impact of & downgrade in our financial strength ratings, see "~ Changes in interest rates or credit spreads or a
sustained low interest rate environment may adversely affect our results of operations, financial condition and liquidity. and our net income can vary from pertod to
period” and "— A downgrade in our financial strength or credit ratings may increase policy susrenders and withdrawals, reduce new sales. terminate celationships
with distributars, impact existing labilities and increase our cost of capital, any of which could advessely affect our profitability and financial condition.” 1n
addition, mark-to~market adjustments on our derivative instruments may lead to fluctuations in cur reported statutory capital. Volatlity, uncertainty or disruptions
in the capital or credit markets may tesult in the need for additional capital 10 maintatn a targeted level of statutory capital refative to the NAIC'S RBC
requirerments. In the event our current internal sources of liquidity do not satisfy our needs. we may have w seek additional financing and. in such case. we may not
be able to successfitly obtain additional financing on favorable terms, or at all. The availabiiny of additional financing will depend on a variety of factors such as
masket conditions. the general availability of credit, the volume of trading activitics. the overall availability of credis to the financial services industry, our credit
ratings and credit capacity, as well as customers' or lenders' perception of our long- or short-ierm financial prospects. Similarty, our access to funds may be
impaired if regulatory authorities or raling agencies 1ake ncgative actions against us.

Disruptions. uncertainty or volatility in the capital and credit markets may iinit ons access fo capital required to operate otr business. most signiticantty our
insurance operations. Such market conditions may Jinut our ability 1o replace. in a timely manner. matwrng habilities: satisty statuwtory capstal requirenients: fund
redemption requests on insurance or other financial products: generate fee income and market-related revenve to meet liquidity needs and access the capital
necessary 1o grow our business. As such. we may be forced to delay raising capital, 1ssue shorter tenor securities than we prefer, utdize avatlable internal resources
or bear an unattractive cost of capital. which cauld decrease our protitability and significantly reduce our financial flexibility and biquidity.

in addition, we maintain credit facilities with various financial institutions as a potential sovrce of exeess liquidity. These facilities are in place 1o bridge
tming in cash flows 10 minimize the cost of meeting our obligations. particularly during petiods when aliernative sources of liguidity arc humited. Our ability to
borrow funds under these facilitics is conditioned on our satistaction of covenants and other requirements contained w the facilities. Our failure to comply with
these covenanits, or the failore of lenders to fund their lending commitments, would restrict our ability (o access these credit facilities and. consequently. coutd lunit
our flexibility in meeting our cash fiow needs.

For further discussion o Hyaidity risk managemeat. see liem 7 "Management's Discussion aad Aaalysis of Financial Condition and Results of Operations —
Liquidity and Capital Resources.”

Canditions in the glebal capital markets and the economy generally may materially and adversely alfect our business and results of operatiens .

Our results of operations are materially affected by conduions in the global capital markets and the economy generally. both in the U S and elsewlierc around
the world. Adverse economic conditions may result in g decline in cur AUM and revenues and erosion of our profit margins. [n addition, in the event of extreme
prolonged marker events and econoinic downtturns. we could incur significant fosses. Even in the absence of a market downturmn, we are exposed 1 substanual risk
olloss due to market volatility.

Factors such as consumer spending. business investment, government spending, the volatlity and strength of the capital markets, investor and consumer
confidence. fareign currency exchange rates and inflation levels att atfect the business and economic environment and, ultimately, the amount and protitability of
our business. In an economic downtuni characterized by gher wiemployment, lower family income. lower corperate earnigs, lower business investment,
negative investor sentiment and lower consumer spending, the demand for our financial and insurance products coutd be adversely aftected. In addition, we may
experience an elevated incidence of claims and lapses or surrenders of policics. Owr policyholders may choese to defer paying snsurance premiums oy stop paying
insurance preminms altogether. In addition, reductions in employment fevels of pur exjsting employer customers may resudt in a reduction in membership fevels
and premium income for our specialty benefus products. Participanis within the retirement plans for which we provide administrative services may elect to reduce
or stap their payroll deferrals to these
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plans, which would reduce AUM and revenues. In addition, reductions in employment levels may result in a decline in employee deposits into retirement plans.
Adverse changes in the econemy could affect net income negatively and could have a material adverse effect on our business, results of operatiens and financial
condition.

An economic downturn may alse lead to weakening of foreign currencies against the U S. dollar, which would adversely affect the translation of segment pre-
tax operalng carnings and cquity of our miemational operations into our consclidated {inancial statements. For further discussion on foreign currency exchange
risk, see [tem 7A. "Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency Risk."

Yolatility or declines in the equity, bond or real estate markets could reduce our AUM and may result in investors withdrawing from the markets or
decreasing their rates of investment, all of which could reduce our revenunes and net income,

Because the revenues of cur asset management and accumulation businesses are, to a large exlent, bascd on the value of AUM, a decline in domestic and
global equity, bond or real estate markets will decrease our revenues. Turmonl in these markets could fead investors to withdraw from these markets, decrease their
rates of investment or refrain from making new investments, which may reduce our net income, revenues and AUM.

For further discussion on equity risk management, see [tem 7A. "Quantitative and Qualitative Disclosures About Market Risk — Equity Risk.”

Changes in interest rates or eredit spreads or a sustained low interest rate environment may adversely affect our results of operations, financial condition
and ligquidity, and our net income ¢an vary from period to period.

Although the [‘ederal Reserve increased the federal funds rate in 2017 and 2018, interest rates remain low relative to historical levels. During periods of
declining interest rates or sustained low interest rates, the interest rates we earn on our assets may be lower than the rates assumed in pricing our products, thereby
reducing our profitability. For some of cur products, such as GICs and funding agreements, we are unable to lower the rate we credit 10 customers mn response 1o
the Jower return we will garn on our ivestments. In addition, guaranteed minmum interest rates on our life insurance and annuity products may constrain our
ability to lower the rate we credit to customers. If interest rates remain low over a sustained period of time, this may result in increases in our reserves and true-ups
or unlocking of our deterred acquisition cost ("DAC"Y asset and other actuarial balances. During perods of dechining interest rates, borrowers may prepay or
redeem mortgages and bonds that we own, which would force us to reinvest the proceeds at lower interest rates. Furthermore, declining interest rates may reduce
the rate of policyholder surrenders and withdrawals on our life insurance and annuity products. thus increasing the duration of the liabilities and creating asset and
Liabihty duration mismatches Low interest rates may also increase the cost of hedging our GMWB rider. Declining interest rates or a sustained low interest rate
environment may also result m changes to the discount rate uscd for valuing our pensien and cther postretirement employee benefit ("OPEB"} obligations, which
could negatively impact our results of operations and financial condition. [n addition, certain statutory capital and reserve requirements are based on formulas or
models that consider interest rates and a prolonged period of low interest rates may increase the statutory capital we are required to hold as well as the amount of
assels we must mantain to suppoertt statutory reserves.

Increases in market interest rates may also adversely affect our results of operations, financial condition and liguidity. During periods of increasing market
interest rates, we may offer higher crediting rates on our insurance and annuity products in order to keep these products competitive. Because rcturns on our
portfolio of invested assets may not increase as quickly as current interest rates, we may have to accept lower spreads, thus reducing our profitability. Rapidly
rising interest rates may also result in an increase in policy surrenders. withdrawals and requests for policy leans as customers seek to achieve higher returns. In
addition, rising interest rates would cause a decrease in the value of financial assets held at tair value on our consclidated statements of financial pesition, We may
be required to scll assets to raise the cash necessary to respond to an increase in surrenders, withdrawals and loans. thereby realizing capital losses on the assets
sold An increase in policy surrenders and withdrawals may alse require us 1o accelerate amortization of our DAC asset relating 1o these products, which would
further reduce our profitabihty. Rising interest rates may also cause a decline in the value of the fixed income assets we manage, resulung in a reduction in our fee
revenue in the short term. In addition, a significant increase in interest rates may cause a reduction in the fair value of intangible assels in our reporting units,
potentially leading to an impairment of goodwill or other intangible assets.

For further discussien about interest rate risk management. sec Item 7A. "Quantitative and Qualitative Disclosures About Market Risk — Interest Rate Risk."

Our exposure 1o credit spreads primarily relates to market price variability and reinvestment nisk associated with changes in credit spreads. A widening of
credit spreads would cause unreahized lesses in our investment portfelio, would increase losses associated with credit-based derivatives we have seld that do not
qualify or have not been designated for hedge accounting where we assume credit exposure and, if issuer credit spreads increase as a result of fundamental credit
deterioration, would likely result in higher other-than-temporary impairments. Credit spread tightening wiil reduce net investment income associated with new
purchases of fixed maturitics. Credit spread tightening may also cause an increase in the reported value of certain liabilities that are valued using a discount rate that
reflects our own ¢redit spread. In addition, market volatility may make 1t difficult to value certain of our securities if trading becomes less frequent. As
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such, valuations may include assumptions of estimates that may have significant perjod-to-period changes from market volatlity. which could have a material
adverse effect on our results of operations or financial condition

Qur investment portfolio is subject to several risks that may diminish the value of our invested assets and the investment yeturns credited to customers,
which could reduce our sales, revenues, AUM and net income.

An increase in defaulis or write-downs on our fixed maturities portfolfe may reduce our profimbitity.

We are subject to the risk that the issuers of 1he fixed maturities we own will default on principal and interest payments. As of December 31. 2018, our U S
investmen: operations held $57.1 billion of fixed maturities, or 74% of total U.S invesied assets, of which approximately 4% were below investment grade and
$121.5 million, or 0.21% of cur total fixed maturities that were classified as either "problem,” "potential problem” er "restructured” See em 7. "Management's
Discussion and Analysis of Financial Condition and Results of Operations — (nvestments —— U S Investment Operations — Fixed Maturities

As of December 31, 2018, the intemalional investment operations of our fully consolidated subsidiaries held $3.6 billion of fixed maturities. or 49%, of total
intemational invested assets. of which 8% are government bonds. Some non-government bonds have been rated on the basis of the issuer's country credit rating
However, the ratings relationship between national ratings and global ratings is not linear with the U.S. The starting point for national ratings differs by country,
which makes the assessment of credyt quality more difficult See ltem 7. "Management's Discussion and Agalysis of Financial Cendition and Results of
Operations — Investments — [nternational Investment Operations " An increase in defaufts on our fixed maturities portfolio could harm our financial srength and
reduce our profitability.

An increased rate of definguency and defaults on our commercial morigage logns, incliuding balloon maturities with gnd without umortizing payments,
triay adversely affect our profitabilipy.

Qur commercial mortgage Ioan porttolio faces both delinquency and defauit risk. Conumercial mortgage loans of §14.0 billion represented 16% of our otal
invested assets as of December 31, 2018, As of December 31. 2018, there were no loans in the process of foreclosure in our commercial morigage loan portiolio.
The performance of our commercial morgage loan invesiments. however, may fluctuate in the future. An increase in the delinquency rate of. and defaults under,
our commercial mortgage toan porttolio could harm our financial strength and decrease our profitability.

As of December 31, 2018 approximately $11.4 billion. or 83%. of our U/.S. investment operations commercial mortgage oaris before valuation allowance had
balloon payment maturities. A balloon maturity is a loan with alt or a meaningful portion of the loan amount due at the matunty of the Joan, The default rate on
commercial mortgage loans with balloon payment maturities has historically been higher than for conunercial mortgage loans with a fully amortizing loan
stucture. Since a significant portien of the principal is repaid at maturity, the amount of loss on a default 1s generally greater sthan fully amortizing commercial
mortgage loans. An increase in defauits on baltoon maturity joans as a result of the foregoing factors cowd harm our financial strength and decrease our
profitability.

Mark-to-market adjustments on equity securities, trading securities and certain equity method investments may reduce our profitability or eause
volatility in our net income,

Our investment portfolio includes squity securities, trading securities and certain equity method mvestments that are reported at fair value on the consolidated
sisteinents of financial position with changes in fair value reported in net income. Mark-to-market adjustments on these investments may reduce our profitabihity ot
cause our net income to vary from peried to period. We anticipate thut acquisition and investment activities may increase the number and magniude of these
investments in the future.

We may have difffculty selling our privately placed fixed maturities, mortgage loans and real estate investments becanse they are less liquid than our
publicly iraded fixed maturities.

We hold certain investments that may be less hiquid, such as privately placed fixed maturities. mortgage Joans and real estate investments. These asset classes
represented approximately 44% of the value of our invested assets as of December 31. 20138,

If we require significant amounts of cash on short notice, we may have difficulty selling these investments in a timely manner, be forced 1o sell them for less
than we otherwise wouid have been able to realize or both, The reported value of our refatively iliquid types of investments. our investments in the asset classes
described above and, at times. our high guality., generally liguid asset classes, do not necessarily reflect the lowest possible price for the asset if we were foreed to
sell certain of our assets in the current market, there can be no assurance we will be able to sell them for the prices at which we have recorded them and we may be
forced to sell them at significantly lower prices.

The impairinent of derivative counterparties could adversely affect us .
We use derivative instruments to hedge vanous risks we face in our businesses. Sec ftem 7A. “Cuantitative and Qualitative Disciosurcs About Market Risk.”
We enter into a variety of derivative instruments with a number of connterparties in the financial services industry, including brokers and dealers. commercial

banks, investment banks,
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clearinghouses. exchanges and other institutions. For transactions where we are in-the-money. we are exposed to credit risk in the event of default of our
counterparty. We establish collateral agreements with nominal threshelds for a large majority of our counterparties to limit our exposure. However, our credit risk
may be exacerbated when the collateral held by us cannot be realized or is liquidated at prices not sufficient 1o recover the full amount of the lean or derivative
exposure With regard o our derivative exposure, we have over-collateratization requirements on the portion of collateral we hold. based on the risk profile of the
assets posted as collateral We also have exposure to these financial institutions in the form of unsecured debt instruments and equity investments. Such losses or
impairments to the carrying value of these assets may materially and adversely affect our business and results of operations.

Qur requirements fo post collareral or make payments relared ro deciines fn marker value of specified assets may adversefy affect our liguidity and
expose us to counterparty credit risk,

Many of our derivative transactions with financial and other institutions specify the circumstances under which the parties are required te post collateral. We
are also required to post collateral in connection with funding agreements with the FHLB Des Moines, a reinsurance agrecment, and various other transactions. The
amount of collateral we may be required to post under these agreements may increase under cettain circumstances, which could adversely affect our liquidity. In
addition, under the terms of some of our ransactions we may be required to make payment te our counterparties related to any decline in the market value of the
specified assets. Such payments could have an adverse effect on our liquidity. Furthermore, with respect to any such payments, we witl have unsecured risk to the
counterparty as these amounls are not required to be segregated from the counterparty's other funds. are not held in a third party custodial account, and are not
required to be paid to us by the counterparty until the termination of the transaction.

Environmental liability exposure may result from our commercial morigage loan portfolio and real estate investments.

Liability under environmental protection laws resufting from our commercial mortgage lean portfolio and real estate investments may hann our financial
strength and reduce our profitability Under the laws of several states and other junisdictions, contamination of a property may give rise to a lien on the property 10
secure recovery of the costs of cleanup. In some states, this kind of lien has priority ever the lien of an existing mortgage against the property, which would impair
cur ability to foreclose on that propeny should the related loan be in default. In addition, under the laws of some states and under the U.S. Comprehensive
Environmental Response, Compensation and Liability Act of 1980, we may be liable for costs of addressing releases or threatened releases of hazardous substances
that require remedy at a property securing a mortgage loan held by uvs, if our agents or employees have become sufficiently involved in the hazardous waste aspects
of the operations of the related obligor on that loan, regardless of whether or net the environmental damage or threat was caused by the obligor. We also may face
this hability after foreclosing on a property securing a mortgage loan held by us This may harm our financial strength and decrease our profitability.

Regional concentration of our commercial mortgage loan portfolie in California may subject us to losses attributable to economic downturns or
catastrophes in that state.

Commercial mortgage lendimg n the state of California accounted for 21%. or $2.6 biilion. ef our U.S. investment operations commercial mortgage loan
porttolio before valuation allowance as of December 31, 2018. Due to this concentration of commercial mortgage leans in California, we are expesed to potential
losses resulting from the nisk of an econemic downturn in California as well as to ¢atastrophes, including but not limited to earthquakes, thal may affect the region.
While we generally do not reguire earthquake insurance for properties on which we make commercial mertgage loans, we do take into account property specific
engineering reports, construction type and geographical concentration by fault lines in our investment underwriting guidelines. If economic conditions in California
deteriorate or catastrophes occur, we may 1n the future experience delinguencies or defaults on the portion of our commercial mortgage lean portfolio located n
California, which may harm our financial strength and reduce our profitabihity.

Gross unrealized losses may be realized or result in future impairments, resufting in a reduction in our nef income.

Fixed maturities that are classified as available-for-sale ("AFS") are reported on the consolidated statements of financial position at fair value. Unrealized
gains or losses on AFS securities. excluding those in fair value hedging relationships, are recognized as a component of accumulated other comprehensive income
("AOCI") and are, therefore, excluded from net income. OQur U.S. investment operations had gross unrcalized losses on fixed maturities of $1.2 billion pre-tax as of
December 31, 2018, and the component of gross unrealized losses for secunties trading down 20% or more for over six months was less than $0.1 billion pre-tax.
The accuimulated change in fair value of the AFS securities is recognized in net income when the gain or loss is realized upon the sale of the asset or in the event
that the decline in fair value is determined to be other than temporary {referred to as an other-than-temperary impairment). Realized losses or impairments may
have a material adverse impact on our net income in a particular quarterly or annual period.

Fluctuations in foreign currency exchange rates could adversely impact our profitability and financial condition.

We are exposed to foreign currency risk in our international operations. Principal International sells products denominated in various local currencies and
generally invests the associated assets in local currencies. For diversification purposes. assets backing the products may be partially invested in non-local
currencies. Inour U S operations. we alsa issue for¢ign currency-denominated funding agreements to nonqualified investors in the institutional market of invest in
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foreign currency-denominated investments. The associaled foreign currency exchange risk in each instance is hedged or managed to specilic risk tolerances.
Altough our investment and hedging strategies limit the effect of currency exchange rate Huctuation on operating results, weakening of foreign currencies against
the U.S. dollar would adversely aftéct the translation of the results of our international operations into our eonsolidated {inancial statements. For further discussion
on foreign currency exchange risk, sec e 7A_ "Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency Risk."

Risks relating to estimates, assuymptions and valuations

Our valuation of investments and the determinations of the amount of allowances and impairmeats taken an our investments may include methodologics,
cstimations and assumptions which are subject to differing interpretations and, if changed, could materially adversely affect our results of operations or
financial condition.

Fixed maturities, cquity securities and derivatives represent the majority of total cash and invested assets reported at fair value on cur consolidated statements
af financial position, excluding separate accounts. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability it an orderly
transaction between market participants at the measurement dale (an exit price). Fair vafue estimates are made based on available market mnformation and
judgments about the financial instrument at a specific point in time. Considerable judgment is ofien required to develop estimates of fair value, and the use of
different assumptions or valuation methodologies may have a materia) effect on the estimated fair value amounts.

For additional information on our valuation methedology, see ftem 8, "Financial Statements and Supplementary Data, Notes to Consohdated Financial
Staterments, Note 14, Fair Value Measurements.”

During pericds of market disruption including periods of significantly rising or high imerest rates. rapidly widening credit spreads or iliquidity. it may be
difficult to value certain securities, for example collateralized mortgage obligations and collateralized debt obhgations. if rading becomes less frequent and/or
market data becomes less observabte. Thers may be certain asset classes that were in active markets with significant abservable data that become illiquid due to the
current financial environment. In such cases, the valuation process may require more subjectivity and management judgment. As such, valuations may include
inputs and assumptions that are less observable or require greater estimation as well as valuation methods that require greater estimation, which could result in
values that are different from the value at which the investments may be ultimately sold. Further, rapidly changing credit and equity market conditions could
materially impact the valuation of securities as reported within our consolidated financial statements and the period-to-period changes w value could vary
significantly. Decreases in value may have a material adverse effect on our results of operations or financial condition.

The determination of the amount of allowances and impairments varies by investment type and 15 based upon our periodic evaluation and assessment of
known and inherent risks associated with the respective assct class. Such evaluations and assessments require significant judgment and are revised as conditions
change and new information becomes available. Additional impainnents may need to be taken or allowartees pravided for in the future. and the ultimate loss may
exceed management's current estimate of impairment amounts.

Additionally. our management copsiders a wide range of factors about the instrument issuer and uses its best judgment tn evaluating the cause ot the decline m
the estimated fair value of the instrument and in assessing the prospects for recovery. Inherent in management's evaluation of the instrument are assumptions and
estimates about the operations of the issuer and its future earnings potential, For further information regarding our impairment and allowance methodologies. sce
[tem 7. “Management's Discussion and Analysis of Financial Condition and Results of Operations — Investments — U8, [nvestment Operations” under the
captions "Fixed Maturities" and "Mortgage 1.oans” and ltem 7. “Management's Discussion and Analysis of Financial Condition and Results of Operations —
Critical Accounting Policies and Estimates — Yaluation and Impainment of Fixed Income Investments.”

Any impairments of or valuation allowances against our deferred tax assets could adversely affect our results of operations and {inzncial condition.

Deferred tax [iabilities and assets are determined based on the difference between the financial statement and tax bases of assets and labiiities using enacted
tax rates expected 1o be in effect during the years in which the basis differences reverse. We are required to evaluate the recoverability of our deferred tax assets
each quarter and establish a valuation allowance, if necessany. to reduce oor deferred fax assets to an amount that is more—hikely—than-nol to be realizable In
determining the need for a valuation allowance, we consider many factors, including future reversals of existing taxable temporary differcnces. future taxable
income exelusive of reversing temporary differences and carryforwards. taxable income in prior carryback years and fmplementation of any feasible and prudent
tax planning strategies management would employ (o realize the tax benefit.

Inberent in the provision for income taxes are estimates regarding 1be deductibility of certain items, the timing of incomce and expense recegnition and the
current ac futare realization of operating losses, capitat fosses, certain tax credits and future enacted changes in applicable tax rates as well as the tax base In the
event these estimates differ from our prior estimates due to the receipt of new information, we may be required to significanily change the provision for income
taxes recorded in the consolidated financial statements. Any such change could significantly affect the amounts
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reported in the consclidated financial statements in the year these estimates change. A further significant declire in value of assets incorporated into our tax
plannung strategics could lead to an increase of our valuation allowance on deferred tax assets having an adverse effect on ¢urrent and future results.

For additional information, see [tem 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Policies and Estimates — [ncome Taxes.”

We may face losses on our insurance and annuity products if our actual experience differs significantly from our pricing and reserving assumptions.

The prefitability of our msurance and annuity products depends significantly upen the exient to which our actual experience is consistent with the assumptions
used 1n sefting prices for our products and establishing liabilities for future insurance and annuity policy benefits and claims. The premiums we charge and the
liabilities we hotd for future policy benefits are based on assumptions reflecting a number of factors, including the amount of premiums we will receive in the
future, rate of return on assets we purchase with premiums received, expected claims, mortality, morbidity, lapse rates and expenses. However, due to the nature of
the underlying risks and the high degree of uncertainty associated with the determination eof the liabilities for unpaid policy benefits and claims, we cannot
determine precisely the amounts we will ultimately pay to settle these liabilities, the uming of such payments. or whether the assets supporting the liabilities,
together with any future premiums, wiil be sufficient to satisfy the liabilities. As & result, we may experience volatility in the level of our profitability and our
reserves from period te period. To the extent that actual experience is less favorable than our underlving assumptions. we could be required fo increase our
liabilitigs, which may harm our financial strength and reduce our profitability.

For example. if mortality or morbidity rates are higher than our pricing assumptions, we may be required to make greater claims payments on our insurance
policies or pay claims sooner than we had projected. Concentrations of risk, by both geography and industry. may cause mortality or morbidity rates in our group
msuranee or indrvidual disability insurance to be higher than anticipated.

Our results of operations may also be adversely impacted 1f our actual investment earnings differ from our pricing and reserve assumptions. Changes in
economic conditions may lead to changes 1in market wnterest rates or changes in our investment strategies. either of which could cause our actual investment
carnings to difter from our pricing and reserve assumptions

For additional information on our insurance reserves, see [tem 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations —
Critical Accounting Pohcwes and Estimates — Insurance Reserves.”

The pattern of amortizing our DAC asset and other actuarial halances on cur universal life-type insurance contracts, participating life insurance pelicies
and certain investment contracts may change, impacting both the level of our DAC asset and other actuarial balances and the timing of our net income.

Amortizauon of our DAC asset and other actuarial balances depends on the actual and expected profits generated by the lines of business that incurred the
expenses. Lxpected profits are dependent on assumptions regarding a number of factors including investment returns, benefit paymenls, expenses, mortality and
policy lapse. Due to the uncertainty assceiated with establishing these assumptions. we cannot, with precision, detenmine the exact pattern of profit emergence. As
a result. amortization of these balances will vary from period to period. To the extent actual expericnce emerges less favorably than expected or our expectation for
future profits decreases, our DAC asset and other actuarial balances may be adjusted, reducing our profitability in the current period.

For additional information, see I[tem 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations — Cntical Acceunting
Pelicies and Estimates — Deferred Acquisition Costs and Other Actuanal Balances.”

Legal, regulatory and tax ris
Changes in laws or regulations may reduce our profitability.

Our businesses are subjeet 1o comprehensive regulation and supervision throughout the U.S. and in the international markets in which we operate. We are also
impacted by federal legislation and administrative policies in arcas such as securities laws, employee benefit plan regulation, financial services regulations, 1.S.
federal taxation and mternational taxation. Changes in laws ot regulations or the interpretation thereof could significantly increase cur compliance costs and reduce
our profitability. Failure to comply with applicable regulations may expose us to sigmficant penaltics, the suspension or revecation of licenses to conduct business
and reputational damage.

Changes in insurance regulations may reduce our profitability.

Qur insurance subsidiaries are subject to extensive supervision and regulation. In particular, in the .8, the laws of the various states establish insurance
departments with broad powers to supervise and regulate insurance companies. The supervision and regulation relate to numerous aspects of our business and
financial condition, including insurance company laws that apply to PFG and o various transactions between our insurance companies and subsidiaries and other
affiliates. The primary purpose of insurance regulation is to protect pelicyholders. net stockholders or creditors.
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State insurance regulators, federat regulators and the NAIC continually reexamine existing laws and regulations and may impose changes in the future. New
mterpretations of existing laws and the passage of new legislation may harm our ability to sell new pelicies, increase our claims exposure on policies we issued
previously and adversely affect our profitability and tinancial strength.

State insurance guaranty associations have the right to assess msurance companies doing business in their state for funds to help pay the obligations of
insoivent insurance companics to policyholders and claimants. Because the amount and tining of an assessment are beyond our control, the labilities we have
established for these potential assessments may not be adequate. In addition, regulators may change their interpreiation or application of existing laws and
regulations.

The NAIC regularly reviews and updates its statutory reserve and RBC requirements, Changes to these requirements may increase the amount of resetves and
capital our U.S insurance companies are required to hold and may adversely impact Principal life's ability to pay dividends to its parent. See [tem 7.
"Management's Discussion and Analysis of Financial Condition and Results of Operations -— Liquidity and Capital Resources” for a discussion of regulatory
restrictions on Principal Life's ability to pay dividends. ln addition, changes in statutory reserve or RBC requirements may adversely impact our financial strength
ratings. See the risk factor entitled "A downgrade in our financial strength or ¢redit ratings may increasc policy surrenders and withdrawals, reduce new sales.
terminate relationships with distributors, impact existing liabilitics and increase our cost of capital, any of which could adversely affect our profitability and
financial condition” tor a discussion of risks relating to our financial strength ratings.

State regulators have implemented a principles-based reserving ("PBR") approach for individual life insurance, The framework became effective in 2017 and
can be adopted by companies for new business at any time during a permitted three-year transition period. Under the PBR framework, statutory reserves will reflect
a combination of company experience and prescribed assumptions and methodologies. [n addition. effective in 2018 the NAIC revised the valuation interest rates
used to calculate statutory reserves for payout annuity products. The NAIC is also consadering future changes to the statutory reserve requirements for individual
deferred annuities. The ultimate financial inmpact of these changes is uncertain, but they could result in higher reserves, more volatile reserves and uncertain tax
treatment.

We have implemented reinsurance transactions utilizing affiliated reinsurers and highly rated third parties to finance a portion of the reserves for our term life
msurance policies and universal life msurance policies with secondary guarantees. Our ability to enter 1t new reserve financing transactions will continue 1o be
dependent on the cost and forms of financing available in the market and our ability to obtain required regulatory approvals. For addstional information regarding
our use of affiliated rewnsurance transactions, see ltem 8. "Financial Statements and Supplementary Data, Notes to Consohidated Financial Statements, Note |5,
Statutory Insurance Financial Information."

The NAIC is pursuing a variety of reforms 10115 RBC framework. including revisions to the RBC formula in response to the Tax Cuts and Jobs Act ("U S tax
reform™} enacted on Deceruber 22, 2017, Those revisions are effective for 2018 RBC tilings The NAIC is also pursuing the development of a group-wide capital
caleulation. This caleulation is not intended to be a regulatory capital requiremient, but it could be used by regulators in their supervisory process

Our international {nsurance businesses are also subject to comprehensive regutation and supervision from central and/or local governmental authoritics m cach
country in which we operate. New interpretations of existing laws and regulations or the adoption of new [aws and regufations may harm our intermational
businesses. increase the cost of compliance and reduce our profitability in those businesses.

The International Association of Insurance Supervisors ("[A1S") has proposed a common framework tor the supervision of Intemmationally Active Insurance
Groups ("IAIGS"). For systene 1isk management, the Financial Stability Beard is continuing 1o implement group supervisory and capiial requirements for Global
Systemically Important Insurers ("G-S1)5"). We currently are not designated as an JAIG or a G-S11 Il we were 30 designated in the future. we may be subject to
supervision ang capital requirements beyond those applicable to any competitors without those designations. These internanonal frameworks may influence the
regulatory capital requirements in the jurisdictions in which we operate, potentially leading to an increase in our capital requirements.

Changes in federal, state and international securities laws may reduce our proficabiliry.

Our asset management and accumulation and life insurance businesses are subject fo various {evels of regulation under federal. state and nternational
securities faws. For example, insurance and investment products such as variable annuities, variable life insurance. mutual fund products and some tunding
agreements that constitute securities are subject to securities laws and regulations, including state securities regulation as well as federal regulation under the SEC.
FINRA and other regulatory authorities, These laws and regulations are primarily intended to protect investors in the securities matkets or investment advisory or
brokerage clients and generally grant supervisory agencies and self~regulatory organizations broad administrative powers, including the power 10 limit or restrict
the conduct of business for failure to comply with such laws and regulations. In addition. we are subject to local laws and regulations in the glebal jurisdictions in
which we offer ar provide assct management services and products. Changes to these laws or regulations. or the intetpretatiaon thereof. that restrict the conduct of
our busiriess could significantly increase our compliance costs and reduce our profitability.
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Changes in emplovee benefit regulations may reduce our profitability.

We provide products and services to certain employee benefit plans that are subject to ERISA or the Internal Revenue Code of 1986, as amended. The U.S.
Congress has, from time to time, considered legislation relating to changes in ERISA to permit application of state law remedies, such as consequential and
punitive damages. in lawsuits for wrongful denial of benetits. which, if adopted, could increase our hiability tor damages o future litigation. [n addition, reductions
m contribution levels to defined contnibution plans may decrease our profitability.

On June 9. 2017, certan provisions of the DOL fiduciary rule became applicable. The regulation broadened the definition of a fiduciary under ERISA to
mclude persons providing personalized investment recommendations (o an employee benefit plan or an IRA for a fee or other compensation. The DOL also
released two new prohibited transaction ¢lass exemptions and amendments to current prohibited transaction exemptions. The DOL set July 1, 2019, as the final
applicability date for the remaming provisiens of the fiduciary rule, such as the Best [nterest Contract Exemption.

On March 13, 2018, the U.8. Court of Appeals for the Fifth Circuit in U.S. Chamber of Commerce v DOL released an opinwen invalidating the recent changes
te the DOL fiduciary rule and related prohibited transaction exemptions in their entirety. AARP and three states then filed motions to intervene m the case and seek
a rchearing, but the Fifth Circutt denied those motions. The DOL did not appeal the Fifth Circuit's decision and issued a Field Assistance Bulletin with a
nonenforcement policy on prolubited transactions related te fiduciary investment advice. On June 21, 2018. the Fifth Circuit entered a mandate to officially vacate
the fiduciary rule and related prohibited transactions, and we believe this mandate resulted in the law governing {iduciary investment advice returning 1o that in
existence prior to June 9, 2017,

On May 9, 2418, the SEC issued three proposals. First, the SEC proposed Regulation Best Interest. which is designed to make it clear that a broker-dealer may
not put its financial interest ahead of the interests of a retail customer in making recommendations. Second, the SEC preposed an interpretation to reaffirm and, in
some cases, clarifv the SEC's view of the fiduciary duty that investment advisers owe to their clients. Third, the SEC proposed a new standardized short-form
disclosure that all broker-dealers and investment advisers would be required to provide to ¢lients to describe the key points of the client relationship. The comment
period on the proposals has closed. and the industry is awaiting turther SEC action.

Despite the fluid envirenment, our assessment of the impact to our husiness and future financial results indicates any costs of adjusting to the new guidance
would not be expected to have a sigaificant effect on our financial condition or results of operation.

In additien, uncertainty relating to the tuning and {inal content of the SEC proposals may drive increased state legislative and regulatory activity. In 2018,
New Jersey's Bureau of Securities issued a Fiduciary Duty Netice of Pre-Propesal. the NAIC continued working to strengthen its existing annuity suitability model,
and the New York Department of Financial Services promulgated "best interest” amendments {o its existing annuity suitability regulation and expanded the scope
to sales of life insurance. Related state fiduciary or "best interest” legislation and/or regulation is expected in additional states in 2019,

Financial services regulatory reform may reduce our profitability, impact how we do business or limit aur ability to engage in cerfain capital
expenditures.

On July 21, 2010, the Dodd-Frank Act becanie law. The Act makes extensive changes 1o the laws regulating financial services firms and requires various
federal agencies to adopt a broad range of new implementation rules and regulations, including those surrounding the use of derivatives. Some aspects of Dodd-
Frank continue to be implemented, and there are some etforts te eliminate or adjust certain elements ot the law. Uncertainty remains regarding the continued
unplementation of and potential adjustments to Dodd-Frank, and it is uncertain whether changes to Dodd-Frank will result in a material effect on cur business
pperations.

Changes in cybersecurity or privacy regulations may reduce our profitabiliry.

We are subject to numerous federal, state, and international regulations regarding the privacy and security of personal information. These laws vary widely by
jurisdiction. Recent regulations with a significant impact on our operations include the European Union ("EU") GDPR and the New York Department of Financial
Services Part 500 cybersecunity requirements for financial services companies. GDPR became cffective in May 2018 for EU data subjects. GDPR includes
numerous protections for individuals in the EU, including but not limited to notification requirements for data breaches. the right to access personal data, and the
right Lo be forgotten. Other countries have enacted, or are considering cnacting, legislation that is similar in scope to GDPR We arc continuing 1o evaluate the
impact of the California Consumer Privacy Act, which is scheduled to go into eftect on January 1, 2020. The New York Department of Financial Services Part 500
cvbersecurity requirements, which became effective in March 2017, focus on minimum standards for cybersecurity programs. Similar standards are set forth in the
NAIC's Insurance Data Security Model Law It is anticipated that additional federal, state and intcrnational regulations will continue to be enacted in the future.
Changes in existing cybersecurily and privacy regulations or the enactment of new regulations may increase our compliance costs and reduce our profitability. In
addution, failure to comply with these regulations may lead to reputational damage. fines, and increased regulatory serutiny.
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Changes in tax laws could increase our rax costs and reduce sales of our insurance, annuity and investment products.

Many of the insurance, annuity, and investment products we issue receive favorable tax treatment under current U.S. federal income tax faws. Changes in U S,
federal income tax {aws could reduce or eliminate the tax advantages of certain of our products, thus making these products tess atiractive o our customers. This
may lead to a reduction in sales and deposits. which may adversely impact our profitability.

In addition, we benefit from certain tax items, including but not limited to. dividends reccived deductions. tax credits (such as foreign tax credits}), tax-exempt
bond interest and insurance reserve deductions. From time to time, the U.S. Congress, as well as foreign, state and local governments, consider legislative changes
that could reduce or eliminate the benefits associated with these and other tax items, some of which were impacted by the U S. tax reform The Organisation for
Economic Co-operation and Development has released proposed policics arcund Base Erosion and Profit Shifting that more countries are enacting, Our
profitability could be negatively impacted as such legislation is adopted by participating countries. We continue to evalnale the impact potential tax reform
proposals may have on our future results of operations and financial condition.

For a discussion of the impact of recently adopted tax legislation. sce ltem § "Financial Statements and Supplementary Data, Notes to Consolidaled Financial
Statements, Note 10, Income Taxes."

We may not be able to protect eur intellectusl property and may be subject to infringement claims.

We rely on a combination of contractual rights and copyright, trademark, patent and Irade secret laws to establish and protect our intellectual property
Although we use a broad range of measures to protect our intellectual property rights, third parties may infringe or misappropriate our intellectual property. We
may have to litigate to enforce and protect our copyrights, trademarks, patents. trade secrets and kriow-how or to determine their seope. validity or enforceability.
which represents a diversion of resources that may be significant in amount and may not prove successful The loss of intellectual property protection or the
inability to secure or enforce the protection of our intellectual property assets could have a matenal adverse etfect on our business and our ability 10 compete,

We atso may be subyject to costly litigation in the event another party alleges our operations or activities infringe upon such other party's intellectual property
nghts, Third parties may have, or may eventually be issued, patents or other protections that could be infringed by our products, methods. processes or services or
could otherwise limit our ability to offer certain product features. Any party that holds such a patent coutd make a claim of infringement against us We may also be
subject to claims by third parties for breach of copyright. trademark, license usage rights, or misappropriation of trade secret rights. Any such claims and any
resulting Litigation could result in significant liability for damages. [f we were found to have infringed or misappropriated a third party patent or other intellectual
property rights, we couvld incur substantial liability, and in some ciscumstances could be enjoined from providing certain products or services o our customers or
utilizing and benefiting from certain methods, processes, copyrights, trademarks, trade secrets or licenses. or alternatively could be required to enter into costly
licensing arrangements with third parties, all of which could have a material adverse effect on our business, results of operations and financial condition.

Qur ability to pay stockholder dividends and nieet cur obligations may be constrained by the limitations on dividends lowa insurance laws impose on
Pringipal Life.

We are an insurance holding company whose assets include all of the outstanding shares of the common stock of Principal Life and other subsidiaries Our
ability to pay dividends to our stockholders and meet our obligations, including paying operating expenscs and any debt service. depends upon the receipt of
dividends from Principal Life. lowa insurance laws impose limutations on the ability of Principal Life to pay dividends to its parent. Any inability of Principal Life
to pay dividends in the tuture may cause us 10 be unable v pay dividends to owr stockholders and meet qur other obligations See Item 7. "Management's
Discussion and Analysis of Financial Condition and Results of Operations — Liguidity and Capital Resources” for a discussion of regulatory restrictions on
Principal Life's ability 1o pay dividends.

Changes in accounting standards may adversely affect our reported results of operations and financial condition.

Our consolidated financial statements are prepared in conformuty with U.S. generally accepted accounting principles ("U.S. GAAP"). From time 10 tme. we
are required to adopt new or revised accounting standards jssued by the Financial Accounting Standards Board ("FASB"). The required adoption of future
accounting standards may adversely affect our reported results of operations and financial condition. For a discussion of the impact of accounting pronouncements
issued but not yet implemented, see ltem 8. "Fumancial Statements and Supplementary Data. Notes to Consolidated Financial Statements, Note 1. Nature of
Operations and Significant Accounting Policies”. [n August 2018, the FASB issued final guidance on targeted imprevements to the accounting for leng-duration
insurance contracts. The guidance will become effective for us on January 1. 2021, We are stiil evaluating the impact this guidance will have on our conselidated
financial statements. but it could negatively impact our reported profitability and financial ratios. In addition, the requircd adoption of new accounting standards
may result in significant incremental costs associated with initial implementation and engoing compliance.
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Litigation and regulatory investigations may affect our financial strength or reduce our profitability.

We are regularly involved in litigation, both as a defendant and as a plaintiff, but primarily as a defendant. Litigation namung us as a defendant ordinarily
arises out of our business operations as a previder of asset management and accumulation products and services: individuat life insurance and specialty benefits
insurance; and our investment activities. We are. from time to time, also involved in various governmental. regulatory and administrative proceedings and inquiries.

Legal liability or adverse publicity with respect to current or future legal or regulatory actions, whether or not involving us. may affect our financial strength or
reduce our profitability. For further discussion on litigation and regulatery investigation risk, see [tem 8§ "Financial Statements and Supplementary Data, Notes to
Consolidated Financial Statements, Note {2, Contingencies, Guarantees and Indemnifications” under the caption, “Litigation and Regulatory Contingencies” and
item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 10, Income Taxes" under the caption "Other Tax
Information.”

From time to time we may become subject to tax audits, tax litigation or similar proceedings, and as a result we may owe additional taxes, interest and
penalties in amounts that may be material.

We are subject to income taxes in the United States as well as many other jurisdictions. In determining our provisions for mcome taxes and our accounting for
tax-related matters i general, we are required to exercise judgment. We regularly make estimates where the ultimate tax determination is uncertain. The final
detenmination of any tax audit, appeal of the decision of a taxing authority, 1ax litigation or similar proceedings may be materially different from that reflected in
our historical financial statements. The assessment of additional taxes, interest and penalties could be materially adverse to our current and future results of
operations and financial condition

Applicable laws and our certificate of incorporation and by-laws may discourage takeovers and business combinations that some stockholders might
cansider in their best interests.

State laws and our certificate of incorporation and by-laws may delay, defer, prevem. or render more difficult a takeover attempt that some stockholders might
consider 1n their best interests. For instance, they may prevent our stockholders from receiving the benefit from any premium to the market price of our common
stock effered by a bidder in a takeover context. Even in the absence of a takeover atternpt, the existence of these provisions may adversely affect the prevailing
market price of our common stock 1f they are viewed as discouraging takeover attempts in the future.

State laws and our certificate of incorporation and by-laws may also make it difficult for stockholders to replace or remove cur management. These provisions
may tacilitale management entrenchiment, which may delay, defer or prevent a change in our control, wltich may not be in the best interests of our stockholders.

The following previsions. included in our certificate of incorporation and by-laws, may also have anti-takeover effects and may delay. defer or prevent a
takeover attemipt that some stockholders might consider in their best interests. In particular, our certificate of incorporation and by-laws:

permit our Board of Directors to 1ssuc enc or mere series of preferred stock;

* divide our Board of Direclors into three classes.

' limit the ability of stockholders te remove directors:

' prohibit stockholders from filling vacancies on our Board of Directots.

. prohibit stockholders from calling special meetings of stockholders:

' impose advance notice requirements for stockholder proposals and nominations of directors to be considered at stockholder meetings and

. require the approval of al least 75% of the voting power of our outstanding common steck for the amendment of our by-laws and provisiens of our

certificate of incorporation governing:

* the classified board,

. the director's discretion in determining what he or she reasonably believes to be in the best interests of PFG,
° the Labitity of directors,

* the removal of directors by sharehelders,

: the prohibition on steckholder actions by written consent and

. the supermajority voting requirements

In addition, Section 203 of the General Corporation Law of the State of Delaware may limit the ability of an "interested stockholder” to engage in business
cembinations with us An intercsted stockholder is defined to include persons owning 15% or more of our outstanding voting stock
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Risks relating to our business

Competition, including from companies that may have greater financial resources, broader arrays of products, higher ratings and stronger financial
performance, may impair our ability to retain existing customers, attract new customers and maintain our profitability.

We believe our ability to compete is bascd on a number of factors inctuding scale. service. product features, price. investment performance, commission
structure. distribution capacity. financial strength ratings and name recognition. We compete with a Jarge number of {inancial scrvices companies such as banks.
mutual funds, broker-dealers, insurers and asset managers, many of which have advantages over us in one or more of the above competitive faclors

Each of cur segments faces strong competition:

‘ The primary competitors for our Retirement and Income Solutions and Principal Global Investors segments are asset managers. banks, broker-
dealers and insurers. Our ability to increase and retain AUM is directly related to the performance of our investments as measured against market
averages and the performance of our competitors. Even when securities prices are generally rising. performance can be affected by investment
styles.

‘ Competition for owr Principal International segment comes primarily from local financial services firms and other international companies operating
on a stand-alone basis of tn parthership with local firms,

Qur U.S. Insurance Solutions segment competes with other insurance companies.

In the event competitors charge lower premiums or fees for substantially similar products, we may face pressure to lower our prices in order to attract and
retain customers and distributors. Reductions in the premiums and fees we charge may adversely affect our revenues and profitability.

Techuological and societal changes may disvupt our business model and impair our ability to retain existing customers, attract new customers and
maintain our profitability.

Technolagical advances. innovation n the financial services industry and societal changes may impact our business model and cempetitive position These
changes may lead to significant changes in the marketing, distribution. underwriting and pricing of financial services products In addition, technological and
societal changes may lead to changes in cuslomers' preferences as to how they want to interact with us and the types of products they want to buy, We may need to
change our distribution channels, our customer scrvice model or cur product offerings to accommodate evolving customer preferences. Implementing these changes
may reguire significant expenditures. To the extent our competitors are more successfl than us at adaptmg 1o technological changes and evolving customer
preferences. our competitive position and profitability may be adversely impacted

Advances in medical technelogy may also adversely impact our profitability. Increases in the availability and accuracy of genetic testing may increase our
exposure to anti-selection risk. In addition. medical advances may lead to increased longevity As a result, we may be required to pay annuity benefits over a longer
peried of time than we had projected, thereby reducing the profitability of our annuity products.

Damage to our reputation may adversely affect our revenues and profitabilicy.

Our continued success is dependent upon: our ability to carn and maintain the trust and confidence of customers, distributors. employees and other
stakeholders. Damage to our reputation may arise from a variety of sources including. but not limited to. litigation or regulatory actions. compliance failures.
emplovee misconduet, cybersecurity incidents, unfavorable press coverage, and unfavorable comments on social media. Adverse developments within our industry
may also, by association, negatively impact our reputation or result in greater regulatory or legislative serutiny. Any damage to our reputation could adversely
affect our ability to attract and retain customers, distrzbutors and empioyees, potentially leading to a reduction in our revenues and profitability.

A downgrade in our financial strength or credit ratings may increase policy surrenders and withdrawals, reduce new sales, terminate relationships with
distributors, impzct existing liabilities and increase our cost of capital, any of which could adversely affect our profitability and financial condition.

A.M. Best, Fitch, Moody’s and S&P publish financial strength ratings an U.S. life insurance companics as well as some of our international insurance
compantes. These ratings indicate the applicable rating agency's opinion regarding an insurance company's ability to meet contractholder and policyholder
obligations, These rating agencies also assign credit ratings on non-life insurance entities, such as PFG and Principal Financial Services, Inc. {"PFS"). Credit ratings
indicate the applicable rating agency's opinion regarding a debt issuct’s ability to meet the terms of debt obligations in 2 timely manner and are important factors 1n
averall tunding profile and ability to access external capitai.
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Ratings are important factors tn establishing the competitive position of insurance compames and maintaining public cenfidence in products being offered.
Our ratings could be downgraded at any time without advance notice by any rating agency. A ratings downgrade, or the potential for such a downgrade, could,
among other things:

. materially increase the number of surrenders for all or a portion of the net cash values by the owners of policies and contracts we have issued, and
materially increase the pumber of withdrawats by policyhelders of cash values from therr policies,

. result in the termination of our relationships with broker-dealers, banks, agents, wholesalers and other distributors of our products and services;

‘ reduce new sales. particularly with respect to pension risk transfer products and general account GICs and funding agreements purchased by pension
plans and other mstitutions;

: cause some of our existing liabilities to be subject to acceleration, additional collateral support, changes n terms, or creation of additional financial
obligations and

: increase our cost of capital and limit our access to the capital markets.
Any of these consequences could adversely affect cur profitability and financial conditien.

Client terminations or withdrawals or changes in investor preferences may lead to a reduction in revenues for our asset management and accumulation
businesses.

Revenues from our asset management and accumulation products are primarily fee-based. Our asset-based fees are typically calculated as a percentage of the
market value of assets under management. Our asset management and accumulation clients may clect 1o terminate their retationship with us or withdraw funds,
generally on short netice. Client terminations and withdrawals may be driven by a variely of factors, including economic conditions. investment performance,
investor preferences or changes in our repulation in the marketplace. Significant terminations or withdrawals may reduce our AUM, thus adversely affecting our
revenues and profitability.

In addition, fee levels can vary significantly among different types of investments. We generally earn higher fees on liquid alternatives and equity investments
vs fixed incomne investments and on actively managed investments vs. indexed or passive investment strategies. Therefore, our fee revenue is impacted by both the
value and the composition of our AUM. [nvester preferences with respect to asset classes and invesiment strategies may shift over time due to market conditions,
tax law changes. regulatory changes and various other factors. Changes in the composition of eur assets under management may adversely affect our revenues and
profitabiiity.

Guarantees within certain of our products that protect policyholders may decrease our net income or increase the volatility of our results of operations or
financial position under U.S. GAAP if our hedging er risk management strategies prove ineffective or insufficient,

Certain of our variable annuity products include guaranteed minimum death benefits and/or guaranteed minimum withdrawal benefits. Periods of significant
and sustamed downtumns in equity markets, increased equity valatility or reduced interest rates could result in an increase in the valuation of the future policy
benefit or contractholder fund hiabilities associated with such products, resulting in a reduction to net income. We use derivative instruments to attempt to mitigate
changes in the liability exposure related to interest rate, equity market and volatility movements, and the volatility of net income associated with these liabitities.
However, we remain liable for the guaranteed benefits in the event that derivative counterparties are unable or unwilling to pay The lability exposure and
volatility of net income may also be influenced by changes in market credit spreads reflecting cur own creditworthiness. for which we do not attempt to hedge In
addition, we are subject to the risk that hedging and other management procedures prove ineffective or that unanticipated policyholder behavior or mortality,
combined with adverse market cvents, produces economic losses beyend the scope of the risk management techniques employed. These, individually or
coliectively, may have a material adverse effect on cur net income. financial condition or liquidity. We are also subject to the risk that the cost of hedging these
guaranteed minimum benefits increases as implied volatilities increase and/or interest rates decrease, resulting in a reduction to net incoine.

ITf we are unable to attract and retain qualified employees and sales representatives and develop new distribution sources, our results of operations,
financial condition and sales of our products may be adversely impacted.

Our continued success is largely dependent on our ability to attract and retain qualified employees. We face intense competition in attracting and retaining key
emplovees, including investment. marketing, finance, information technology. legal, compliance and other professionals. If we are unable to attract and retain
qualified employees, our results of operations and tinanciat condition may be adversely unpacted.

We distribute our asset accumulation, asset management and life and specialty benefit insurance products and services through a variety of distribution
channels, including our ewn internal sales representatives, idependent brokers, banks, broker-dealers and other third-party marketing organizations. We must
attract and retain sales representatives 1o sell our products. Strong competition exists ameng financial services companies for efficient sales representatives. We
compete with other financial services companies for sales representatives pnmarily on the basis of cur financial position,
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support services and compensation and product features. If we are unable to attract and retain sufficient sales representatives to sell our products, our ability to
compete and revenues from new sales would suffer.

QOur ability to increase and retain AUM 1s directly related to the performance of our investments as measured against market averages and the performance of
our competitors. If we are unable to attract and retain qualified pertfelio managers, we may face reduced sales and incrcased cash outflows in our asset
accumulation and asset management businesses.

An interruption in telecommunication, information technology, or other systems, or a failure to maintain the confidentiality, integrity, or availability of
data residing on such systems, could disrupt our business, damage our reputation and adversely impact our profitability.

We rely on telecommunication. information technology, and other systems 1o conduct business, including customer service. marketing and sales activities,
customer relationship management and producing financial statements. In addition, we store and process confidential and proprictary business information on both
company owned and third party managed systems.

Financial services companies have increasingly become targets of cyberattacks resulting in unauthorized access to cenfidential information, theft of funds
from online accounts, distuptiot or degradation of service or other damage. These attacks may take a variety of forms, including web application attacks. denial of’
service attacks, ranspmware and other viruses or malware and social engineering, including phishing. While we have policies, procedures, security controls and
monitoring, automation and backup plans designed te prevent. or limit the effect of failure, the sophistication of cybercriminals may stil result in disruptions or
breaches beyond our control. The failure of our telecommunication, information technology, or other systems, for any reason. could disrupt our operations, result in
the loss of customer business and adversely impact our profitabitity.

Any compromise of the security of our systems that results in the disclosure of personally identifiable customer or employee information could damage our
reputation. deter custemers from purchasing our products and services, exposc us to litigation, increase regulatory scruliny and require us to mcur significant
technical, legal and other expenses. In addition. personally identifiable information abeut our customers. aleng with potential log-in credentials, are increasingly
available 1o hackers due to data breaches at other companies and inadvertent disclosure by customers. such as through phishing. Cybercriminals may use this
information to attempt to gain unauthorized access to our customers' accounts, which could have a material adverse tmpact on our reputatton, results of operations.
and financial condition.

Our international businesses face political, legal, operational and other risks that could reduce our profitability in those businesses.

Our international businesses face political, legal, operational and other risks that we do not face in cur operations in the US We face the nisk of
discriminatory regulation, nationalization or expropriation of assets, price controls and exchange contrels or other restrictions that prevent us from transferring
funds from these operations out of the lecations in which they operate or converting jocal currencies we hold into U.S dollars or other currencics. Some of our
international businesses are. and are likely to continue to be, m emerging or potentially volatile markets. In addition. we rely on local staff, including local sales
forces. in those locations where there is a risk we inay eacounter labor problems with local stafl, especially in locations where workers' associations and trade
unions are strong

We face risks arising from our participation in joint ventures.

We participate in joint ventures, primarily in our international businesses and real estate investment operations. In these joint ventures, we lack complete
management and operational control over the operations, and our joint venture partners may have objectives that are not fully aligned with our interests ‘These
factors may limit our ability to take action to protect or increase the value of our investment in the joint venture.

We may need to fund deficiencies in our Closed Block assets.

In connection with its conversion in 1998 into a stock life insurance company. Principal Life established an accounting mechamsm, known as a "Closed
Block"” for the benefit of participating ordinary life insurance policies that had a dividend scale in force on July 1. 1998 We allocated assets to the Closed Block as
of July 1, 1998, in an amount such that we expected their cash flows, together with anticipated revenues from the policies in the Closed Block. to be sufficient to
support the Closed Block business, including payment of claims, certain direct expenses. charges and taxes and to provide for the continuation of aggregate
dividend scales in accordance with the 1997 policy dividend scales if the experience underlying such scaies continued. and to allew for appropriate adjustments in
such scales if the experience changed We will continue to pay guaranteed benefits under the policies included in the Closed Biock. in accordance with their terms.
The Closed Block assets, cash flows generated by the Closed Block assets and anticipated revenues from polictes included n the Closed Block may not be
sufficient to provide for the benefits guaranteed under these policies. If they are not sufficient, we must fund the shortfall. Even if they are sufficient. we may
choose for business reasons to suppert dividend pavments on policies in the Closed Block with our general account {unds.
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The Closed Block assets, cash flows generated by the Closed Block assets and anticipated revenues from policies in the Closed Block will benefit only the
holders of those policies. In addition, te the extent these amounts are greater than the amounts estimated at the time we funded the Clesed Block, dividends payable
n respect of the policies included in the Closed Block may be greater than they would have been in the absence of a Closed Block. Any excess net income will be
available for distribution over time to Closed Block policyholders but will not be available 10 our stockholders. See ltem 8. "Financial Statements and
Supplementary Data, Notes to Consolidated Financial Statements, Note 6, Closed Block" for further details.

A pandemic, terrorist attack, military action or other catastrophic event could adversely affect our net income.

The occurrence of pandemic disease, man-made disasters such as terrorist attacks and military actiens, and natural disasters could adversely affect our
operations, net income or tinancial condition For example, cur morality and morbudity experience could be adversely impacted by a catastrophic event. [n
addition, a severe catastrophic event may cause significant volatility in global financial markets, disruptions to commerce and reduced economic activity. The
resulting macroeconomic conditions could adversely affect our cash flews, as well as the value and liquidity of our invested assets. We may also experience
operational disruptions if our employees are unable or unwilling to come to work due to a pandemic or other catastrophe.

Our reinsurers could default on their obligations or incvease their rates, which could adversely impact our net income and financial condition .

We cede hife, disability, medical and long-lerm carc mnsurance to other insurance companies through reinsurance. See ltem 8. "Financial Statements and
Supplementary Data, Notes to Consolidated Financial Statements, Note 1, Nature of Operations and Significant Accounting Policies.” The collectability of
reinsurance recoverables 1s largely dependent on the solvency of the individual insurers. We remain liable te the policyholder, even if the reinsurer defaults on its
obligations with respect 10 the ceded business. In addition, a reinsurer's insolvency may cause us Lo lose our reserve credits on the ceded business. in which case we
would be required to establish additional reserves.

The premium rates we charge are based, in part, on the assumption that reinsurance will be available at a certan cost. Most of our reinsurance contracts
contain provisions that limit the reinsurer's ability to increase rates on in-force business: however, some do not. If a reinsurer raises the rates it charges on a block of
in-force business. our profitability may be negatively impacted if we are not able to pass the increased costs on to the customer. If reinsurers raise the rates they
charge on new business, we may be forced to raise the premiums we charge, which ceuld have a negative impact on our competitive position.

We face risks arising from acquisitions of businesses.

We have acquired businesses in the past and expect to continue to do so m the future We face a number of risks arising from acquisition transactions,
mcluding difficulties in integrating the acquired business inlo our operations, difficulties in assimilating and retaining employees and intermediaries, difficulties in
retaining the existing customers of the acquired entity, unforeseen liabilities that arise in connection with the acquired business, unfavorable market conditions that
could negatively impact our growth expectations for the scquired business and sustained declines in the equity market that could reduce the AUM and fee revenues
for certain acquired businesses. These risks may prevent us frem realizing the expected benefits from acquisitions and could result in the impairment of goodwill
and/or intangible assets recognized at the time of acquisition.

For additional information on our goodwill and other intangible assets, see [tem 7. "Management's Discussion and Analysis of Financial Condition and Results
of Operations — Critical Accounting Policies and Estimates — Goodwill and Other [ntangible Assets.”

Loss of key vendor relationships or failure of a vendor to protect information of our customers or employees could adversely affect our business or result
in losses,

We rely on services and products provided by many vendors in the United States and abroad. These include, for example, vendors of computer hardware and
sottware and vendors of services. In the event that one or more of our vendors suffers a bankruptey or othenwise becomes unable to continue to provide products or
services or fals to protect personal information of our customers or employees, we may suffer operational impairments, reputational damage and financial losses.

Our enterprise risk management framework may not be fully effective in identifying or mitigating all of the risks to which we are exposed.

We utilize an integrated risk management framework, which is designed to manage material risks within established risk appetites and risk tolerances,
Nonetheless, our policies and procedures may not be fully effective in identifying or mitigating every risk to which we are exposed. Many of our methods for
managing and mitigating risk rely on models and assumptions that are based. in part, on observed historical data. As a result, these methods may not accurately
predict future exposures, which may be significantly greater than our historical measures indicate. We may be exposed to
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unanticipated risks as a result of changes in market conditions, new products or new business strategies, catastrophes or other unforeseen circumstances. |f our risk
management framework proves ineftective, we may suffer unexpected losses, which may adversely affect our results ot operations and financial condition.

Our financial results may be adversely impacted by global climate changes.

Atmospheric concentrations of carbon dioxide and other greenhouse gases have ncreased dramatically since the industrial revolution, resuliing in a gradual
increase in global average temperatures and an increase in the frequency and severity of natural disasters. These trends are expected to continue in the fulure and
have the potential lo impact nearly all sectors of the cconomy to varyving degrees We cannot predict the long-tertn impacts of climate change. but we will continuc
to menitor new develepments in the future.

Patential impacts may include the following

* Changes in temperatures and air quality may adversely impact our mortality and morbidity rates. For example, increases in the level of pollution and
airborne allergens may cause an increase in upper respiratory and cardiovascular diseases, leading to increased claims in our insurance businesses.
However, the nisk of ingreased mortality on our life msurance business may be partly offset by our payout annuity business. where an increase in
mortality results in a decrease in benefit payments.

* Climate change may impact assct prices, as well as general economic conditions. For example. nising sea levels may lead to decrcases in real cstate
values in coastal areas. Additionally, government policies to slow climate change (e.g.. selling limits on carbon emissions) may have an adverse
impact on sectors such as unlities. transportation and mannfacturing Changes in asset prices may impact the value of our fixed income. real estate
and commercial mortgage investments. We manage our investment risks by maintaining a well-diversified portfolio, both geegraphically and by
sector. We also monitor our mvestments on an ongoing basis, allowing us to adjust our exposure to sectors and/or geographical areas that face
severe risks due to climate change.

. A natural disaster that affects one of our office locations could disrupt our operations and pose a threat 1o the safety of our emplovees. However, we
have extensive Business Continuity and Disaster Recovery planning programs in place to help mitigate this risk

Item 1B. Unresolved Staff Comments
None.
Item 2. Propertics

As of December 31, 2018, we owned 29 properties in our home office complex in Des Moines. lowa, and in various other locations. Of these 29 propertics, 13
arc office buildings, 1 is a warehouse facility. {2 are parking lots and ramps, 1 is a park/green space, 1 is 2 childeare center and 1 18 a power generation plant. Of
the officc and warchouse space, we occupy approximately 93 0% of the 2.7 millien square feet of space in these buildings. The balance of the space in these
buildings is rented to commercial tenants or is occupied by the property management company servicing these properties, We lease office space for various offices
located througheut the U1 S. and internationally We believe that our owned and leased properties are suitable and adequate for our current business operations

Item 3. Legal Proceedings

Disclosure concerning legal proceedings can be found in ltem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements.
Note 12, Contingencies, Guarantees and Indemnifications” under the caption, "Litigation and Regulatory Contingencies” and ltem 8. "Financial Statements and
Supplementary Data, Notes te Consolidated Financial Statements, Note 10, [ncome Taxes" under the caption. "Other Tax Information,” which are incorporated
here by this reference.

Executive Officers of the Registrant
The following informatien is furnished with respect to our executive officers, each of whom is elected by and serves at the pleasure of the Board of Directors.

Timothy M. Dunbar, 61, has been President of Global Asset Management of the Company and Principal Life since September 2018 and Exccutive Vice
President of the Company and Principal Life and Chief Invesunent Officer of the Company since January 2014, Prior to that date, he served as Semor Vice
President of the Company and Principal Life since 2011, and Chief Investment Officer of the Company and Principal Life since January 2013, Prior to that date,
Mr. Dunbar was in charpe of Strategy and Finance for the Company and Principal Life in 2011 and 2012, oversceing the business management and strategic
direction of the capital markets, corporate strategy and corporale treasury areas. Mr. Dunbar previously served as the executive director and head of equities for
Pnincipal Global Investors from 2004 until 2011
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Nora M. Everen, 59, has been President, Reurement and [nceme Solutions of the Company and Principal Life since March 2015 Prior to her current
position, she served as President and Chief Executive Officer of Principal [unds since 2008 and Senior Vice President and Deputy General Counsel of the
Company and Principal Life since 2004.

Amy C. Friedricl, 47, has been President of U S Insurance Sclutions since May 2017, Prior to that time, she was Senior Vice President of the Specialty
Benefits insurance division of U.S. nsurance Selutions singe 2015, and Vice President of Specialty Benefits since 2008

Pairick G. Halter, 59, has been Chief Executive Officer for Principal (Global Investors, the multi-boutique investment management firm within our Global
Asset Management business, since September 2018. Prior to that time, he served as Chief Operating Officer of Principal Global Investors, since 2016 and was
Chief Executive Officer for Principal Real Estate Investors, the dedicated real estate unit of Principal Global Investors, since 2003,

Daniel J. Houston, 57 , has been a director of the Company and Principal Life and President and Chief Executive Officer of the Company and Principal Luife
smee August 2015 Prior to that date, he held the same positions except was Chief Operating Officer (and not Chief Executive Officer) since November 2014
Previously. he served as President, Retirement, [nsurance and Financial Services of the Company and Principal Life since 2010. He was President, Retirement and
[ncome Solutions of the Company and Principal Life from 2008 until 2010, and was Executive Vice President, Retirement and Income Solutions of the Company
and Principal Life from 2006 to 2008,

Julia M. Lawler, 59, has been Executive Vice President of the Cempany and Principal Life since September 2018 and continues to serve as Chief Risk
Officer. She was Senior Vice President and Chief Risk Officer of the Company and Principal Life since January 2018, Prior to that time, she served as Senior
Executive Dhrector Multi-Asset Allocation since 2015, was Chief Investment Officer of Retirement and Income Selutions since 2014, and previously served as
Sentor Vice President and Chief Investment Officer of the Company and Principal Lafe since 2002,

Gary P. Scholten, 61, has been Chief Digital Officer since May 2017 and Executive Vice President and Chicf Information Officer of the Company and
Principal Life since February 2014 Prior to that date, he was Senjor Vice President and Chief Information Officer of the Company and Principal Life since 2002,

Karen E. Shaff . 64, has been Executive Vice President and General Counsel of the Company and Principal Life since 2004 and, in addition, Secretary of the
Company and Principal Life since January 2014, Prior to that time. she was Senier Vice President and General Counsel of the Company since 2001, and Senior
Vice President and General Counsel of Principal Life since 2000,

Deanna D. Strable-Soethout, 50, has been Ixecutive Vice President and Chief Financial Officer of the Company and Principal Life since February 2017.
Prior to that date, she was Executive Vice President of the Company and Principal Life since September 2016 and President. U S Insurance Solutions of the
Company and Principal Life since March 2015, Prior to that, she served as Sentor Vice President of the Company and Principal Life since 2006.

Luis Vaides, 61, has been the head of the Principal International segment of our operations since 2012, has been President, Principal [nternational of the
Company and Principal Life since 2011, Prior to his current position, he was Senior Vice President and President — PFG Latin America of the Company and
Principal [ife since 2010 and was Vice President — Principal International of Principal Lite from 2000 until 2080,

PART 11
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

Our common stock began trading on the New York Stock Exchange under the symbol "PFG" on October 23, 2001, Prior to such date, there was no established
public trading market for our commen stock. Effective December 15, 2017, we changed our listing to the Nasdaq Global Select Market and continue trading under
the symbel "PFG". On January 30, 2019, there were 260,337 stockholders of record of our common stock.

The following table presents the dividends declared per share for our common stock for the periods indicated.

Dividends
declared
ToTA —_—
First quarter s .51
- (eemid s ] s 052
Third quarter $ 0.53
E - |inath apge H 054
2017
- g auiicty = $ 045
Segond quarter $ 044
xihicdfquarten g 0.47
Fouith guarter g 049
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Future dividend decisions will be based on and affected by a number of factors, including our results and financial requirements and the impact of regulatory
restrictions. See Item 7. “Management's Discussion and Analysis ot Financial Cendition and Results of Operations — Liquidity and Capital Resources” for a
discussion of regulatory restrictions on Principal Life's ability to pay dividends.

The following table presents the amount of our share purchase activity for the periods indicated:

Total aumhber

alshares Maximum dollar
purchased as value of shares that
Tatal nember Average part of publicly may yet he purchased
of shaces price paid announced uader the progeams
Period purchased (1) per share prograns {in milligns) (2
Jenuary 1, 2018 - January 31, 2018 3,429 § 71,13 — 8 275.0
Tebruary |, 2018 - February 28, 2018 1,654,780 % 6323 1422219 % 1851
March |, 2018 - March 31, 2018 1,545206 3§ 6t.14 1,450,623 $ 95.4
Apnil 1. 2018 - April 30, 2018 1,597,978 § §0.30 1,597,968 § -
May |, 2018 - May 31,2018 693,730 § 58.27 685,800 § 260.1
June |, 2018 - June 30, 2018 1,0664946 § 56,30 1,066,653 § 200.0
July 1, 2018 - July 31, 2018 — $ — - 8 200.0
August 1, 2018 - Aggust 31,2018 188,237 % 56.03 137,600 § 1839
September 1, 20138 - September 30, 2018 862,794 3 56.66 861,460 § £35.1
October 1, 2018 - October 31, 2018 992,768 & 5448 992,659 % 8.0
November 1, 2018 - November 30, 2018 1,256,760 % 48.56 1,286,602 & 520.0
December |, 2018 - December 31, 2018 2,151,781 $ 44.14 2,051,781 % 4250
Total L1440 — 11773365
(h Incfudes the number of shares of common stock utilized 10 execute certain stack incentive awards and shares purchased as part of'a publicly announced proaram
) In February 2016. our Board of Directors authorized a repurchase program of up (o $400 0 mullion of our outstanding common stock, which was completed in February 2018 Tn May

2017, our Board of Drrectors authonized an addinenal repurchase of up to $250 0 oullion of our outstanding cominion stock, which was completed 1n Apri! 2018 In May 2018, our
Board of Direcrors aurhorized a share repurchase program of up 1o 3300 0 nulhien of our outstanding comman steck, winch was completed m December 2013 1n Navember 2018,
cur Board of Directors authorized a reputchase program ef up to $300 0 mithion of our outstanding commen stock, whach has no explration

Item 6. Selected Financial Data

The following table sets forth certawn selected historical consolidaied financial information. We derived the consohidated financial information (except for
amounts referred to as "Other Supplemental Data"} for each of the years cnded December 31, 2018, 2017 and 2016 and as of December 31, 2018 and 2017 from
our audited consolidated financial statements and notes to the financial statements included in this Form 10-K. We derived the consolidated financial mformation
{except for amounts referred to as "Other Supplemental Data") for the years ended December 31. 2015 and 2014 and as of December 31, 2016, 2015 and 2014 from
our audited consolidated financial statements not included in this Torm 19-K. The following summary of consolidated financial information {cxcept for amaunts
referred to as "Other Supplcmental Data") has been prepared in accordance with U.S. GAAP.

[n order to fully understand our consohidated financial information, please also see Item 7. "Management's Discussion and Analysis of Financial Condition and
Resulis of Operations” and our audited consolidated financial
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statements and the notes to the financial statements included in this Form 10-K. The results for past accounting periods are not necessarily indicative of the results
to be expected for any future accounting perod.

As of or for the yvear ended December 31,
2018 (1} 2017 (1) 2016 (1) 2015 2014
(3 in millions, except per share dusi and us noted)

Income Statement Data:

Revenue
Premiums and other considerations 3 6,096 § 62174 3 52991 3% 53103 % 3, 7229
IF'ees and other revenues 42738 38921 3,627 4 3,653 1 3,482
Net investment income 36292 3,4593 3,2985 3,052.1 3,2571.%
Net realized capital gains {losses) {75.4) 5242 1711 {51 1) 14 7
Total revenues $§ 142372 % 140932 8§ 123941 % 119644 % 10,4776
Ingame from continuing operations, net of related income taxes b3 1,553.7 % 23245 % 13618 % 1,2532 & 1,176 4
Net income $ 1,553.7 3 23245 3 13618 % 1,253.2 % L1764
Earnings per Share Data:
[ncome from continuing operations, net of related income taxes, per share.
Basic 5 541 S 800 % 455 % 411 % 370
Biluted 1 536 § 788 0§ 450 % 406 $ 31.65
Net income per share
Basi¢ 3 541 % 300 3 455 % 411 § 370
Diluted 5 536 § 788 % 450 % 406 % 368
Dividends deciared per common share 5 210 § 187 % 161 % 150 % 1.28
Balance Sheet Data:
Total assets $ 2430361 $ 2539412 § 2280143 $§ 2186603 5 2190870
l.ong-term debt % 32556 % 31784 % 31257 % 3,2652 % 2,8312
Sertes A preferred stock 3 — 5 R — 3 — 5 —
Senies B preferred stock $ — 3% — % — % — 3 01
Tatal stockholders’ equity 5 11,4560 3% 129219 % 10,2438 § 93774 % 10,2320
Other Supplemental Dxata:
AUM (% 1n billions) § 62683 § 13- 2 5916 § 5274 % 5193
] For a discussion of 1lems matenally affecting the comparability of 2018, 2017 and 2016, please see Item 7 “Management's Discussion and Analysis of Financial Condition and

Results of Opgratons —— Transactions Affecting Comparability of Results of Operauons ™

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

The following analysis discusses our financial condition as of December 31. 2018, compared with December 31, 2017, our consolidated results of aperations
for the years ended December 31, 2018, 2017 and 2016, and. where appropriate, factors that may aftect our future financial performance. The discussion should be
read in conjunction with our audited consohdated financial statements and the related notes to the financial statements and the other financial information included
elsewhere in this Form 10-K.

Forward-Looking Information

Our narrative analysis below contains forward-looking statements intended to enhance the reader's ability to assess our future financial performance. Forward-
leoking statements include. but are not limited to, statements that represent our beliels concerning f{uture operations, strategies, tinancial results or other
developments, and contain words and phrases such as "anticipate,” "believe," "plan," "estimate." "expect,” "intend," and other similar ¢xpressions. Forward-looking
statements are made based upon management's current expectations and beliefs concerning future developments and their potential effects on us. Such forward-
leoking statements are not guarantees of future performance.

o "o "o ]

Actual results may differ materially {fom those included in the forward-looking statements as a result of risks and uncertainties, Those risks and uncertainties
mclude, but are not limited to. the risk factors listed in ltem 1 A. "Risk Factors.”

Overview

We provide financial products and services through the following reportable segments:

* Retirement and Income Selutions:
. Principal Global [nvestors;

' Principal Intemnational and

: U.S. Insurance Scluticns,
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We also have a Corporate segment, which consists of the asscts and activitics that have not been allocated to any other segment. Sce Item 1 "Busimness” for a
description of our reportable segments,

Economic Factors and Trends

Positive net customer cash flow was morce than offset by negative market performance leading to a decrease in account values in our Retirement and Income
Solutions segment in 2018. Negative net customer cash flow and market performance m 2818 also led to AUM decreases in our Principal Global Investors
segment, [n addition, AUM decreased in our Principal Globa! Investors segment due to the realignment of a real estate management team and our decision to exit
the actively managed currency market in 2018, Since account values and AUM are the base by which these businesses gencrate revenues, the decling in account
values and AUM puts pressure on our fee revenues in these segrents.

In our Principal International segment, we continued to grow cur business organically in 2018 through our existing subsidianes and joint ventures and through
strategic acquisitions and start-up operations. Local currency AUM, a key indicator of earnings growth for the segment. increased in 2018 as a result of positive net
customer cash flow, operations acquired and market performance. The financial resuls for the Principal International seginent arc also impacted by fluctuations of
the foreign currency to U.S. dollar exchange rates for the locanons in which we have business. AUM was negatively tmpacted by foreign currency fluctuaiions in
2018.

The U.S. Insurance Solutions segment has been impacted by lower interest rates in recent years, which has caused spread compression and led to higher
reserves. We have mitigated some of the impact through changes in our investment strategy and changes to certain product offerings.

Profitability
Qur profitability depends in large part upon our-
. amount of AUM;
ability to manage the difference between the wvestment income we earn and the interest we credit to policyholders:
‘ ability to generate fee revenues by providing administrative and mvestment management services.
ability to price our wsurance products at a level that enables us to eam a margin over the cost of providing benefus and the related expeunses:

* ability t0 manage our investment portfolio 1o maximize vestment returns and mmumize risks such as interest rate changes or defanlts or
impairments of invested asscts,

* ability to effectivelv hedge fluctuations n foreign currency to U S dollar exchange rates on certain transactions and

* ability 10 manage our operating expenses
Critical Aceounting Policies and Estimates

The increasing complexity of the business environment and applicable authoritative accounting guidance requires us to closely monitor our accounting
policies. Our significant accounting policies are described in ftem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements,
Note 1. Nature of Operations and Significant Accounting Policies.” We have identified critical accounting policies that are complex and require significant
judgment and estimates about matters that are inherently uncertain. A swmmary of ouwr cntical accounting policies 15 intended to enhance the reader's ability te
assess our financial condition and results of operations and the potential volatility due to changes in estimates and changes in guidance. The identification. sclection
and disclosure of critical accounting estimates and policies have been discussed with the Audit Committee of the Board of Directors

Valuation and Impairment of Fixed Income Investments

Fixed Muturities. Fixed maturities include bonds, assel-backed securities ("ABS"), redeemable preferred stock and gertamn nen-redeemable preferred
securities. We classify cur fixed maturities as either AFS or trading and, accordingly., carry them at fair value in the consolidated statements of financial position,
Volatility in net income can result from changes in fair value of fixed maturities classified as trading. Volatility in other comprehensive income can result from
changes in fair value of fixed maturities classified as A¥FS

We measure the fair valuc of our financial assets and liabilities based on assumptions used by market participants in pricing the asset or hability, which may
include imherent risk, restrictions on the sale or use of an asset, or nenperformance risk, including our own credit risk. For additional dctails concerming the
methodologies. assumptions and inputs utilized see {tem §. "Financial Statements and Supplementary [ata, Notes to Consolidated Financial Statcments, Note 14,
Fair Value Measurements” under the caption, "Determination of Fair Value."
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The fair values of cur public fixed maturities are primarily based on market prices from third party pricing vendors. We have regular interactions with these
vendors to ensure we understand thew pricing methodologies and te confirm they are utilizing obscrvable market information In addition, 6% of our invested asset
portfolio as of December 31, 2018. was invested in privately placed fixed maturities with no readily available market quoles to determine the fair market value. The
majority of these assets are valued using a matrix pricing valuation approach that utilizes observable market inputs. In the matrix approach. securities are grouped
wnto pricing categories that vary by sector, rating and average life. Each pricing category is assigned a risk spread based on studies of observable public market data
from the investment professionals assigned to specific security classes. The expected cash flows of the security are then discounted back at the current Treasury
curve plus the appropriate risk spread. Although the matrix valuation approach provides a fair valuation of cach pricing category, the valuation of an individual
security within each pricing category may be impacted by company specific factors. This excludes privately placed securities subject to Rule 144A of the Securities
Act of 1933 that are primarily based on market prices from third party pricing vendors, similar to public fixed maturitics.

If we are unable (o price a fixed matunity securily using prices from third party pricing vendors or other sources specific to the asset class, we may obtain a
broker quote or utilize an internal pricing model specific to the asset utilizing relevant market information. to the extent available and where at least one significant
uncbservable input 1s utilized These are reflected in Level 3 in the fair value hierarchy and can include fixed maturities agress all asset classes. As of December 31,
2018, less than 1% of our total fixed matunties were Level 3 securities valued using internal pricing medels. Sce [temn 8, "Financial Statements and Supplementary
Data. Notes to Consalidated Financial Statements, Note 14, Fair Value Measurements” for turther discussion.

The $2,441.2 million decrease i net unrealized gans from 1.5 investment operations for the year ended December 31, 2018, can be attributed to widening of’
¢redit spreads and an approximate 31 basis point increase mn interest rates. For additional information about interest rate risk see Item 7A. "Quantitative and
Qualitative Disclosures About Market Risk”.

Iixed maturities classified as AFS are subject to impairment reviews. When evaluating fixed maturities for impairment, we consider relevant facts and
circumstances in evaluating whether a credit or interest rate-related impairment of a security is other than temporary. Relevant facts and circumstances considered
include: (1) the extent and length of time the fair value has been below cost, (2) the reasons for the decline in value: (3) the {financiai position and access to capital
of the issuer, including the current and future impact of any specific events; {4) for structured securities. the adequacy of the expected cash flows and (5) our intent
to sell a security or whether it is more hikely than not we will be required to sell the security before recovery of its amortized cost which, i some cases, may extend
to maturity. To the extent we determine a secunty s deemed to be other than temporarily impaired. an impairment loss 15 recognized. See item 8. "Financial
Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 4, [nvestments” under the caption, "Other-Than-Temporary Impairments”
for further discussion.

A number of significant risks and uncertainties are inherent in the process of monitoring credit impairments and determining if an impairment is other than
temporary These risks and uncertainties include: (1) the risk that cur assessment of an issuer’s ability to meet all of its contractual obligations will change based on
changes n the credit characteristics of that issuer; (2) the risk that the ¢conomic cutlook will be worse than expected or have more of an impact on the issuer than
anticipated: {3) the sk that our investment professionals are making decisions based on fraudulent or misstated information in the financial statements provided by
issuers and (4) the risk that new information obtained by us or changes in other facts and circwnstances lead us to change cur intent to not sell the security prior to
recovery of its amortized cost. Any of these situations could result in a charge to net income in a future period. As of December 31, 2018, we had $35,724.3 million
in ATS fixed maturities with gross unreahzed losses totaling $1,229.7 mitlion, Included in the gross unrealized losses are losses attributable to both movements in
market interest rates as well as movement in credit spreads.

Mortgage Loans.  Mortgage loans consist primarily of commercial mortgage loans on real estate. Commercial mortgage leans on real estate are generally
reporied at cost adjusted for amortization of premiums and accrual of discounts, computed using the interest method and net of valuation allowances. These loans
are considered impaired when, based on current information and events, it is probable we will be unable to coltect al} amounts due according to contractual terms of
the lean agreement. When we determine a loan is impaired, a valuation allowance is established cqual 1o the difference between the carrying amount of the
mortgage loan and the estimated value reduced by the cost to sell. Estimated value is based on either the present value of the expected future cash flows discounted
at the loan's effective interest rate, the loan's ebservable market price or fair value of the collateral. Subscquent changes in the estimated value are reflected in the
valuation allowance. Amounts on loans deemed to b¢ uncollectible are charged oft and removed from the valuation allowance. The change in the valuation
allowance provision is included in net realized capital gains (losses) on our consolidated statements of operations. For more detailed information cencerning
morigage loan valuation allowances and impairments, see [tem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements,
Note 4, Investments” under the caption, "Mortgage Loan Valuation Allowange "

Derivatives

We use derivatives primarily to hedge or reduce exposure to market risks. The fair values of exchange-traded derivatives are determined through quoted
market prices. Exchange-traded derivatives include futures that are settled daily, which reduces their fair value in the consolidated statements of financial position
The fair values ot privately
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negotiated contracts, which are usuaily referred to as over-the-counter {"OTC"} derivatives, that are cleared through centralized clearinghouses are deternuned
through market prices published by the clearinghouses, Beginning in 2017, variation margin associated with O'I'C cleared derivatives is settled daily, which reduces
their fair value in the consolidated statements of financial position. The fair values of non-cleared OTC derivatives are determined using either pricing valuation
models that utilize market observable inputs or broker quotes. On an absclute fair value basis as of December 31, 2018, 90% of our OTC derivative assets and
liabilities were valued using pricing valuation models and the remaining [0% using broker quotcs. See Item 8. "Financial Statements and Supplementary Data.
Notes to Consolidated Financial Statements, Note 14, Fair Value Measurements” for further discussion. The fair values of our derivative instruments can be
impacted by changes in intcrest rates, foreign exchange rates, credit spreads, equity indices and volatility. as well as other contributing factors. For additional
information sce Item 7A. "Quantitative and Qualitative Disclosures About Market Risk".

We also issue certain annuity contracts and other insurance contracts that include embedded derivatives that have been bifurcated from the host contract. They
arc valued using a combination of historical data and actuarial judgment. See ltem 8. "Financial Statements and Supplementary Data, Notes to Consolidated
Financial Statements, Note 14, Fair Value Measurements" for further discussion, We include our assumption for own non-performance risk in the valuation of these
embedded denvatives. As our credit spreads widen or tighten, the fair value of the embedded dervative liabilities decrease or increase, leading to an increase of
decrease in net income. 1f the current market credit spreads reflecting our own creditworthiness move 1o zero (tighten), the reduction to net income would be
approximately $207.0 million, net of DAC and income taxes. based on December 31, 2018, reported amounts. In addition, the policyholder behavior assumptions
used in the valuation of embedded derivatives include risk margins, which increase the fair value of the embedded derivative liabilities.

The accounting for derivatives is complex and interpretations of the applicable accounting standards continue to evolve. Judgment is apphied in detennining
the availability and application of hedge accounting designations and the appropriate accounting treatment. Judgment and estimates are used to determing the fair
value of seme of our derivatives. Volatility in net income can result from changes in fair value of derivatives that do net qualify or are not designated for hedge
accounting and changes in fair value of embedded derivatives.

Deferred Acquisition Costs and Other Actuarial Balances

Incremental direct costs of contract acquisition as well as certain costs directly related to acquisition activities (underwriting. policy issuance and processing.
medical and inspection and sales torce contract selling) for the successful acquisition of new and renewal insurance policies and investment contract business are
capitalized to the extent recoverable. Maintenance costs and acquisition costs that are not deferrable are charged to net income as incurred.

Amortization Based on Estimated Gross Profits.  DAC for universal life-type insurance contracts and certain investment contracts are amortized over the
expected lifetime of the contracts in relation to estimated gross peofits {("EGPs"). In addition 1o DAC, the following actuarial balances are also amortized m relation
to EGPs

* Sales inducement asset — Sales inducements are amounts that are credited to the contractholder's account balance as an inducement to purchase the
contract. Like DAC, the cost of the sales inducement is capitalized and amortized over the expected lite of the contract. in proportion to EGPs

‘ Unearned revenue liability — An unearned revenue liability 1s established when we collect fees or other policyholder assessments that represent
compensation for services to be provided in future periods. These revenues are deferred and then amortized over the expected hife of the contract. in
proportion to EGPs

. Remsurance asset or lahlity — For universal-life type products that are reinsured, a reinsurance asset or lability is established o spread the
expected net reinsurance costs or profits in proportion to the EGPs on the underlying busmess

We also have additional benefit reserves that are established for annuity er universal life-type contracts that previde benefit guarantecs or for contracts that are
expected to produce profits followed by losses. The liabilities are accrued in relation to cstimated contract assessments, and they are based on assuinptions and
methodologies similar to those used in the calculation of EGPs. For more information, se¢ “Insurance Reserves”

Key assumptions used in the calculation of EGPs include mortality, morbidity, lapses, equity returns, general account investment vields and expenses as well
as the change in our liability for certain guarantees and the difference between actual and expected reinsurance premiums and recoverics, depending on the nature
of the contract. Qur general account investient yield assumption reflects our long-tenn projections of interest rates and net reahzed capital gains (losses) We
develop an estimale of EGPs at issuc and each valuation date. As actual experience and market conditions emerge. the gross profits may vary from those expected
cither in magnitude or timing. in which case a true-up of actuarial balances occurs as a charge or credit to current net income. In addition, we are required to revise
our assumptions regarding future experience if actual experience or other evidence suggests that carlier estimates should be revised, we refer to this as unlocking.
Both actions. reflecting actual experience and market conditions and changing future estimates. can change both the current amount and the future amortization
patterin of the DAC asset and related actuarial balances.
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For individual variable universal life insurance, individual variable annuities and group annuities that have separate account U.S. equity investment options,
we utilize a mean reversion methodology {reversion te the mean assumption), a common industry practice, to determine the future domestic equity market growth
rate assumption used for the calculation of EGPs. [f actual annualized U.S. equity market performance varies from our 8% long-term assumption, we assume
different pertormance levels in the short-term such that the weighted average return is equal to the long-term assumption over the mean reversion period. However,
our mean reversion process generally limits assumed returns o a range of 4-12% during the mean reversion peried. For additional details concerning methods of
DAC amortization see Item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 1, Nature of Operations and
Significant Accounting Policies" under the caption, "Deferred Acquisition Costs.”

Internal Replacements.  We review policies for modifications that result in the exchange of an existing contract for a new contract. [f the new contract is
determined to be an internal replacement that is substantially changed from the replaced contract, any unamortized DAC and related actuarial balances are written
off and acquisition costs related to the new contract are capitalized as appropriate. [f the new contract is substantially unchanged from the replaced contract, we
continue to amortize the existing DAC and related actuarial balances.

Recoverability,.  DAC and sales inducement asscts are subject 1o recoverability testing at the time of policy issue and loss recognition testing on an annual
basis, or when an event occurs that may warrant loss recognition. If loss recognition or impairment is necessary, the asset balances are written off to the extent it is
determined that future policy premiums and investment income or gross profits arc not adequate to cover the balances.

Actuarial Assumption Updates.  We periodically review and update actuarial assumptions that are inputs to the models for DAC and other actuarial balances
and make model refinements as necessary For mote information sce "Transactions Affecting Comparability of Results of Operations — Other — Actuarial
Assumption Updates.”

Sensitivities. As of December 31, 2018, the net balance of DAC and rclated actuanal balances, excluding balances affected by changes in other
comprehensive income ("OCI"), was a $792.0 million asset. We perform sensitivity analyses Lo assess the unpact that certain assumptions have on these balances.
The following table shows the estimated immediate impact of various assumption changes on our DAC and related actuarial balances.

Estimated impact to

net income (1)

fin millions}

Reducing the future equity return assumption by 1% s {10)
Reducing the long-term general account investment yield assumption by 0 5% {49)
{1} Reflects the net impact of chanpes (o the DAC asset, sales inducement asset, unearned revenue hability, remnsurance asset or hability, additional benefit reserves and related taxes

Includes the impact on net income of changes i1 DAC and related actuanal balances for our equity method subsidianes The DAC and related actuanal balances of the equity method
subsidianes are not included in the total DAC balance histed above as they are not fully consolidated

Goodwill and Other Tnrangible Assets

Goodwill and other intangible assets include the cost of acquired subsidiaries in excess of the fair value of the net tangible assets recorded 1in connection with
acquisitions. Goodwill and intangible assets with indefinite lives are not amortized, rather, we test the carrying value for impairment at least annualty. Goodwill s
tested at the reporting unit level, which is a business one fevel below the aperating segment. We formally conduct our annual goodwill and other intangible asset
tmpairment festing during the third quarter. Under certain circumstanees. interim impainnent tests may be required if events occur or circumstances change that
would more-ltkely-than-not reduce the fair value of a reporting unit below its carrying vatue.

The operating segments and associated reporting units at which we perform our testing are as follows:

: Retirement and [ncome Soluticns: Retirement and Income Solutions — Fee and Retirement and Income Solutions — Spread

' Prin¢ipal Global [nvestors Equity lnvestments, Fixed Income [nvestments, Real Estate and Other Alternative Investments, Mutual Funds Complex
‘ Principal International: [.atin America and Asia

. U.S. Insurance Solutions: Specialty Benefits insurance and [ndividual Life insurance

' Corporate: Corporate subsidiaries

Goodwill.  US. GAAP permits entities to first assess qualitative factors to determine whether it 1s more-likely-than-not that the fair value of a reporting unit
is less than its carrying amount as a basis for determining whether it is necessary to perform the quantitative impairment test of the two-step goodwill impairment
est. An entity also has an unconditional option to bypass the qualitative assessment in any period and proceed directly to performing the quantitative impairment
test We centimue to perform qualitative assessments for certain reporting units and we elect to proceed directly to a two-step test for certain reporting units in our
evaluation of the carrying value of goodwill.
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[n the qualitative assessment, all relevant events and circumstances that could affect the significant inputs used to determine the fair value of the reporung unn
arg assesscd Each assessment uses a five-step approach: determine the starting point, identify the most relevant drivers of fair value, identify events and
circumstances, weight the identified factors and conclude. For all reporting units that performed a qualitative test in 2018, we conciuded it was not more-likely-
than-not that the fair value of the reporting unit was less than the carryving amount: therefore, it was not necessary to proceed to a Step 1 quantitative test.

In Step 1 of the quantitative evaluation, the fair value of each reporting unit is determined and compared to the carrying value of the reporting unit. 1f the fair
value is greater than the carrying value, the carrying value of the reperting unit is deemed 1o be recoverable. and Step 2 is not required. Atter completion of our
2018 Step 1 analysis, we determined that fair values exceeded the carrying amounts for all businesses one leve] below the operating segment and we did not have
any business at risk of failing the Step 1 goodwill impatrment test 1T the farr value estimate had been less than the carrying value. it is an indicator that impairment
may exist, and Step 2 would be required. In Step 2. the reporting unit's goodwill implied fair value is determined. The reporting unit's fair value as determined in
Step 1 is assigned to all of its net asscts (recogmzed and unrecognized) as if the reporting unit were acquired in a business combination as of the date of the
impairment test. 1f the implied fair value of the reporting unit's goodwill is lower than its carrying amount, geodwill is impaired and written down to its implhied fawr
value.

Otlrer Intangible Assers.  US. GAAP permits entities to {irst assess qualitative factors to determine whether it is more-tikelv-than-not that the fair value of
an intangible asset with an indefinite life is less than its carrying amount to determine whether 1t is necessary o perform a quantitative asscssment. We primarily
utilize the qualitative approach for testing of intangible assets with indefinite lives, In doing sc. we follow the same gualitative process as for goodwill and weigh
the evidence of the events and circwmstances and their potential impacts on fair value when determining 1f it is not morc-hikely-than-not that the indefinite bved
intangible (s mmpaired. Intangible assets with finite lives are amortized as related benefits emerge and are reviewed periodically for indicators of impairment in
value. If facts and circumstances suggest possible impairment, the sum of the estimated undiscounted future cash flows expected to result from the use of the asset
is compared to the current carrying value of the assct. If the undiscounted future cash flows are less than the carrying value, an impairment loss is recognized for
the excess of the carrying amount of assets over their fair value. For those assets amortized as related bencfits emerge, the most significant assumptions involved in
the estimation of future benefits include surrender/lapse rates and margins. We did not recognize a material impairment in our 2018 consolidated statement of
operalions.

Sensitivities.  In connection with cur annual impairment testing process, we performed a sensitivity analysis for goodwill impairment with respect to each of
our reporting units and determined that a hypothetical 10% decline in the fair value would not result in an impairtment of goodwill for any reporting unit. The most
significant goodwill and other intangible assets within our 2018 consolidated statement of financial pesition resulted frem our 2013 acquisition of Cuprum,
whereby we recorded 3631.8 million of goodwill, and frem our 2006 purchase of WM Advisors, Inc.. whereby we acquired $608.0 million of investment
management contracts which are considered an indefinite-lived intangible. We cannot predict certain futuce events that might adversely affect the repotted value of
goodwill and other intangible asscts that totaled $1.106.0 miltion and $1.315.1 million, respectively, as of December 31, 2018 Such events include. but are not
limited to, strategic decisions made in response to cconomic and competitive conditions. the impact of the cconomic environment on our customer base. interest
rate movements, declines in the equity markets. the legal environment in which the businesses operate or a malerial negative change in our relationships with
significant customers, For further information see ltem 8. "Financial Statements and Supplementary Data. Notes to Consolidated Finaneial Statements, Note 1.
Nature ef Operations and Significant Accounting Policies." and "Note 2, Goodwill and Other Intangible Assets.”

Insurance Reserves

Rescrves are liabilities representing estimates of the amounts that will come due, at some point in the future, to or on behalf of our policvholders U8, GAAP.
allowing for some degree of managerial judgment, provides gudance for establishing reserves.

Future policy benefits and claims include reserves for individual traditional and group fife insurance, disability. medical and long-term care insurance and
individual and group annuities that provide periodic income payments. These reserves are computed using assumptions of mortality. morbidity, lapse, investment
performance and expense. These assumptions are based on our experience. industry resuits, emerging trends and future expectations. For long-duration insurance
contracts, once these assumptions are made for a given policy or group of policies, they will not be changed over the life of the policy. However, significant
changes in expenence or assunptions may require us 1o provide for expected future losses on a product by establishing premium deficiency reserves. Premum
deficiency reserves may also be established for short-duration contracts to provide for expected future losses Our reserve levels are reviewed throughout the vear
using internal analysis including. among other things, experience studies. claim development analysis and annual less recognition amalysis. To the extent
experience indicates potential loss recognition. we recognize losses on certain lines of business. The ultimate accuracy of the assumptions on these long-1z1led
insurance products cannot be determined until the obligation of the entire block of business on which the assumptions were made is extinguished Short-term
variances of actual results from the assumptions used in the computation of the reserves are reflected in current period net income and can impact guarter-to~-quarter
net income
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Future pelicy benefits and claims also include reserves for incurred but unreported disability, medical, dental, vision, critical illness, accident and life
insurance claims, We recognize claims costs in the period the service was provided to our policyvhelders. However, claims costs incurred in a particular period are
not knewn with certainty until after we receive. process and pay the claims. We determine the amount of this liability using actuarial methods based on historical
claim payment patterns as well as emerging cost trends, where applicable, to determine our estimate of ¢laim liabilities. We also look back to assess how our prior
periods’ estimates developed. Te the extent appropriate, changes in such development are recorded as a change 1o current period claim expense. Historically, the
amount of the claim reserve adjustment made in subsequent reporting perieds for prior period estimates have been within a reasonable range given our normal
claim fluctuations

Future policy benefits and claims also include benefit reserves that are established for annuity or universal life-type contracts that provide benefit guarantees,
or fer contracts that are expected to produce profits followed by losses. The liabilities are accrued in relation to estimated contract assessments.

We periodically review and update actuarial assumptions that are used to compute reserves. For mere information see ™
of Results of Operations — Other — Actuarial Assumption Updates.”

I'ransactions A ffecting Comparability

Benefit Plans

The reported expense and liability associated with pension and OPEB plans requires the use of assumptions, Numercus assumptions are made regarding the
discount rate, expected long-term rate of return on plan assets, turnover, expected compensation increases, health care claim costs, health care cost trends,
refirement rates and mortality, The discount rale and the expected return on plan assets have the most significant impact on the level of expense.

The assumed discount rate is determined by projecting future benefit payments inherent in the Projected Benefit Obligation and discounting those cash flows
using a spet yield curve for high quality corporate bonds. Our assumed discount rates were 4.15% for our pension plans and 3.95% for our OPEB plans as of
December 31, 2018, Typically, a 0.25% decrease in the discount rate would increase the pension benefits Projected Benefit Obligation and the Net Periodic Pension
Cost ("NPPC") by approximately $113 8 m:llion and $2.4 million, respectively. Typically, a 0 25% decrease in the discount rate would increase the OPEB
accumulated postretirement benetfit obligation by appreximately $2.1 miilion and would have a nominal impact on the Net Periodic Benefit Cost ("NPBC™).
Typically, a 0.25% increase in the discount rate would result in decreases in benefit obligations and expenses at a level generally commensurate with those noted
above.

The assumed long-term rate of return on plan assets is set at the long-term rate expected to be eared based on the long-term investment policy of the plans
and the various classes of the invested funds. Historical and future expected returns of multiple assel classes were analyzed to develop a risk-free real rate of retumn
and nisk premiums for each asset class. The overail long-term rate tor each asset class was developed by combining a long-term inflation component, the real risk-
free rate of return and the associated risk premium. A weighted average rate was developed bascd on long-term retums for each asset class, the plan's target asset
allocation policy and the tax structure of the trusts. For the 2018 NPPC and 2018 NPBC. a 6 30% and 4.85% weighted average long-term rate of return was used,
respectively For the 2019 NPPC and 2019 NPBC, a §.95% and 5.19% weighted average long-term rate of return assumption, respectively, will be used Typically,
a4 0.25% decrease in the assumed long-term rate of return would increase the NPPC by approximately $6.0 miltion and the NPBC by approximately $1.6 millien.
Typically, a 0.25% increase in this rate would result in a decrease to expense at the same levels, The assumed return on plan assets 1 based on the fair market value
of plan asscts as of December 31, 2018.

The compensation increase assumption is generally set at a rate consistent with current and expected long-term compensation and salary policy, inciuding
inflation

For pension costs, actuarial gains and lesses are amortized using a strarght-line amortization meshod over the average remaining service period of employees,
which is approximately 9 vears. For OPEB costs, actuarial gains and losses are amortized using a straight-line amortization method over the average future lifetime,
which is approximately 14 years. The qualified pension plan does not utilize the allowable corridor, while the nonqualified pension plan and OPEB plans utilize the
10% corrider. Prior service costs are amortized on a weighted average basis over approximately 7 years for pension costs and 9 years for OPEB costs. See [tem 8.
"Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 11, Employee and Agent Benefits" for turther discussion.

Income Taxes

We provide for income taxes based on our estunate of the liability for taxes due. Our tax accounting represents management's best estimate of various events
and transactions, such as completion of tax audits or establishment of, or changes to, a valuation allowance associated with certain deferred tax assets, which could
affect our estimates and effective income tax rale in a particular quarter or annual period. Deferred tax liabilities and asscts are determined based on the difference
between the financial statement and tax bases of assets and liabilities using enacted tax rates expected to be in effect during the vears in which the basis differences
reverse. We are required to evaluate the recoverability of cur deferred tax assets each quarter and establish a valuation allowance, if necessary, to reduce our
deferred tax assets to an amount that is more-likely-than-not to be realizable. In determining the need for a valuatien altowance, we consider
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many factors, including future reversals of existing taxable temporary differences, future taxable income exclusive of reversing temporary differences and
carry forwards, taxable income in prior carryback years and impiementation of any feasible and prudent tax planning strategies management would employ to
realize the tax benefit.

U.§ federal and stale deferred income taxes have not been provided on approximately $1.184 0 million and $1.331.2 millien of accumulated but undistributed
eamings from operatons of foreign subsidiaries as of December 31, 2018 and 2017, respectively. We do not record LS. federal and state deferred income taxes on
foreign carnings not expected to be distributed to the U.S. We apply an exception to the general rule, which under U.S. GAAP otherwisc requires the recording of
U.5. deferred income taxes on the anticipated repatriation of foreign earnings as recognized for financial reporting purposes. The exception permits us to not record
a U.S, deferred income tax liability on foreign earnings we expect to be indefinitely reinvested in our foreign operations. The related deferred income taxes will be
recorded in the period it becomes apparent we can Lo Johger positively assert some or all the undistributed earnings will remain invested into the foreseeable future.

Inherent in the provision for income taxes are estimates and our cxpectations regarding the deductibility of cenain items, the timing of income and expense
recognition, future performance and the current or {uture realization of operating losses. capital losses and certain tax credits, We regularly evaluate the capital
needs of our domestic and Toreign operations censidering all available nformation, including operating and capital plans, regulatory capital requircments, parent
company financing and cash flow needs. as well as tax laws applicable to our domestic and foreign subsidiaries. In the event these estimates differ from our prior
estimates dug to the receipt of new information. we may be required to significantly change the provision for income taxes recorded in the consolidated financial
statements. Any such change could significantly affect the amounts reported in the consolidated financial statements in the year these estimates change. A
significant decline in value of financial assets could lead to establishment of a valuation allowance on deferred tax assets having an adverse effect on current and
future results. In management's judgment, total deferred income tax assets are more-likelv-than-not to be realized.

In addition, the amount of income taxes paid is subject to audits in the U.S. as well as various state and foreign jurisdictions Tax benefits are recognized for
book purposes when the more-likely-than-not thresheld is met with regard to the validity of an uncertain tax position. Once this threshold s met. for each uncertain
tax position we recognize in eamings the largest amount of benefit that is greater than 50% likely of being realized upon ultimate settlement with the Internal
Revenue Scrvice or other income taxing authorities for audits ongoing or not yet commenced.

We had $193.0 million and $231 § million of current income tax receivables associated with outstanding audit issucs reported as other assets in our
consolidated statements of financial position as of December 31, 2018 and 2017, respectively. We bhelieve there are adequate defenses against, or sufficient
provisions for, the contested issues, but final resolution of contested issues could take several years while legal remedies are pursued. Consequently, we do not
anticipate the ultimate resolution of audits ongoing or not yet commenced to have a material impact on our net income.

The effects of tax legislation are recognized in the period of enactment. The effects of the U.§. tax reform were reflected in the 2017 financial statements as
determined or as reasonably estimated provisional amounts based on available information subject to interpretation in accordance with the SEC’s Staff Accounting
Bulletin No. 118 ("SAB 118"). SAB 118 provides guidance on accounting for the effects of the U.S tax refonn where our determmations are mcomplete but we are
able to determine a rcasonable estimate. A final determination is required to be made within a measurement period not to extend bevond one vear from the
enactment date of the U.S. tax reform. See [tem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note [0, Income
Taxes" for further discussion.

Recent Event
Recast of Segment Resuits

Effective January 1, 2019, we will be making changes to the allocation of certain compensation and other expenses and net investiment income among the
reportable segments These allocation changes are being made as a result of a global finangial process improvement project. The expense allocation changes
simplify the allocation processes, increase Iransparency and allow for more effective expense management across the enterprise. The net investment income
allocation changes better align our internal capital allocation with enterprise capital largets. Segment results for prior periods will be recast so they are reported on a
comparable basis. with no impact o total company financial results.

Transactions Affecting Comparability of Results of Operations
Acquisitions

RobustWealtl. On July 2, 2018, we finalized the acquisition of RobustWeaith, a financial technology company The acquisition adds RobustWealth's
digital capabilities to our industry knewledge, asset management experience and technology to help consumers meet their financial goals on an cnhanced digital
advice platform. The RobustWealth platform will retain its open architecture philosophy, and RobusiWealth will continue to sell its platform to catside firms as
part of its growth strategy. RobustWealth is consolidated within the Corporate segment due to 1ts strategic benefits across the organization with the majority of
goodwill allocated to the Principal Global Investors segment.
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INTERNOS.  On Apnl 16, 2018, we finalized the acquisition of INTERNOS, a London-based European real estate investment manager. Upon acquisition,
INTERNOS became Principal Real Estate Europe Linnted and operates as our dedicated European real estate private equity investment boutique, expanding our
global real estate capabilities. At the time of ¢closing, the acquisition increased our AUM by $3.5 billion. Principal Real Estate Europe Limited is reported within the
Principal Global Investors segment.

MetLife Afore, S.A. de C.V.  On February 20, 2018, we finalized the acquisition of MetLife Afore, S.A de C.V., which was MetLife, Inc.'s pension fund
managenment business in Mexico. At the time of closing, the acquisition increased our AUM by $3.8 billion, making us the fifth largest AFORE in Mexico in tenms
of AUM The results of this acquisition are reflected in the Principal International segment

Other

Actuarial Assumption Updates.  We pericdically review and update actuanal assumptions that are inputs to the models for DAC and other actuarial balances
and make model refinements as necessary. During the third quarter of 2018, assumption updates and model refinements were made resulting in an unlocking of
DAC and other actuarial balances that increased consolidated net income by $32.1 miltion for the year ended December 31, 2018. The pre-tax operating ¢arnings
impact was $(53.5) million for our Principal [nternational segment, $19.2 million for our Retirement and Income Solutions segment and $(9.3) million for our U.S
Insurance Solutions segment for the year ended December 31, 2018

During the third quarter of 2017, assumption updates and model refinements were made resulting in an unlocking of DAC and other actuarial balances that
decreased consolidated net income by $26.6 million for the vear ended December 31, 2017, The pre-tax operating earmings impact was $(32.8) million for our U.S.
Insurance Sclutions segment, ${21.8) million for our Retirement and Income Solutions segment and $(11.8) million for our Principal Intemational segment for the

vear ended December 31,2017,

During the third quarter of 2016, assumption updates and model refinements were made resulting in an unlocking of DAC and other actuarial balances that
decreased consolidated net income by $68.8 million for the vear ended December 31, 2016. The pre-tax operating earnings impact was $(33.2) million for our U.S.
Insurance Solutions segment, $(31.6) million for our Retirement and Income Solutions segment and $(8.9) million for our Principal International segment for the

year ended December 31, 2016,

The Individual Life msurance business actuanal assumption updates and model refinements affected scveral hne items within our income statement. The
following table presents the increase (decrease) on the Individual Life insurance income statement line items for the years ended December 31, 2018, 2017 and
2016.

For the year ended
December 31,
2018 2017 2016
(i millions)
§ (1585 5 (470) § (432

Pre-tax operating ¢arnings

Fees and other revenues 2.3) 142 95
Benefits, claims and settlement expenses 20.7 185 sig
Dividends to policyholders L8 — 82

9.3 427 {28.1)

Operating expenses

Real Estate Realignmeny,  Effective August 1, 2018, we agreed to a realignment of one of our real estate investment teams. With the realignment, we no
longer manage $9.2 billion of assets for a large real estate client but accelerated the recognition of a significant performance fee that was eamed due lo our
successtul management of the assets, which drove market value appreciation of the real estate investments. During the third quarter we recognized, within the
Principal Global Investors segment, $253.1 million of fees and other revenue related to the performance fee This was partially offset by $151.9 million of
operating cxpenses related to revenue sharing arrangements, resulting in a $101.2 million increase to pre-tax operating camings within the Principal Global
[nvestors segment. Ongoing impacts to segment pre-tax operating ¢arnings are not expected to be material

CIMB Joint Ventures. On May 25, 2018, we and CIMB completed new ownership agreements in our joint ventures, CPAM and CPIAM. With the
completion we increased our ownership stake 10 60% with CIMB retaining 40% ownership and co-management of both CPAM and CPIAM. Qur investment in
both entities will continue to be reported using the equity method within the Principal [nternational segment.

Tax Cats and Jobs Act. The U.S. tax reform ¢nacted on December 22, 2017, made broad and complex changes to the U.S. Intemal Revenue Code
appticable to us. The .S, statutory tax rate was reduced from 35% to 21% effective January 1. 2018. Other provisions of the U.S. tax reform effective January 1,
2018, include, but are not limited to: 1) provisions reducing the dividends received deduction: 2} essentially eliminating U.S. federal income taxes on dividends
from foreign subsidiaries, 3) retaining an element of current inclusion of certain earnings of controlted foreign corporations; 4) climinating the corporate AMT and
5) changing how existing AMT credits will be realized. See ltem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements,
Note 10, Income Taxes" for further details.
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Rea! Estate Transactions.  In an effort to adjust the concentration of our real estat¢ holdings i Southern California, improve the liquidity of our real estate
portfolio and gain control of certain properties that were jeintly owned, we entered an exchange agreement to exit centain real estate joint ventures in September
2017. The transaction resulted in us transferring our interest in certain veal estate properties in exchange for our joint venture partner's inlerest in certain other real
estate properties. In a subsequent transaction we sold certain of these real estate prepertics 1o a third party. Both transaciions closed in September 2017.

We recognized a $690.9 million net pre-tax realized capital gain ($410.8 miilion net afier-tax realized capital gain) for the year ended December 31, 2017, as a
result of these transactions. For additional information related to these transactions, see ltem 8. "Financial Statements and Supplementary Data. Notes to
Consolidated Financial Statements, Note 4, Investments” under the caption. "Real Estate Transactions."

Other Factors Affecting Comparability
Fluctnations in Foreign Currency to U.S. Doller Exchange Rates

Fluctuations in foreign currency to U.S. dollar exchange rates for locations in which we have operations can affect reported financial results. In years when
foreign currencies weaken against the U S. dollar, translating foreign currencies into U.S. dollars results in fewer U.S. dollars to be reported. When foreign
cutrencics strengthen, translating foreign currencies imto U.S. dollars results i more U.S. dollars to be reported.

Fareign currency exchange rate fluctuations create variances in our financial staternent line items. The most significant impact occurs within our Prmcipal
lnternational segment where pre-tax operaiing earnings were negatively impacted $11.8 million and positively impacted $12.6 million for the vears ended
December 31, 2018 and 2017, respectively, as a result of fluctuations in foreign currency to U.S. doffar exchange rates. This impact was caiculated by comparing
(a) the difference between current year resulis and prior year results to {b) the difference between current year results and prior year results transfated using current
year exchange rates for both periods. We use this approach to caleulate the impact of exchange rates on all revenue and expense Ime items. For a discussion of our
approaches to managing foreign currency exchange rate risk. see ltem 7A. "Quantitative and Qualitative Disclosures About Market Risk — Foreign Currency
Risk."

Effects of Inflation

‘The impact of inflation has net had a material effect on our annual consolidated results of pperations oves the past three years, However, we may be materiaily
affected by inflation in the fuwre

Variable Investinent Income

Variable investment income includes certain types of investinent returns such as prepavment fees and income {loss) from certain elements of our other
alternative asset classes, including results of valye-add real estate sales activity. Due to its unpredictable nature, varwable imvestiment income may or may not be
material to our financial results for a given reporting period and may create variances when comparing different reporting periods. For additional information. sec
"investment Results.”

Recent Regulatory Changes

Un June 9, 2017, certain provisinns of the DOL tiduciary rule became applicable. The regulation broadened the definition of a fiduciary under URISA to
include persons providmg personalized investment recommendations to an empioyee beuefit plan or an [RA for a fec or other compensation The DOL also
released two new prohibited transaction class exemptions and amendments to current prohibited transaction exemptions. The DOL set July 1, 2019, as the (inal
applicability date for the remaining provisions of the fiduciary rule, such as the Best Interest Contract Exemption

On March 15, 2018, the U.S. Court of Appeals for the Fifih Circuit in U.S. Chamber of Commerce v. DOL released an opinion invalidating the recent changes
10 1the DOL fiduciary rule and related probibited iransaction exemptions in their entirety AARP and three states then filed motions 1o intervene in the case and seck
a rehearing, but the Fifth Circuit denied those motions The DOL did not appeal the Filth Circuit's decision and issued a Field Assistance Bulletin with a
nonenforcement policy on prohibited transactions retated to fiduciary investnient advice. On June 21, 2018. the Fifth Circuit entered a mandaic to officially vacate
the fiduciary rufe and refated prohibited transactions. and we believe this mandate resulted in the taw goverming fiduciary investment advice returning to that (n
existence prior to June 9, 2017,

Om May 9, 2018, the SEC issued three proposals. First. the SEC proposed Regulation Best {nterest, which is designed 1o make it clear that a broker-dealer may
not put its financial interest ahead of the intercsts of a retail customer in making recommendations. Second. the SEC proposed an interpretation to reatfirm and, in
some ¢ases, clarify the SEC's view of the fiduciary duty that investment advisers owe te their clients. Third, the SEC proposed a new standardized short-form
disclosure that all broker-dealers and investment advisers would be required to provide to clients to deseribe the key points of the client relationship. The comment
period on the proposals has closed. and the indusyry is awaiting further SEC action.
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Despite the fluid environment, our assessment of the impact te our business and future financial results indicates any costs of adjusting to the new guidance
would not be expected to have a signiticant effect on our firancial condition or results of operation.

Recent Accounting Changes

For recent accounting changes, see Item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 1, Nature of
Operations and Significant Accounting Policies” under the caption. "Recent Accounting Pronouncements.”

Results of Operations

The following table presents sununary censolidated financial information for the years indicated:

Far the year ended Increase (decrease)
December 31,
2018 2017 2016 2018 vs. 2017 2017 vs. 2016
(int mitlians)
Revenues
Premuums and other consideratians s 64096 § 62174 % 529091 § 1922 % 9183
Fees and other revenues 4,173.3 3,8923 36274 3815 2649
Net mvestment 1ncome 3,629.2 34593 1,296 5 169 9 1628
Net realized capital gains {losses), excludimg impairment losses on avadable-
for-sale securties (463 mmmmpwmnS06-Comem 2693 (6523 3365
Net other-than-temporary impanment {losses) recavenies on available-fos-
sale securities 10.6 (28.7) (98 8) 393 701
Other-than-temporary impairment losses on fixed maturities available-for-
sale reclassified to {from) other comprehensive income (39%7) (5 ATI) 0.4 134 (33.5)
Net impainment losses on available-for-sale secunities (29.1) . . (818) {98 4) 527 6 &
Net reahized capital gams {losses) (755) 527 171 1 {599 6) 353 1
Toa! revenues 14,237.2 14,093 2 12,394 1 144 0 1,696 1
Expenses
Benefis, claims and settlement expenses 8,192.5 7,822 6 6,913.2 1699 909 4
Dividends to poheyholders 12: N R 1566 (1.0) (32.0)
Operating expenses 4.136.7 . 38938 37326 2429 1612
Total expenses 12,452 CHpE e ol 10,8024 5118 1,033.6
Income befaore income taxes 1,784.4 22522 1,591 7 (467 8) #60 5
Income taxes {benefits} 2305, (7233 2299 3c30 (302 2y
Net meonie 23245 1.361 8 (770 8) 9627
Net income attributable to noncontroiling interest DELl 453 {69 (31.2)
Net income attnbutable to Prinaipal Financial Group, Inc § 15465 % 23104 § 13165 % (763 9) § 993 9

Yeur Ended December 31, 2018 Compared to Year Ended December 31, 2017
Net Income Attributable to Principal Financial Group, Ine.

Net inconte attributable to Principal Financial Group, Inc. decreased primarily due to a $568 3 mitlion U.S. tax reform net benefit in 2017 and a $410.8 miltion
afler-tax net realized caprtal gawn resulting from real estate transactions in 2017. These decreases were partially offset by an $86 4 million decrease in losses on
dervatives not designated as hedging nstruments.

Total Revenues

Premiums mcreased $128.2 million for the U.S [nsurance Solutions segment primarily due to growth in the business. Premiums increased $99.2 millien for
the Principal Intemmational segment primarily due to higher sales of single premium annuities with life contingencies in Chile.

Fees and other revenues tnereased $296 7 million for the Principal Global Investors segment primarily due o an accelerated performance fee resulung from
the realignment of a real estate team in the third quarter of 2018

Net investment income increased primarily duc to higher average invested assets in our U 5. operations. For additional infonmation. see “Investments —
Investment Results — Net [nvestment Income."

Net realized capital gains (losses) can be volatile due 1o other-than-lemporary impairments of invested assets, mark-to-market adjustments of certain invested
assets and our decision to scll invested assets. We had net realized capital
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losses in 2018 as compared to net realized capital gains in 2017 primarily due to $690.9 million in net gains resulting from real estate transactions in 2017. This
was partially offset by a $141.5 million decrease in losses on derivatives not designated as hedging instruments. For additional information, sec "Investments -—
Investment Results — Net Realized Capital Gains (Losses)."

Total Expenses

Benefits, ¢laims and settiement expenses increased for the Principal [ntemational segment primarily in Latin America due to $97.9 million higher sales of
single premium annuities with life contingencies ip Chile and $47.7 million higher reserves related to higher imflation-based interest crediting rates to customers.
Benefits, claims and seltlement expenses increased $126 4 million for the Retirement and income Solutions segment primarily due te an increase in reserves
resulting from higher sales of single premivum individual annuities with ife contingencies. Benefits, claims and settlement expenses increased $99 3 million for the
U.S. Insurance Solutions segment primarily due to growth in the business

Operating expenses increased $202.2 million for the Principal (lobal Investors segment primarily due to an increase in operating expense related to the
realignment of a real estate investment team in the third quarter of 2018,

Income Taxes

The effective income tax rates were 13% and (3)% for the years ended December 31, 2018 and 2017, respectively. The effective income tax rate increased to
13% for the year ended December 31, 2018, from (3)% for the year ended December 31, 2017, primarily due to the impact of the U5, tax reform relative to
changes in income before income taxes. See llem 8. "Financial Statements and Supplementary Dria, Notes 10 Consolidated Financial Staiements, Note 10. Income
Taxes" under the caption, "Effective Income Tax Rate" for further discussion.

Year Ended December 31, 2017 Compared to Year Ended December 31, 2016
Net Income Attributable to Principal Financiad Group, Inc.

Net income attributable to Principal Financial Group, Inc. increased primarily due to a $568.3 million U.S. tax reform net benefit n 2017 and a $410.8 wmillon
afler-tax net realized capital gain resulling from real estate transactions in 2017.

Total Revenues

Premiams increased $810.2 millien for the Retirement and Income Solutions segment primarily due to higher sales of single premium group and individual
annuities with life contingencies. The single premium group annuity product, which is typically used to fund defined benefit plan terminations. can generate large
premiums from very few customers and therefore premiums tend to vary from penod to period.

Fees and other revenues increased $92.1 nullion for the Retirement and Incomie Selutions segment primarily due to lugher fees stemining front an increase in
mean account values, which resulted from an increase in the daily average equity markets since 2016. Fees and other revenues increased $79 9 million for the U S.
Insurance Solutions segment primarily dye o growth in the business. Fees and other revenues increased $61.1 million for the Principa! Global Investors segment
primarily due to an increase in management fee revenue resulting from higher AUM

Net investment income increased primarily due to higher average invested assets in our U.S. operations. Fer additional informaiion, see "lnvesiments —
Investment Results — Net Investment Income.”

Net realized capital gains (losses) can be volatile due to other-than-temporary impairments of invesied assets, mark-to-martket adjusiments of certain invested
assets and our decision to sell invested assets. Net realized capital gains increased primarily due to $690.9 million in net gains resulting from real estate transactions
in 2017 This increase was partially offset by a $347.1 million change in derivatives not designated as hedging instruments that had losses in 2017 versus gains
2016. For additional information, see "Investments — Investment Results — Net Realized Capital Gains (Losses)."

Total Expenses

Benefits, claims and scttlement expenses increased $864.3 million for the Retirement and Income Solutions segment primarily due to an increase in reserves
resulting from higher sales of single premium group and individual annuities wath life contingencies

Operating expenses increased for the U'S. Insurance Solutions segment primarily due to an $82.9 million increase resulting from an unfavorable impact
assoclated with actuarial assumption updates and model refinements in 2017 as compared 1o a favorable impact in 2016 and a $72.2 million increase associated

with growth in the business.
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Income Taxes

The effective income tax rates were {3)% and 14% for the vears ended December 31, 2017 and 2016, respectively. The effective income tax rate decreased to
(3)% for the year ended December 31, 2017, from 14% for the year ended December 31, 2016, primarily due te a 36% benefit from the impact of the U.S. tax
reform. partially offset by a 16% increase in pre-tax income with no proportionate ingrease in permanent tax adjustments and a 4% increase in state income taxes.
See Item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 10, Income Taxes" under the caption, "Effective
Inceme Tax Rate” for further discussion.

Results of Operations by Segment

For results of operations by segment see Item 8 "Financial Statements and Supplementary Data. Notes to Consolidated Financial Statements, Note 16,
Segment Information."

Retirement and Income Solutions Segment
Retirement and Income Selutions Trends

Several key factors impact revenue and earnings growth in the Retirement and Income Solutions segment, These factors include- the ability of our distribution
channels to generate new sales and retain existing business; pricing decisions that take account of competitive conditions, persistency, mvestment returns, mortality
trends. and operating expense levels. mvestment management performance; equity market retums and interest rate changes. Profitability ubtimately depends on our
ability 1o price products and mnvest assets at a level that enables us to earn a margin over the cost of providing benefits and the expense of acquiring and
administening those products.

Net revenue is a key metric used to understand Reurement and Income Solutions earnings growth. Net revenue is defined as operating revenues less benefits,
claims and settlement expenses less dividends to policyholders Net revenue from Retirement and Income Solutions — Fee is primarily fee based and is impacted
by changes in the equity markets. Net revenue trom Retirement and Income Solutions — Spread is driven by the difference between mvestment income ¢arned on
the underlyving general account assets and the interest rate credited 1o the contracts.

The following table presents the Retirement and Income Solutions scgment net revenue for the years indicated:

For the year ended Increase (decrease)
December 31,
2018 2017 206 2018 vs, 2017 2017 vs. 2016
(in millians)
Retirement and Income Solutions — Fee § 16211 § 15943 § L5111 % 268 % 832
Retirement and Income Solutions — Spread 549.3 5442 451 5 51 527
Total Retirement and [ncome Solutions $ 21704 § 21385 § 20026 § 319 8 1359

Retirement and Income Solutions Segment Summary Financial Data

The following table presents certain summary financial data relating to the Retirement and Income Solutions segment for the years indicated:

For the year ended Increase {decrease)
December 31,
2018 2017 2016 2018 vs. 2017 2017 vs. 2016

{in millions)
Operating revenues'

Prenuums and other consideralions § 346359 § 36711 S 28609 % (35 3 8102
Fees and other revenues 1,408.3 1,394.4 1,304 7 13.9 897
Nel iy gstiment mcome 2.241.7 21001 1,985 1 141 6 1150
Total operating revenues 7,285.9 7,165.6 6,150.7 1203 1,014.5
Expenses
Benefits, clauns and settlement expenses, including dividends to policyholders 51155 5,027.1 4.148.1 884 879.0
Operating expenses 1.289.8 1,2387 1,208 | 511 306
Total expenses 6,405.3 6,205 8 53562 139 5 909 &
Pre-tax operating earmings § 8806 % 8998 § 7945 % (192) % 1053
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Year Ended December 31, 2018 Compared to Year Ended December 31, 2017
Pre-Tax Opcrating Earnings

Pre-tax operating ¢arnings decreased in our Fee business primarily due to a $24.3 million increase in DAC amortization siemming from unfaverable equity
market performance in 2018 compared 1o favorable equity market performance in 2017, a $17.1 million increase in expenses to support our businesses. an
$11.5 million increase in staff related costs. including pension and other postretirement benefits. and a $6.2 million decrease in variable investment income. These
decreases to pre-tax operating earnings were offset by a $48.7 million impact associated with actuarial assumption updates and model refinements, which were
favorable in 2018 compared to unfavorable i 2017 Pre-tax operating earnmgs decreascd in our Spread business primarily due to a $7.7 million less favorable
impact associated with actuarial assumption updates and model refinements in 2018 compared to 2017,

Net Revenne

Net revenue increased in our Fee business primarily due to a $33.7 million less unfavorable impact associated with actuarial assumption updates and model
refinements m 2018 compared to 2017. The increase was slightly offset by a $6 2 million decrease in variable investment income.

Operating Expenses

Operating expenscs increased in our Fee business due to a $24 3 million increase in DAC amortization stemming from unfavorable equity market perforimance
in 2018 compared 10 favorable equity market performance in 2017, a $17 1 million mcrease ip expenses 10 support ous businesses and an $11.5 million increase in
staft related costs, including pension and other postretirement benefits. These increases were partially oftset by a 322 0 mullion decrease in commission expense
relating 1o changes in commission arrangements with advisors, Operating expenses increased in our Spread business primarily due to a 87 1 million increase in
expenses to support our businesses and a $3.4 million increase in sales campensation dug to growth in our single premium individual annuities block of business.

Year Ended December 31, 2017 Compared to Year Ended December 31, 2016
Pre-Tax Operating Earnings

Pre-tax operating earnings increased $33 4 million in our Iee business primarily due to higher fees stemming from an increase in mean account valugs, which
resulted from an increase i the daily average equity markets since 2016, Pre-tax operating carnings mcreased in our Spread business primarily due to a
$54.4 million increase attributed to higher mean account values stemming from growth in the business and a $24.6 million favorable impact associated with
actuarial assumption updates and model refinements in 2017 compared to 2016

Net Revenue

Net revenue increased $83.2 million in our Fee business primarily due to higher fees stemnung from an mcrease in mean account values, which resulted from
an increase in the daily average equity markets since 2016, Net revenue increased $52.7 million in our Spread business primanly due to higher fees from an
Increase i mean account values, which resulted from growth in the busincss.

Operating Expenses

Operating expenses increased in our Fee business primarily duc to a $24 4 million increase in staff related costs and a $15 1 miliion increase in non-deferrable
comimission expense and investment management {ee expense related to an increase in mcan account values, which resulted from an increase m the daily average
equity markets since 2016, Operating expenses deereased in our Spread business pnimarily due to a $20.7 million decrease in DAC amortization expense resulting
from a favorable impact associated with actuanial assumption updates and model refinements in 2017 compared to 2016,

Principal Global Investars Segment
Principal Glgbal Investors Trends

Our overall AUM decreased $37.4 billion in 2018 driven by negative net cash flow. negative market returns and the realignment of a real estate investment
teamn. We continue to expand our global presence and believe we are well positiened to capture changing market conditions and client needs.

The following table provides a summary of AUM managed by Principal Global Investors by the business area that sourced or generated the AUM Principal
Global [nvestors sourced represents institutional and fund platform AUM sourced by Principal Global Investors' distribution teams. General account represents
general account assets of domestic
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insurance companies and other balance sheet assets. Other affiliated sources represents AUM sourced by other PFG businesses (e g., separate account assets).

For the year ended
December 31,

2018 2017 2016
{in biffions)
Pringipal Global Investors sourced § 1802 § 2192 § 2003
General account 79.8 764 728
Other affiliated sources 124.5 1353 1174
Total AUNM § 3935 % 4309 § 3905

Principal Glebal Investors Segment Summary Financial Data

AUM 1s the base by which we generate management fee revenues. Market performance and net cash flow are the two mam drivers of AUM growth. Market
performance reflects equity, fixed income, real estate and other altermnative investment performance. Net cash flow reflects client deposits and withdrawals. The fee
levels on these client deposits and withdrawals are increasingly becoming the more unportant factor to revenue growth and will vary widely based on business
and/or product mix.

The following table presents the AUM rollforward tor assets managed by Principal Global Investors for the periods indicated:

For the year ended
December 31,

2018 2017 2016
(i billions)
AUM, beginmng of period § 4309 § 3905 % 3608
Net cash flow {1) (15.2) 2" 90
Investment perfonmance {2) (13.7) 431 217
Operations acquired (3} 3.8 — —
Operations disposed (4) (1L.0) — —
Other (5) {1.0) - [{A)
AUM, end of period $ 3935 § 4309 $ 3908
(I} Simular to the asset management industry, we expenenced elevated withdrawals in 2018 prumanly due to increased demand for lower cost options, higher mterest rates, volathity in
caputal mackets and tax-related redempuion acuvity
[0d} Vanations 1n invesiment performance are pnmartly the result of fluctuations in market performance over time
1) Reflects assets managed by Principal Global Investors resulting from the acquisimon of INTERNOS i Apnl 2018
) Reflects outflows of $9 2 billion related to the realignment of a real estate investment management team 1 the third quarter of 2018 and $1 8 billion related 10 a decision to exit the

actively managed curreney market m the fourth quarter of 2018

(S Primanly reflects the transfer of assets belween managers and the effect of exchange rates,

The following table presents certain summary financial data relating to the Principal Global lnvestors segment tor the vears indicated:

For the year eaded Increase (decrease)
December 31,
2018 2017 2016 2018 vs. 2017 2017 vs. 2016

(in miflions)
Operating revenues

Fees and other revenues § 1,7309% £ 14342 § 1,373 % 2967 § 611
Net invesument income 5.4 192 140 (4.8) 3.8
Total aperating revenues 1,736.3 1,444 4 1,387 1 2919 573
Total expenses 1,177.4 965 0 9374 2084 e
Pre-tax operating earnings atinbutable to nongontrolhing iterest 5.7 57 59 — 02
Pre-tax operating earnings $ 553.2 & 4697 % 4438 3% 815 % 259
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Year Ended December 31, 2018 Compared to Year Ended December 31, 2017
Pre-Tax Operating Earnings

Pre-tax operating earnings increased due to a $253. 1 million accelerated performance fee resulting from the realignment of a real estate investment tcam in the
third quarter of 2018. This was partially offset by an increase of $151.9 million in operating expenses related o the realignment.

Year Ended December 31, 2017 Contpared to Year Ended December 31, 2016
Pre-Tax Operating Earnings

Pre-tax operating earnings increased due to a $96.9 million increase in management fee revenue as a result of increased AUM partially offset by a
$39.2 million decrease in performance fee revenue largely due to a prior year trienmal performance fee in our real esiate busincss. Additionally. expenses
supporling the business increased $31.6 million.

Principal International Scgment
Principal International Trends

Cwir Principal international businesses focus on locations with growing middle classes, favorable demographics and increasing long-term savings. ideafly with
voluntary or mandatory pension warkets. With variations depending upon the specific location, we have targeted these markets for sales of retirement and related
products and services, including mutual funds, asset management, income annuities and life insurance accumulation products to businesses and individuals.

We have pursued our international strategy through a combination of acquisitions, start-up operations and joint ventures, which require infusions of capital
consistent with our strategy of Jong~term growth and profitability.

Principal International Segment Suptmary Financial Data

AUM is generally a key indicator of earnings growih for the segment, as AUM is the base by which we can generate local currency prolits. The Cuprum
business in Chile differs in that the majorily of fecs are collected with cach deposit by the mandaloty retirement customers, based on a capped salary level. as
opposed to asset levels. Net customer cash flow and market performance are the two main drivers of {ocal currency AUM growth. Net customer cash flow reflects
our abuity to attract and retain client deposits. Market performance reflects the investment returas on our underlying AUM. Our fiancial results are also impacted
by fluctuations of the foreign cursency to U.S dellar exchange rates for the locations in which we have business. AUM of our foreign subsidiarics is trapslated into
U.S. dollar equivalents at the end ot the reporting period using the spot foreign exchange rates. Revenue and expenses for cur foreign subsidiaries are translated
inte U.S. dollar equivalents at the average foreign exchange rates for the reporting period.

The following table presents the Principal International segment AUM rollforward for the years indicated

For the year ended

December 31,
2048 an? 2016
{inn billisns)

AUM, beginming of period § 1607 S (371 § (099
Net cash flow 51 63 9]
Investment performance (1) 4.0 133 99
Cperations acquured {2) 38 — —
Operations disposed (3) (0.2} — —
Eftect of exchange rares (i7.4) 43 91
Other (0.5} (03) (0.9)

AUM, end of penod 5§ 1585 3 1607 § 1371

(1) Variations in investiment perfennance are primaiily the result of fluctuations 1n market performance over time

(2) Reflects the February 2018 acquisition of MelLife, Inc 's pension fund management business in Mexice

(3) Reflects the December 2018 disposinon of a closed block of business in Mexco
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Net revenue is a key metric used to understand the earnings growth for the Principal International segment. The following table presents the net revenue of the
Principal International segment for the years indicated

For the year ended Increase {decrease)
Tecember 31,
2018 2047 2016 2018 vs, 2017 2017 vs. 2016
fin miilions)
Net revenue § 728% § 7601 § 6780 § (319) % 82.1

The following table presents certain summary financial data relating to the Principal International segment for the years indicated:

For the year ended Increase (decrease)
December 31,
2018 2017 2016 2018 vs, 2017 2017 vz. 2016

{in mifliona)
Operatng revenues

Preniums and other vonsiderationg % 3172 % 2180 % 2736 % 992 % {366}
Fees and other revenues 484.4 4335 407 4 509 26.1
Net investment mcome 5713 &00 3700 {28 7) 300
Total operating revenues 13729 1,251.5 1,2520 121.4 ©.5
Expenses
Benefits, claims and settlement expenses 644.7 491.4 5740 153.1 {826)
Operating expenses 465.2 4262 1876 43 0 86
‘Total expenses 1,113.9 9N7.6 961.6 196.3 (44.0)
Pre-tax operating earntngs attnibutable (o noncontrolling interest 3.3 3o 23 (0 6} 16
Pre-tax operating eamimngs § 2557 $ 3300 $ 2881 % (T4 § 419

Year Ended December 31, 20118 Compared 1o Year Ended December 31, 2017
Pre-Tax Operating Earnings

Pre-tax aperating carninigs decreased $93 8 mdhon in Latin America primarily due to the impacts of the third quarter actuarial assamption updates and model
refinements in Brazd, which resulted in a $41.7 million decrease in pre-tax operating carnings relative to the year earlier period, $32.1 million of unfaverable
relative market performance on our required regulatory investments and $13.9 million of foreign currency headwinds, This was partiatly offset by an increasc in
Asia's pre-tax operating earnings of $24.7 million due to continued growth in the business.

Net Revenue

Net revenue decreased 353 8 million in Latin America primarily due to the impacts of the third quarter actuarial assumption updates and model refinements in
Brazil, which resulted i a $41 7 million decrease in net revenue relative to the year earlier penied, and $31.0 million of unfavorable relative market performance ob
our required regulatory investments. This was partially offset by a $21.3 million increase in Asia’s net revenue due (e continued growth in the business.

Year Ended December 31, 2017 Compared to Year Ended December 31, 2016
Pre-Tax Operating Earnings

Pre-tax operating carnings increased $29.1 million in Latin America primarily due to $17.8 nullion of increased earnings from our equity method investment
in Brasilprev, of which $11.3 millien was due (o the strengthening of the Brazilian real against the U.S. dollar, and due to $17.0 million favorable relative market
performance on our required regulatory investments relative to the year earhier period. In addition, Asia pre-tax operating earnings increased $21.8 mullion due to
continued growth in the business

Net Revenue

Net revenue increased $57.0 milhen 1n Laun America due to $17.8 million of increased earnings from our equity method investment in Brasilprev, of which
$11.3 million was due 1o the strengthening of the Brazilian real against the U.S. doliar, and due 1o $17.3 million favorable relative market performance in our
required regulatory investments. Net revenue in Asia increased $25.2 million due 1o continued growth in the business.
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U.8. Iasurance Solutions Segment

U.S. Insurance Solutions Segment Summary Financial Data

Premium and fees are a key metric for growth in the UL.S. Insurance Solutions segment. We receive premiums on our specialty benefits insurance products as
well as cur traditional life insurance products. Fees are generated from our specialty benefits fee-for-service products as well as our universal lifc, variable
universal life and indexed universal life insurance products. We use several reinsurance programs to help manage the mortality and morbidity risk. Premum and

fees is reported net of reinsurance premiums.

In our Specialty Benefits ibsurance business, premium and fees growth is a result of strong retention. sales and in-group growth In our Individual Life

Insurance business, premium and fees growtt is driven by recurring premiums and sales with a focus on maintaining a balanced product portfolio.

The following table presents the U.S. Insurance Solutions segment premivm and fees for the vears indicated:

Specialty Benefits insurance
Individual Life insurance

The following table presents certain summary financial data relating to the U.S.

Operating revenues
Premuums and ather considerations
Fees and other revenues (1)
Net investinent income
Tetal operaung revenues
Expenses
Benefits, claims and settlement expenses (1)
Dividends to policyhalders (13}
Operating expenses (i)
Total expenses
Pre-tax operating sarnings (1)

(ty For further details related 1o the impact associated with actuanal assumption updates and model refinements on results for 2018, 2017, and 2016, see "Transactions Affecting

For the yvear ended Licrease (decrease}
December 31,
2018 2017 2016 2018 vs 2017 2017 vs, 2046
(in milliuns)
$ 20695 § 20211 $ 18623 § 484§ 1588
1,091.8 1,0823 996 1 95 862

Insurance Solutions segment for the years indicated:

For the year ended Increase {decrease
December 31,
2018 2017 2018 2048 vs. 2017 2117 vs, 2016
{121 miillions)

§ 24565 § 23280 § 21036 § 1282 % 147
804.6 T14.9 694 .6 297 803
819.8 799 4 T 204 203

4,080.9 3,9026 31,6373 1783 2653
2,446.0 23463 22205 997 1258
123.4 1244 1562 {iim argy
_1,067.9 1,047.2 399 4 207 147.8
3.637.3 35179 3,276 1 1a4 2418

3 4436 % 3837 % 3612 0§ 539 § 235

Comparabslity of Results of Gperations — Other — Actuanal Assumption Updates "

Year Ended December 31, 2018 Compared to Year Ended December 31, 2017

Pre-Tax Operating Earnings

Pre-tax operating earmnings fncreased $33.5 miillion in our Specialty Benefits tnsurance business primarily due to more taverable claims eaperience Pre-tax
operating earnings increased $25.4 million m our Individual Life insurance busincss primarily due to a less unfavorable impact associated with actuarial
assumption updates and moedel refinements in 2018 as compared to 2017,

Operating Revenues

Premium and fees increased primarily due to growth in the business.

Total Expenses

Benefits, claims and scitiement expenses increased primarily due to $114.3 million related to growth n the business. partially offser by $40.1 million of
favorable claims experience in our Specialty Benefits insurance business

Operating expenses increased $64.6 million in our Specialty Benefits insurance business primarily due to growth in the business. Operating expenses
decreased $43.9 million in our Individual Life insurance business primarily due to a favorable impact associated with actuarial assumption updates and model
refinements in 2018 as compared to an unfavorable impact in 2017
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Year Ended December 31, 2017 Compared to Year Ended December 31, 2016
Pre-Tax Operating Earnings
Pre-1ax operating earnings increased primarily due to growth in the busmess.
Operating Revenues
Premium and fees increased primarily due to growth in the business.
Total Expenses

Benefits, claims and settlement expenses increased $91.1 million in cur Specialty Benefits insurance business primarily due to growth in the business.
Benefits, claims and settlement expenses wicreased in our Individual Life insurance business primarily due to a $61.5 million increase associated with growth in the
business, partially offset by a $35.1 million decrease resulting from a less unfavorable impact associated with actuarial assumption updates and mode] refinements
in 2017 as compared to 2016.

Operating expenses increased m our Specialty Benefits insurance business primarily due to a $30.7 million increase associated with growth in the business and
a $12.1 million increase resulting from a favorable impact associated with actuanal assumption updates and model refinements in 2016 and no impact in 2017,
Operating expenses increased $83.1 million in our Individual Life insurance business primanly resulting trom an unfavorable impact asseciated with actuarial
assumption updates and model refinements in 2017 as compared to a favorable impact in 2016.

Corporate Segment
Corporate Segment Summary Financial Data

The following table presents certain summary financial data relating 1o the Corporate segment {or the years indicated:

For the year ended Increase (decrease)
December 31,
1018 2017 2016 2018 vs. 2017 2017 vs. 2018
{in mitlions)
Total operating revenues 5 (512 5 (608 § {463} % 96 % (14.5)
Tatal expenses 124.8 148 8 1501 (24 Oy [QIKi]
Pre-tax operating earnings attributabie to noncontrelhimg interest 2.6 0.9 225 1.7 (21.6)
Pre-tax operating |osses $ 786y § {2105 § (2IB9Y § 312 8 84

Year Ended December 31, 2018 Compared to Year Ended December 31, 2017
Pre-Tax Operating Losses
Pre-tax operating losses decreased primarily due to interest and penalty abatements recerved related to tax settlements recorded mm 2018
Year Ended December 31, 2817 Compared te Year Ended December 31, 2016
Pre-Tax Operating Losses

Pre-lax operating losses decreased primarily due to a $17.1 million reduction in financing activities and a $14.7 millien reduction in pension and OPEB
expense. These were partially offset by a $20 0 million fee resulting from our election to discentinue an arrangement with one of our financing counterpartics in the
first quarter 0f 2017

Liquidity and Capital Resources

Liquidity and capital resources represent the overall strength of a company and its ability te generate strong cash flows, borrow funds at a competitive rate and
raise new capital 1o meet operating and growth needs. Our legal entity
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structure has an impact o our ability to meet cash flow needs as an organization. Following (s a simplified organizational structure.

Principal Finaneial Group, Inc.

i

Principel Financial Services, Inc,

1
[ [ I 1

Principal Life Principal Principzl Global S
Insurance Company International Entities Investors Entities Other Subsidiaries
Other Subsidiaries

Liquidity

Our liquidity requirements have beets and will continue to be met by funds from consolidated operations as well as the issuance of commercial paper, common
stock, debt or other capital securities and borrowings from credit facilities We belicve the cash flows from these sources are sufticient to satisfy the current
tiquidity requirements of our operations, including reasonably foreseeable contingencies.

We maintain a level of cash and securities which. combined with expected cash inflows from investments and operations. we believe to be adequate 1o meet
anticipated shont-term and long-term payment obligations. We will continue our prudent capital management practice of regularly exploring options available to us
to maximize capital flexsbility, including accessing the capital markets and careful attention to and management of expenscs.

We perform rigorous liquidity stress testing to ensure our asset portfolio includes sufficient high quality hguid assets that could be utilized to bolster our
liquidity position under increasingly stressed market conditions. These assets could be utilized as collateral for secured borrowing transactions with various third
parties or by selling the securnities in the epen market if needed.

We also manage liquidity risk by limiting the sales of liabilities with features such as puts or other options that can be exercised at inopportune times For
example, as of December 31, 2018, approximately 39 8 billion, or $9%. of our institutional guaranteed investment contracts and funding agreements cannot be
redeemed by contractholders prior to maturity. Our individual annuity liabilities also contain surrender charges and other provisions limiting ¢arly surrenders

The follewing table summarizes the withdrawal characleristics of our domestic general account investment contracts as of December 31, 2018

Contractholder funds Percentage
(irt mmillinns)

Not subject to discretipnary withdrawal b 0,982.8 313
Subject to discretionary withdrasal with adjustiments

Specified surrender charges 87128 273

Market value adjustiments 7.327.9 30
Subject to discretionary withdrawal without adjustments 5,848.8 184
Total domestic ivestiment contracls 13 318723 100.0%

Umiversal life insurance and certain traditional life insurance pelicies are also subject to discretionary withdrawals by policyholders However, life insurance
policies tend to be less susceptible to withdrawal than our investment contracts because policyholders may be subject to a new underwriting process in order 1o
abtain a new hic insurance policy. In addition, cur life insurance liabilities include surrender charges to discourage carly surrenders.
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We had the following short-term credit faciities with various financial institutions as of December 31, 2018,

Financing Amount
ObligoriApplicant siructure Maturity Capacity vulstanding (3)
(i millivns)
PFG, PFS, and Principai Tife as co-horrowers { 1) Credit facility MNovember 2023 $ 600.0 % —
PFG, PFS, Principal Life and Principal Financial Services ¥V (UK) LTD as ce-
borrowers (1) Credit facility November 2023 200.0 —

Principal International Chile (2) Unsecured

inos of eredns 141.4 4.9
Principal Life Unsecured

ling of gredit September 2019 50.0 —
Tarsl 3 10014 B 42,3
{1 The credit facibity was extended during the fourth quarter of 2018 and s supperted by eighteen banks
2) The unsecured lines of credit can be used for repurchase agreements ur other borrowings Fach line has a maturity of less than ene year
{33 The amount cutstanding 1s reported in short-term debt on the consolhidated statements of financial position

The revolving credit facilities are committed and available for general corporate purposes. Most of the banks supperting the credit facilities have other
relationships with us. Due to the financial strength and the strong relationships we have with these providers, we are comfortable we have very low risk the
financial institutions would be unable or unwilling to {und these facilities.

The Holding Companies: Principal Financial Group, Inc. and Principal Financial Services, fnc.  The principal sources of funds available to our parent
nolding company, PFG. are dividends from subsidharies as well as its ability to borrow funds at competitive rates and raise capital to meet operating and growth
needs. These funds are used by PFG to meet its obligations, which mclude the payment of dividends on commeon stock, debt service and the repurchase of stock
The declaration and payment of commen stock dividends is subject o the discretion of our Board of Directors and will depend on our overall financial condition,
results of operations, capital levels, cash requirements, future prospects, receipt of dividends trom Principal Life (as described below), risk management
considerations and other factors deemed relevant by the Beard. No significant restrictions limit the payment of dividends by PFG. except those generally applicable
to corporations incorporated in Delaware.

Dividends from Principal Life, our primary subsidiary, are limited by lowa law. Under lowa law, Principal l.ife may pay dividends only from the earned
surpbus anising from its business and must receive the prior approval of the Comnussioner of Insurance of the State of lowa (the "Cemmissioner”) to pay
stockholder dividends or make any other distribution if such distribution would exceed certain statutory limitations. lowa law gives the Commissiener discretion to
disapprove requests for distributions in excess of these limitations. Extraordinary dividends include those made, together with dividends and other distributions,
within the preceding twelve months that exceed the greater of (1) 10% of statutory polieyholder surplus as of the previous year-end or (4) the statutory net gain
from operations from the previeus calendar year, not to exceed ecamed surplus Based on statutory results for the year ended December 31, 2018, the ordinary
stockhulder dividend Limitation for Principal Life is approximately $1,085.7 million in 2019.

Total stockhelder dividends paid by Principal Life to its parent in 2018 were $340.0 million, all of which was extraordinary and approved by the
Commissioner. As of December 31, 2018, we had $1,569.2 million of cash and liquid assets held in our holding companies and other subsidiaries, which is
available for corporate purposes, This meludes assets in excess of targeted statutory capital ratios and immediate working capital needs. Corporate balances held in
foreign holding companies meet the indefinite reinvestment exception (see [tem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial
Statements, Note 10, Income Taxes"). We recorded a one-time deemed repatriation tax on certain accumulated foreign earnings as a result of the U.S. tax reform;
however, we have not had a change in the indefimite reinvestment assertion as we still have plans in place to use cash offshore.

On May 1, 2017, Principal Life sold tts ownership interest in Principal Global Investers, LLC to Principal Life's direct parent, PFS, in connection with a
corporate reorganization designed to better utilize and allocate capital intemnally. Subsequent to the sale, Principal Life paid an extraordinary dividend of
$1.068.4 millien to its parent. which was approved by the Commussioner. primanly from proceeds received from the sale. In 2017, total stockholder dividends paid
by Principal Life to its parent were $1,818 4 million, all of which was extraordinary and approved by the Commissioner.

In 2016, total stockholder dividends paid by Principal Life to its parent were $1.175.0 mitlion, of which $650.0 million was extracrdinary and approved by the
Coemmissioner.

Operations, Our primary consolidated cash flow scurces are premiums from insurance products, pension and annuity depoesits, asset management fee
revenues, administrative services fee revenues, income from invesiments and proceeds from the sales or maturity of investments. Cash outflows consist primarily
of payment of benefits to policyholders and beneficiaries, income and other taxes. current operating expenses, payment of dividends to pelicyholders, payments in
connection with investments acquired, payments made to acquire subsidiarics, payments relating to policy and contract surrenders, withdrawals, policy loans,
interest payments and repayment of short-tenn debt
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and long-term debt. Our investment strategies are gencrally intended to provide adequate funds to pay benefits without forced sales of investments. For a discussion
of our investment objectives and strategies, see "Investments.”

Cash Flows,  All cash flow activity, as reported in our conselidated statements of cash flows, provides relevant information regarding our sonrces and uses
of cash. The following discussion of our operating, investing and financing portions of the cash flows excludes cash flows attributable to the separate accounts.

Net cash provided by operating activities was $5,156.5 million. $4.188 0 million and $3.857.8 million for the years ended December 31. 2018, 2017 and 2016,
respectively. Our insurance businesses typically generate positive cash flows from operating activities, as premiums collected from our insurance products and
income received from our investments exceed acquisition costs, bencfits paid, redemptions and operating expenses. These positive cash flows are then invested to
support the obligations of our insurance and investment products and required capital supporting these products Our cash flows {rom operating activities are
aftected by the timing of premiums. fees and investment incotne received and benefits and expenses paid. The increase in cash provided by operating activities in
2018 compared to 2017 was primarily due to growth in the business and a decrease in net cash outflows for trading securities and equity securities with operating
mntent, The increase in cash provided by operating activities in 2017 compared to 2016 was the result of fluctuations in rcecivables and payables associated with the
timing of settlements. The increase was partially offset by nct cutflows from trading securities.

Net cash used in investing activities was $5,702.5 million, $4,052.8 million and $5.153.9 million for the years ended December 31, 2018, 2017 and 20156,
respectively. The increase in cash used in investing activities in 2018 compared to 2017 was driven by increased net purchases of fixed maturities available-for-sale
and equity securities with intent to hold, an increase in mortgage loans acquired or originated and a decrease in cash provided from the sale of real estale. The
decrease in cash used in investing activitics in 2017 comparcd to 2016 was driven by decreased net purchases of available-for-sale securities and the nct sale of real
estare.

Net cash provided by finaneing activities was $1.052.7 million and $1,450.9 million for the ycars ended December 31, 2018 and 2016, respectively, compared
te net cash used in {inancing actvitics of $384 0 million for the year cnded December 31, 2017 The increase in cash provided by financing activities in 2018
compared to 2017 was the result of higher net investment centract deposits in 2018 as compared te 2017, The increase in cash used in financing activities i 2017
compared to 2016 was the result of lower net investment contract deposits primarily in the investment only business.

Shelf Registration.  On May 3, 2017. our shelf registration statement was filed with the SEC and became effective The shelf registration replaced the shelf
registration that had been in effect since May 2014, Under our current shelf registration. we have the ability to issue. in unlimited amounts, unsecured senior debt
secyrities or subordinated debt securitics. junior subordinated debt, preferred stock, common stock. warrants. depositary shares. purchase contracts and purchase
units of PFG. Our wholly owned subsidiary. PFS. may guaraatee, fully and unconditionaily er otherwise, our ebligations with respect 1o anv pon-convertible
securities. other than common stock. described in the shelf registration. For information on senior notes issued from our shelf registration. see I[tem 8. "Finangial
Statements and Supplementary Data, Notes 1o Consolidated Financial Statements. Note 9, Debt.”

Shert-Term Debt.  Por short-tenn debt information, see Item 8. "Financial Statements and Supplementary [ata. Notes to Censolidated Financial Statements.
Note 9. Debt "

Long-Term Debt. On November 10. 2016, we issued $650.0 million of senior notes, in iwo tranches. The proceeds from the issuance of these notes were
used to redeem our notes payable due in 2017 and 2019. On November 18 and December 3, 2016, we used available cash to purchase approximately $94.4 million
in aggregate principal amount of our senior notes due mn 2036, See ltem 8 "Financial Statements and Supplementary Dala, Notes w Consolidated Tinancial

Statements, Note 9, Debt” for further information.

Contingent Funding Agreements for Senior Debt Issuarce.  On March 8. 2018, we entered o two contingent funding agreements that give us the right at
any time over a len-year or thirty-year period to issue up to $400.0 million or $350.0 million. respectively, of semuor notes. For more intormation on the contingent
funding agreements, see ltem 8. "Financial Statements and Supplementary Data. Notes to Consolidated Financial Staiements. Note 9. Debt” under the caption
"Contingent Funding Agreements for Senior Debt Issuance.”

Stocklioiders' Equity.  Proceeds from the issuance of our common stock were $64.0 million. $162.5 million and $37.8 million in 2018, 2017 and 2016.
respectively.

The following table summarizes our return of capital to common stockholders.

For the year ended
December 31,

2018 2017 2016
{in miltiony)
Dividends te stackholders b 5486 5 S4u0 & 4649
Repurchase of common stock 6716 2204 2773
Total cash returned to stockholders s 12702 § Je04 § 7422
Number of shares repurchased 12.1 3o 67
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For additional stockholders' equity information, see Item 8. “Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements,
Note 13, Stockholders' Equity "

Capitalization

The fellowing table summarizes our capital structure:

December 31,2018 December 31, 2007
{8 i millions)

Debt
Short-term debt g 429 % 3935
Long-term debt 3,259.6 31,1784
Total debt 3,302.5 32179
Total stockholders’ equity attributable to PFG 11,390.0 12,8493
Totat capitahzaton b3 14,6925 § 16,067 2
Debt 10 equity 29% 25%
Debt 1o capitalization 2% 209%

Contractual Obligations

The followmng table presents payments due by period for long-term contractual obligations as of December 31, 2018

Pavments due in year ending

Total 2024 and
Contractual abligations (b} pAYm Ents 2019 2020- 2021 2022 - 2023 thereafter
{ive millioas)
Contractholder funds {2) SARI007S00ES 6,7316 8 13,637.2 § 9.466.3 $ 70,9153
Future policy benefits and clanns (3} £6,825.6 32454 5977.4 5,591.0 42,011.8

Long-term debt {4) 32591610 26.7 59.8 597.3 1,575.8
Certificates of deposit (5} 500.1 212.3 2109 78.7 1.2
Other long-term liabilities (6) EBRERTIOE 1.905.0 75.5 7.7 223.8
Capntal leases (7) 343 12.7 19.2 2.2 0.2
Long-term debt interest (4} [ s SHIIRA - 139.1 269.3 250.3 1,846.7
Operating leases {8) 255.2 50.3 79.3 43.7 56.4
Purchase obligations {9) m 1,256.6 43.5 10.6 o
Tolai centractual obligations § 1676978 § 13,5797 § 203726 3 16,114.3 3 117,631.2

ty

2)

{3

€2}

Contractual obligauons exctude shon-term habiliies, other policyholder funds, taxes and short-tern: debt as these are not long-term andfor not contractual in nature Contragtual
obligations also exclude obligations under our pension and OPEB plans as we de not anticipate contributions will be needed 1o sausty the mmimum funding requirements of ERISA
for our qualified pension plan, nor do we anticipate centributions to the OPEB plans due to the funded status of the trust In addition, separate account liabilities are excluded
Separare account Labilities represent the fair market value of the assets of the funds that are separately adimunustered by us Generally, the separate account contract owner, rather than
us. bears the vestment nsk of these funds The separate account liabdities are legally segregated and are nol subject 1o clanns that anse out of any other business of ours Net
deposits, net investment income and realized and unrealized capual gains and losses on the separate accounts are not reflected 0 the consolidated statements of operations The
separate account obligations will be fully funded by cash flows trom the separale account assets

Coutacthelder funds include GICs, tunding agreements, individual fixed annuities, umversal hie insurance and other investinent contracts See Ttem § “Financial Statements and
Supplementars Data, Notes to Consalidated Financial Statements, Note 8, Insurance Liabilities” for additional intormation

Amounts included n the contractholder funds ine item reflect estiunated cash payments to be made 1o pehigyholders The sum of the cash cutflows shown for all years in the table
exceeds the correspanding liability amount ncluded in our consohdated statements of financial posiion as of December 31, 2018 The liabilhty amount i our consohdated statements
of lnancial position refleets erher the account value (in the case of individual fixed annuities, umversal hife msurance and GICs) or the par value plus acerued interest and other
adjustments (in the case of funding agreements and other investment conlracts)

Amounts included in the future palicy benefits and ¢lmms hoe item retlect esnimated cash payments to be made to policyholders The sum of the cash outflows shown for all years in
the table exceeds the corresponding liability ameunt included n our consohdated statements of financial position as of December 31, 2018 The Labihry amount in our consehdated
statements of financial position reflects estimated cash payments to policy holders, reductions for expected future prenuums, assumptions with regard 10 the tming of cash payments
and discounting for interest

For long-term debt mformation, see [tem B "Finangaal Statements and Supplementary Data, Notes to Consohdated Financial Statements, Note 9, Debt "
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(5 Amounts included in the certificates of deposit line item retlect estimated cash payments to be made, mcludmyg expected interest pay ments Certificates of deposit are reported with
other liabilities on our consolidated statements of financial pusiion

) Amounts included in the other long-term labilities hing 1tem are contractual, non-cancelable and Jong-term in nature The total payments prumanly relate o savings deposits as well
as premium assoctated with purchased option contracts where payments are made over the life of the contract This line item excludes accruals, short-term 1tems and 1tems not
contractual in nature

{7 Amounts wefuded in the capital {eases line itew represent future nunimun fease pay ments due under capual feases for bwidings and hardware storage equipment For capuial fease
information, see liem 8 "Finaneial St ts and Suppl v Data. Notes to Consolidated Financial Statements, Note 12, Contngencies. Guarantees and Indemnificanons”
under the caption, "Capital Leases "

(8) Amounts included 1n the operating leases line item represent payments due under vanous cperating leases for office space. data processing equipment and office turniture and
eqwpment For operating lease information. see llem 8 "Financial Statements and Supplementary Data, Notes to Consolidated Finaneial Stalements, Nete 12, Contigencies,
Guarantees and Indemmifications" under the caption. "Operating Leases *

) Purchase obligations include material contracts where we have a non-cancelable commitment 1o purchase goods and services i addition 1o commutments to originate loans and
obhyg: » 2 8
purchase investments

Pension and OPEB Plan Funding

We have defined bencefit pension plans covering substantially all of our U S. employvees and certain agents. See Item 8 "Iinancial Statements and
Supplementary Data, Notes to Consolidated Financial Statements, Note 11. Emplovee and Agent Benefits" for a complete discussion of these plans and their effect
on the consolidated financial statements.

We report the net funded status of our pension and OPLEB plans in the consclidated statements of {inancial pesition. The net funded status represents the
difference between the tair value of plan assets and the projected benefit obligation for pension and OPEB plans. The measurement of the net funded status can
vary based upon the fluctuations in the fair value of the plan assets and the actuarial assumptions used for the plans as discussed below The net underfunded status
of the pension and OPEB obligation was $166 0 million pre-tax and $253 7 million pre-tax as of December 31. 2018 and 2817 respectively. Nongualified pension
blan assets are not included as part of the funding status mentioned above. The nonqualified pension plan assets are held in Rabbi trusts for the benefit of all
nonqualified plan participants. The assets held in a Rabbi trust are available to satisfy the claims of general crediters only in the event of bankruptey, Therctore.
these assets are fully consolidated in our consolidated statements of financial position and are not reflected in our funded status as they do not qualify as plan assets
under U.S. GAAP. The market value of asscts held in these trusts was $348.8 million and $352.0 million as of December 33, 2018 and 2017 respectively

Our funding policy for the qualificd pension plan is to fund the plan annually in an amount at least equal to the minimum annual contributions required under
ERISA and, generally, not greater than the maximum amount that can be deducted for U.S. federal income tax purposes. We do not anticipate contributions will be
needed 1n 2019 to satisfv the minimum funding requirements of ERISA for our qualified pension plan. We arc unable to estimate the amount that may be
contributed. but it is possible that we may (und the plans in 2619 up to $25 million. This includes funding for both our qualified and nonqualified pension plans.
We may contribute to our OPEB plans in 2619 pending further analysis.

Contractual Commitments

We have made commitments 1o fund certain limited partnerships and other funds in which we are not the general partner or mvestment manager. As of
December 3%, 2018. the amount of unfunded commitments was $664.7 million. We are only required to fund additional equity under these commutments when
called upon to do so by the partnership or fund. therefore. these commitments are not habilities en our consohdated statements of financial positon.

Off-Batance Sheet Arrangements

Variable Interest Entities. We have relationships with various types of special purpose entities and other entities where we have a variable interest as
described in Hem 8. "Financial Statements and Supplementary Data. Notes to Consolidated Financial Statements, Note 3, Variable Interest Entities." We have made
commitments to fund certain limited partnerships. as previously discussed in "Contractual Commiunents”, somie of which are classified as unconsolidated vanable
interest entities.

Guarantees and Indemnifications.  As of December 31, 2018, no significant changes to guarantees and indemnifications have occurred since December 31,
2017. For guarantee and wndemnification information, see ltem 8. "Financial Statements and Supplementary Data, Notes Lo Consolidated Financial Statements,
Note 12, Contingencies, Guarantees and Indemnifications™ under the caption, "Guarantess and Indemnifications

Financial Strength and Credit Ratings

Our ratings are influenced by the relative ratings of our peers/competiters as well as many other factors including our operating and financial performance.
capital levels, asset quality, Hquidity, asset/liability management, overall portfolio mix, financial feverage (i e.. debt), risk exposures and operating ieverage.
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In August 2018, Fitch affirmed the ‘AA—' financial strength ratings of Principal Life and PNLIC. Fitch also affirmed PFG's semor unsecured debt at 'A-". The
outlook on all ratings remains 'stable’. The rating reflects very strong and stable operating profitability and a very strong business profile, reflecting strong market
position and significant operating scale focusing on small and midsize busincsses in the retirement market.

In April 2018, S&P affirmed the tinancial strength ratings of Principal Life and PNLIC at ‘A+*. S&P upgraded PFG's senior unsecured debt rating to 'A-' from
‘BBBR+' The outlook remams ‘stable’ for all ratings. Principal Life's enterprise nsk management rating was affinmed as 'Strong’. The rating affinnation reflects
S&P's view that we have a very strong competitive position as a leader in the U.S. small to midsize 401(k) market, with strong asset management and insurance
solutien capabilities. The upgrade of the semuer debt rating reflects growth in unregulated cash flow available to the holding company.

In February 2018. A.M. Best affimmed the financial strength ratings of Principal Life and PNLIC at 'A+'. The outlook remains ‘stable’ for all ratings. The
affirmation reflects Principal's very strong balance sheet strength as well as its favorable operating performance, favorable business profile and appropriate
enterprise risk management.

In the fourth quarter of 2018, A M. Best changed its outlook on the U5, life insurance sector to 'stable’ from 'negative’ due to increased profitability. improved
regulatory and tax environments and a strengthening U.S. economy, along with overall reduced balance sheet risk due to a proactive approach taken by companies
i recent years. Frich, S&P and Moody's continue to maintain a 'stable’ outlock as well.

The following table summarizes our significant financial strength and debt ratings from the major independent rating organizations. The debt ratings shown
are indicative ratings. Oultstanding issuances are rated the same as indicative ratings unless otherwise noted. Actual ratings can differ from indicative ratings based
on contractual terms. A rating is not a recommendation to buy, sell or hold securities. Such a rating may be subject to revision or withdrawal at any time by the
assigning rating agency. Each rating should be evaluated independently of any other rating.

A.M. Best Fitch S&P Moody's
Prin¢ipal Financial Group

Seniwor Unsecured Debt (1) a- A A Baua?
Junior Subordinated Debt (2) bbb+ BBB+ Baal
Long-Term Issuer Defauit Ratung A

Principal Financial Services

Semor Unsecured Debt a— A— Baal
Long-Term Issuer Default Rating A

Principal Life [nsurance Company

Insurer Financial Strength At AA- At Al

lssuer Credit Rating aa-

Commercial Paper AMB-1+ A-1+ P-l

Enterprise Risk Managemenl Rating Strong

Principal National Life Insurance Company

Insurer Financial Strength A+ AA- A Al

{1y Pringipal Financial Group's semior debtissuance bas been rated "Baal" by Moody's

(4] Principal Financial Grroup's junior suberdinated debt issuance has been rated "BBR" by S&P and "Baa2" by Moody's

Impacts of Income Taxes
For income tax information. see [tem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 10, Income l'axes.”
Fair Value Measurement

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date (an exit price) The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three levels. The far
value hierarchy gives the highest priority (Level 1) to unadjusted quoted prices in active markets for identical assets or liabilities and gives the lowest priority
{Level 3) to unobservable inputs. The level in the fair value hierarchy within which the fair value measurement in its entirety falls is determined based on the
lowest level inpul that is significant to the fair value measurement in its entirety considering factors specific to the asset or liability. See ltem 8. "Financial
Statements and Supplementary Data, Notes to Consolidated Financial Statements. Note 14, Fair Value Measurements" for further details, including a reconciliation
of changes in Level 3 fair value measurements.

As of December 31, 2018, 39% of our net assets (liabilitics) were Level 1, 57% were Level 2 and 4% were Level 3. Excluding separate account assets as of
December 31, 2018, 3% of our net assets (Liabilitics) were Level 1, 97% were Level 2 and 0% were Level 3.

As of December 31, 2017, 41% of our net assets (liabilities) were Level 1, 56% were Level 2 and 3% were Level 3. Excluding separate account assets as of
December 31, 2017, 3% of our net assets (liabilities) were Level 1, 97% were Level 2 and 0% were Level 3.
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Changes in Level 3 Fair Value Measurements

Net assets (liabilities) measured at fair value on a recurring basis using significant unobservable inputs (Level 3) as of December 31, 2018. were
$8,729.4 million as compared to $7,791.7 million as of December 31, 2017. The increase was primarily related to gains and net purchases in our separalc account
assets and net purchases of certain structured sccurities. These increases were partially offset by net transfers out of Level 3 into Level 2 for certain fixed
maturitics, available for sale. The transfers out of Level 3 were due to our obtaining prices from recognized third party pricing vendors or from intemal models
using substantially all market observable information versus relying on broker quotes or utilizing significant unobservable inputs.

Net assets {liabilities) measured at fair value on a recurring basis using significant unobservable inputs (Level 3} as of December 31. 2017, were
$7,791.7 million as compared to $7,779.6 miltion as of December 31, 2016. The increase was primarily related to gains in our separate account asscts. These gains
were partially offset by net sales of our separate account assets and net transfers out of Level 3 into Level 2 for certain fixed maturitics, available-for-sale. The
transfers out of Level 3 were due to our obtaining prices from recognized third party pricing vendors or from mternal models using substantially all market
observable information versus relaying on broker quotes or utiizing significant unobservable inputs

Investments

We had total consolidated asscts as of December 31. 2018, of $243,036.1 million, of which $84.766.6 million were invested assets. The rest of our total
consolidated assets are comprised primarily of separate account assets for which we do not bear investment risk; therefore, the discussion and financial information
below does not include such assets.

Overall Composition of Tnvested Assets

Invested assets as of December 31. 2018, were predominantly high quality and broadly diversified across asset class. individual credit. industry and
geographic location. Asset allocation is deterinined based on cash flow and the risk/retumn requirements of our products. As shown in the following table. the major
categories of invested assets arc fixed maturities and commercial mortgage loans. The remainder 1s invested 1n other investments. equity securities, real estate and
residential mortgage loans In addition, policy loans are included in our invested assets.

December 31, 2018 December 31,2017

Carrying antount % of total Carrying nmount % oftotal
(5 in millivns)

Fixed maturrties:

Publie s 4D.168.2 8% § 41,999 3 51%

Private 20.576.4 24 17,9551 22
Equity securities 1,343.7 2 1.866 6 2
Mortgage loans

Commercial 13,972.0 16 128715 6

Residential 1,364.9 2 1.279.0 2
Real estate held for sale 209.6 — 2129 —
Real estate held for investment 1,520.1 2 1,523 8 2
Policy loans 801.4 1 808 3 |
Criher investments 4,310.3 3 31,5862 4

Total invested assets 84.7606.6 100% 821027 199

——— e

Cash and cash equivalents 2,977.8 24708

Total invested assets and cash 5 §71,744.1 3 84,5735
Investment Results
Net Investment Income
The following table presents the vicld and investment income, excluding net realized capital gains and losscs. for our invested asscts for the years indicated.
We calculate annualized vields using a simplc average of asset classes at the beginning and end of the reporting period. The vields for available-for-sale fixed

maturities are calculated using
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amortized cost. Prior to 2018, yields on equity securities classificd as available-for-sale were calculated using cost. All other yields are calculated using carrying
amounts.

For the year ended December 31, Increase (decrease)
2018 2017 2016 2018 vs. 2017 2017 vs. 2016
Yield Amount Yield Amount Yield Amount Yield Amount Yield Amount
(% in millivns)
Tixed miaturdies 4.3% §  2,500.3 43% § 138 44% 32,2740 —% % 1514 1% 3 80.9
Egquity securities 2.1 38.8 40 678 36 518 {19 (29 0) a4 163
Mortgage toans — commergial 4.2 568.0 44 5446 44 513 .4 02 214 _ 31.2
Martgage loans -— residential 5.6 134 49 613 53 605 a7 121 04 0%
Real estate 9.2 158.8 83 1264 gl 1279 09 20.4 (0.8) 1.5
Poliey loans 5.6 45.0 56 456 36 463 — 06 — o
Cash and cash equivalents 21 £6,2 11 286 05 14.2 1.0 276 06 144
Other mvestmens 7.2 285.1 87 3164 8§35 293 1 {15} (31 3) 02 23.3
Total 4.4 3,731.6 4.5 3,548.6 46 3.380.9 ®.1) 183 0 1) 1677
Investment expenses (0.1) {102.4) (1) (89 ) {01} (84 4} — {13 1) — (49
Net investment incomeg 43% §  3,629.2 44% 8§ 34563 45% § 3,296 5 0.1)n 3 165.9 01)% 8 1628

Year Ended December 31, 2018 Compared to Year Ended December 31, 2017
Net investment income from fixed maturities increased primarily due to lugher average mvested asscts in our U.S. operations.

Net investment income frem equity securities decreased primarily due to unfaverable relative market performance en our required regulatory investments in
our Latin America business

Net investment inceme from real estate increased primarily due to the sale of certain value-add real estate, additional leasing in the portfolio and decreased
operating expenses at the properties in the current year vs prior year.

Net investiment mcome from cash and cash equivalents increased primarily due to an increase in short-term interest rates coupled with increased cash
equivalents activity compared to the prior year.

Net investment income from other investments decreased primarily due to lower earnings in our equity methed mnvestment in Brazil
Yeur Ended December 31, 2017 Compared to Year Ended December 31, 2016

Net investment income from fixed maturities increased primarily due to higher average invested assets. partially offset by lower investment yields on invested
assets inour U.S operations.

Net investment income froim equity securities increased primarily due to favorable relative market perfonmance on our required regulatory investments in our
Latin America business.

Net investment income from comumercial mortgages increased primarily due to higher average invested assels and higher prepayments, partially offset by
lower investment vields on invested assets in our U.S. operaticns.

Net investment incoeme trom other invesunents increased primarily due to the change in velume of interest rate swaps designated as hedging instruments and
associated market impacts, partially offset by the sale of value-add joint venture real estate during 2016.

Net Realized Capital Gains (Losses)

The following table presents the contributers to net realized capital gains and losses for the years mdicated.

Far the year ended Increase (decrease)
December 31,
2018 2017 2016 2018 vs. 2017 2017 vs. 2016
{in millions)
Fixed maturities, available-for-sale — credit impairments (1) $ (2913 8§ (306) § (965) $ 515 % 158
Commercial mortgage leans — credit impairments 1.6 0 12y (0 4) iz
Other — credit impatrments 4.6 69 40 (2.3) 26
Fixed matunties, available-for-sale and trading — noncredit (41.2) (21 6) 499 {196) (715)
Denvatives and related hedge activities (2) (26,5} {168.0) 179.1 141.5 {347.1)
Other gains (losses) 15.2 785 5 358 {770 3) 749 7
Net realized capita! gains (losses) § (754 § 5242 % 1711 § (5996) % 353.1
{1) Inctudes credit impairments as well as losses on sales of fixed maturimes 10 reduce credit nisk, net of realized credit recoveries on the sale of previously impaired securities Credit

gains on sales, excluding associated foreign currency fluctuations that are included in denvatives
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and related hedge activities, were a net gain of 3¢ 0 milhion, §1 1 nulhon and $0 2 nullion for the years ended December 31, 2018, 2017 and 2016. respectively

(2) Includes fixed matunities, trading net losses of $(2 4} mullion, $0 0 milhon and $¢ ¢ muliion for the years ended December 31, 2018, 2017 and 2016, respectively, which are a
companent of the GAMWB embedded dertvative hedging program net reahzed capual gams (losses) reflected i this hoe

Year Ended December 31, 2018 Compared 1o Year Ended December 31, 2017

Net realized capital losses on fixed roaturities, available for sale
structured fixed maturities.

credit impairments decreased primarily duc 1o lower impaimments on corporale and

Net realized capitai losses on derivatives and relaied hedge activities decreased primarily due to gains in 2018 versus losses i 2017 on the GMWB embedded
derivatives, including changes in the spread reflecting our own creditworthiness, and related hedging instruments and on interest rate swaps not designated as
ficdging instruments due to changes in interest rates These changes were partially offset by currency derivatives that had losscs in 2018 versus gains i 2017 due 1o
changes i exchange rates.

Other pains decreased primarily due to net gains resulting from real estate transactions in 2017,
Year Ended December 31, 2017 Compared to Year Ended December 31, 2016

Fixed maturities, available-for-sale and trading — nongcredit had net losses in 2017 as compared to net gans in 2016 primarily due (o the sale of' a long dated
structured security in 2016 and other noncredit sales at losses in 2017 versus gains in 2016.

Derivatives and related hedge activities had net losses in 2017 as compared to net gains in 2016 primarily due to losses n 2017 versus gains in 2016 on
interest rate swap derivatives not designated as hedging instruments due to changes in interest rates and ncreased losses on the GMWB embedded derivatives.
including changes n the spread reflecting our own creditworthiness, and related hedging instruments

Other gains increased primarily due to net gains resulting from real estate transactions in 2817
U8, Investment Operations

Of our invested assets, $77.274.5 million were held by our U.S. operations as of December 31, 2018, Gur U 8. invested assets are managed primanly by our
Principal Global Investors segment. Our Investment Commitiee, appomted by our Board of Directors. 1s responsible for establishing investment policies and
monitoring nisk limits and tolerances. Our primary investment objective is to maximize after-tax returns consisient with acceptable nisk parameters We seek to
protect customers' benefits by optimizing the risk/return relatienship on an engoing basis, through asset/liability matching. reducing credit risk, avoiding high levels
of investments that may be redeemed by the issuer, maintaining sufticicntly liquid investments and avoiding undue asset concentrations through diversification We
are exposed to twoe primary sources of investment risk:

’ credit risk, relating to the uncertainty associated with the continued ability of an obligor to make timely payments of principal and interest and

interest rate risk, rclating to the market price and/or cash flow variability associated with changes in market yield curves.

Our ability to manage credit risk is essential to our business and our profitability. We devete considerable resources to the credit analysis of cach new
Investment. We manage credit risk through industry. issuer and asset class diversification.

A dedicated committee. comprised of senior investment professional staff members, approves the credit rating for the fixed maturities we purchase. We have
teams of security analysts, organized by industry and assct class. that analyze and monitor these investments Investments held in the port{olio are monutored on a
continuous basis with a formal review documented annually or more frequemily 1f material events affect the issuer. The analysis includes both fundamental and
technical factors. The fundamental analyvsis encompasses both quantitative and qualitative analysis of the issuer. The qualitative analysis includes an assessment of’
both accounting and management aggressiveness of the issuer. In addition, technical indicators such as stock price volatility and credit default swap levels are
monitored. We regularly review our investments to determine whether we should re-rate them. employing the following criteria:
material changes in the issuet's revenues, margins. capital structure or collateral values:
significant management or organizational changes;
significant changes regarding the issuer's industry:
debt service coverage or cash flow ratios that fall below industry-specific thresholds:

violation of financial covenants and

other business factors that relate to the issuer,
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We purchase credit default swaps to hedge certain credit exposures in our investment portfolio. We economically hedged credit exposure in our portfolio by
purchasing credit detault swaps with a notional amount of 395 0 million and $143.5 million as ef December 31, 2018 and December 31, 2017, respectively. We sell
credit default swaps to offer credit protection te investors when enfering into synthetic replicating transactions, When selling credit protection, if there 1s an event
of detault by the referenced name. we are obligated to pay the counterparty the referenced amount of the contract and receive in return the referenced security. For
further information on credit denvatives sold, see [tern 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 3,
Dertvative Financial Instruments” under the caption, "Credit Derivatives Sold."”

Qur use of derivatives exposes us to counterparty risk, or the risk that the counterparty fails te perform the terms of the derivative contract. We actively
manage this risk by:

* obtaining approval of all new counterpartics by the Investment Committee:;

* establishing exposure limits that take mto account non-derivative exposure we have wath the counterparty as well as derivative exposure:

* performing similar credit analysis prier to approval on each derivatives counterparty that we do when lending money on a long-term basis;

- diversifying our risk across numerous approved counterpariies:

’ implementing credit support annex (collateral) agreements ("CSAs") for over-the-counter derivative transactions or similar agreements with a

majority of our counterparties to further limit counterparty exposures, which provide for netting of exposures;

: limiting exposure to A credit or better for over-the-counter derivative counterparties without CSAs:

: conducting stress-test analysis to determine the maximum exposure created during the life of a prospective transaction:
* daily monitering of counterparty credit ratings. exposures and associated cellateral levels and

* trading mandatorily cleared contracts through centralized clearinghouses.

We manage our exposure on a net basis. whereby we net positive and negative exposures for cach counterparty with agreements in place. For further
formation on derivative exposure, see [tem 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 4, Investments”
under the caption, "Balance Sheet Offsetting.”

A dedicated risk management team is responsible for centralized monitoring of the commercial mortgage toan pertfolio. We apply a varicty of strategies to
minimize credit risk in our commercial mortgage loan portfolio. When considering new commercial mortgage loans, we review the cash flow fundamentals of the
properly, make a physical assessment of the underlying commercial real estate, conduct a comprehensive market analysis and compare against industry lending
practices. We use a proprictary risk rating model to evaluate all new and substantially all existing loans within the portfolio. The proprietary risk model is designed
to stress projecied cash flows under sunulated economic and market downturns, Our lending guidelines are typically 75% or less loan-to-value ratio and a debt
service coverage ratio of at least 1.2 tumes. We analyze invesiments outside of these guidelines based on cash flow quality, tenancy and other factors. The following
table presents lcan-to-vaiue and debt service coverage ratios for our brick and mortar commercial mortgage loans:

Weighted average loan-to-value ratio DNebt service coverage ratio
December 31, 2018 December 31,2017 December 31, 2018 December 31, 2017
New mortgages 50% 51% 12.2X 25X
Entire mortgage portfolio 15% 4504 28X 27X

We also seek to manage call or prepayment risk arising from changes in interest rates. We assess and price for call or prepayment risks in all of our
investments and monitor these risks in accordance with asset/liability management policies.

The amortized cost and weighted average yield. calculated using amortized cost, of non-structured fixed maturity securities that will be callable at the option
of the issuer, excluding securities with a make-whole provision, were $3,027.6 million and 3.6%, respectively, as of December 31, 2018 and $2,869.7 million and
3.4%. respectively, as of December 31, 2017, In addition, the amortized cost and weighted average yield of residential mortgage-backed pass-through securities
("RMBS"), residential collateralized mortgage obligations, and asset-backed securities — heme equity with material prepayment risk were $6,474.6 million and
3.3%. respectivety, as of December 31, 2018 and $5,538.6 million and 3.1%, respectively, as of December 31, 2017,

Our investment decisions and objectives are a function of the underlying risks and product profiles of each primary business operation. In addition, we
diversify our product portfolio offerings to include products that contain features that will protect us against fluctuations in interest rates. Those features include
adjustable ¢crediting razes, policy surrender charges and market value adjustments on liquidations. For further informatien on our management of interest rate risk,
sec [tem 7A. "Quantitative and Qualitative Disclosures 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 categories of U S invested assets are fixed maturities and commercial mortgage loans. The remainder is invested in
other investments, rcal estate, residential mortgage loans and equity securities. In addition, policy loans are included in our invested asscts. ‘The following

discussion analyzes the composition of U.S. invested assets. but excludes invested assets of the separate accounts.

December 31, 2018

Decemiber 31,2017

Carrying amount % of total Carrying amount Y of total
(8 int millions)

Fixed maturities.

Public $ 36,599.0 47% § 18.026 4 51%

Private 20,527.8 27 17,9432 24
Equity securilies 4186 1 4113 1
Mortgage loans:

Commercial 13,721.2 i8 12,700 8 17

Residential 905.8 1 27 1
Real estate held for sale 2077 —_ 2107 —
Real estate held for investment 1,518.6 2 15220 2
Policy loans 779.8 1 7834 1
Other mvestments 2,596.U 4 1L,sly g 3

Tota! invested assets 77274.5 104% 74,136 4 100%
Cash and cash equivalents R Py 1 | 22844

Total mvested assets and cash

Fixed Maturities

£ 80.042.6

3 764208

Fixed maturities include bonds, ABS, redeemable preterred stock and certain non-redeemable preferred securities. Incliuded m the privately placed category as
of December 31. 2018 and December 31. 2017, were $15.2 billion and $12.7 billion, respectively. of securities subject to centain holding periods and resale
restrictions pursuant to Rule 144A of the Securities Act of 1933,

Fixed maturities were diversified by category of issuer, as shown in the following table tor the vears indicated.

December 31, 2018

December 31, 2017

Carrying amount

Percent of total

(8 in millions)

Carrying amount Percel

at of total

US government and agencics 14190 1% 3 A 2%
States and pohincal subdivisions 6,214.1 11 6,793 8 12
Non-U.S governments 732.0 1 5283 1
Carporate — public 18,939.8 33 20,6799 37
Corporate privety 13 4Nr % 24 1A4Ih K e
Residential mortgage-backed pass-through securities 2,775.6 5 28792 5
Commercial mortgage-backed securitias 39278 T 36759 ?
Residential collateralized maortgage obligations 3,368.7 6 24837 5
Asset-backed secunties . 6,247.0 11 43732 8
Total fixed matunties b £7,126.8 100% § 55,969 6 100%

We believe it is desirable to hold residential mortgage-backed pass-through securities due to thewr eredit quality and Lqudity as weli as portfolio
diversification characteristics. Our portfolie is comprised of Government National Mortgage Association. Federal National Mortgage Association and Federal
Home Loan Mortgage Corporation pass-through sceurities. In addition. our residential collateralized mortgage obligation portfolio offers structural features that
allow cash flows to be maiched to our Lahlities.

We purchase CMBS to diversify the overall credit risks of the fixed maturities portfolio and te provide attractive returns. The primary risks in helding CMBS
are structural and credit risks. Structural risks include the securily's priority in the issuer's capital structure, the adequacy of and ability to realize proceeds from the
collateral and the potential for prepayments Credit risks involve collateral and 1ssuer/servicer risk where collateral and servicer performance may deteriorate.
CMBS are predominantly comprised of large pool securitizations that are diverse by property type, borrower and geographic dispersion. The risks to any CMBS
deal are determined by the credit quality of the underlying loans and how those loans perform over time. Another key risk is the vintage of the underlying loans and
the state of the markets during a particular vintage. In the CMBS market. there 15 a material difference in the outlook for the pertormance of loans originated in
2004 and earlier relative to loans originated in 2005 through 2008, For loans originated prior to 20035, underwriting assumptions were more conservative regarding
required debt service coverage and loan-to-value ratios. For the 2005 through 2008 vintages. real estate values peaked and the underwriting expectations were that
values would continue to increase. which makes those loan values more sensitive 1o market declines. The 2009 and later vintages
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represent a return to debt service coverage ratios and loan-to-valug ratios that more clesely resemble loans originated prior to 2005.

Similar to CMBS. we purchase ABS for diversification and te provide atiractive returns. The primary risks i holding ABS are also structural and credit risks,
which are similar to those noted above for CMBS. Qur ABS portfolio is diversified by tvpe of asset, issuer, and vintage. We actively monitor heldings of ABS to
recognize adverse changes in the risk profile of each securily. Prepayments in the ABS pontfolio are, in general. insensitive to changes in interest rates or are
insulated from such changes by call protection features. In the event we are subject to prepayment risk, we monitor the factors that impact the level of prepayment
and prepayment speed for those ABS. In addition. we hold a diverse class of securities. which limits our exposurg 10 any one security.

The international exposure held mn our U.S. operation's fixed maturities portfolic was 20% of total fixed maturities as of both December 31, 2018 and
December 31. 2017, It is comprised of corporate and foreign govemment fixed maturities. The follewing table presents the carrving amount of our international
exposure for our LS. aperation’s fixed matunties pertfolie for the years indicated.

December 31, 2018 December 31,2017
{in millions}
EtiropeaniUnion! uding UK % 32766 § 31191
United Kingdon 1,343.5 25139
dpitaliip o] 1,634.3 15507
Australia/New Zealand 1477.0 1,511.2
- RN e 10145 1,047.5
Eurcpe, non-European Union 759.2 7202
it [ o) Aiden 552.1 4552
Other (1) 3179 283 6
b et ; H 113751 3 11,2014
(1) Includes expasure from two countries and + anous supranational organizations as of both December 31, 2018, and December 31,2017

International fixed maturities exposure is determined by the country of domicile of the parent entity of an individual asset. All international fixed maturities
held by our U.S operations are cither denominated in U.S. dollars or have been swapped into U.S. dollar equivalents. Cur international investments are analyzed
internally by country and industry credit investment professionals. We control concentrations using issuer and country level exposure benchmarks, which are based
on the credit guality of the 1ssuer and the country. Our investment policy limits total mternational fixed maturities investments and we are within those internal
limits. Exposure te Canada 1s not included in our international exposure. As of December 31, 2018 and December 31, 2017, our investments in Canada totaled
$1.833.6 mitlion and $1,854 5 million, respectively.

Fixed Matarities Credit Concentrations. One aspect of managing credit risk is through industry, issuer and asset class diversification. Our credit
concentrations ere managed to established limits. The following table presents our top ten exposures as of December 31, 2018

Amortized cost
(in mitlions}

el Remitilis G GHES = s 2309
Mars, [ncorpordted 208.2
el iy s 200.1
Duke Energy Corporation 191.1
iR Clhees & G, © ] 188.7
Wells Farpa & Company 180.9
EomcasEorporation) 177.8
Moigan Stanley’ : 177.4
bk of Avmaitn Ceantfion - | 1713

Union Pacific Corporation 169.4
xfotaliiop]lenfexposuresiy $ 1,895.8

(1) Primarily includes exposure to state-owned entities operating in the energy, electric and chencal sectors

Fixed Maturities Valuation and Credit Quality.  Valuation techiques for the fixed matwrities portfolio vary by sceurity type and the availability of market
data. The use of difterent pricing technigues and their assumptions could produce different financial results. See [tem 8. "Financial Statements and Supplementary
Data, Notes to Consolidated Financial Statements, Note 14, Fair Value Measurements" for further details regarding our pricing methodology. Once prices are
determuned, they are reviewed by pricing analysts for reasonableness based on asset class and observable market data Investment analysts who are familiar with
specific securities review prices for reasenableness through direct interaction with external sources, review of recent trade acuvity or use of internal models. All
fixed maturities placed on the "watch
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list" are periodically analyzed by investment analysts. These analysts periodically meet with the Chief lnvestment Officer and the Portfolio Managers 1o determine
reasonableness of the analysts' prices. The valuation of impaired bonds for which there is no quoted price is typically based on relative value analysis and the
present value of the future cash Bows expected to be received Although we belicve these values reasonably reflect the fair value of those securities. the key
assumptions about risk premiums, performance of underlying collateral (if any) and other market factors involve qualitative and unobservable inputs.

The Securities Valuation Office ("SVO") of the NAIC momtors the bond investments of insurers for regulatory capital and reporting purposes and. when
required, assigns securities 1 one of six categories referred o as NAIC designations. Although NAIC designations are not produced 1o aid the invesiment decision
making process, NAIC designations may serve as a reasonable proxy for Nationaily Recognized Statistical Rating Organizatiens' ("NRSRO") credit ratings for
certain bonds. For most corporate bonds, NAIC designations 1 and 2 include bonds generally considered investment grade by such rating organizations, Bonds are
considered investment grade when rated "Baal" or higher by Moody's, or "BBB~" or higher by S&P. NAIC designations 3 through 6 include bonds generally
referred to as below investiment grade. Bends are considered below investment grade when rated "Bal™ or lower by Moody's. or "BB+" or lower by S&P.

However, for loan-backed and structured securities, as defined by the NAIC, the NAIC designation is not always a reasonable indication of an NRSRO rating
as described below For CMBS and non-agency RMBS, Blackrock Solutions undertakes the modeling of those NAIC designations. Prior to December 31, 2018,
other loan-backed and structured sccurities may have also been subject to an intrinsic price matrix as provided by the NAIC. This may result in a linal designation
being higher or lower than the NRSRO credit rating.

The following table presents our total fixed maturities by NAIC designation as of the years indicated as well as the percentage. based on fair value. that each
designation comprises.

December 31,2018 Decemnber 31,2017
Percent of Percent of
Amortized Carrying carrying Amortized Carrying carrying
NAIC designation cast amount Arount cosi amount amount
(8 in mullions)
1 $ 394827 3 39,6386 69% % 363146 5 37,7690 67%
2 15,3329 15,2931 27 14,766 4 157147 28
3 1,932.9 1,873.3 3 1,906.8 1,9877 4
4 2882 266.7 1 34206 3354 1
S 48.6 32.6 — 14214 1260 -
6 242 25 — 383 36 8 —
Tetal fixed matunities $ 57,1095 § 57,1268 100% 3% 535111 § 559096 100%

Fixed maturities included 44 securities with an amortized cost of $582.8 mullion, gross gains of $7.0 million, gross losses of $7.3 million and a carrying
amount of $382.5 million as of December 31, 2018, that were still pending a revicw and assignment of a designation by the SV(. Due to the tinung of when fixed
maturities are purchased, legal docwnents are filed and the review by the $¥O is completed. we will always have securities in our portfolio that are unrated over a
reporting period. In these instances, an equivalent designation is assigned based on our fixed income analyst's assessment.

Commercial Mortgage-Backed Securities.  As of December 31, 2018, based on amortized cost. 99% of our CMBS portfohie had an NAIC designation of |
and $5% was issued during the more conservative underwriting periods prior to 2005 and after 2008,

The following tables present our exposure by credit quality, based on NAIC designations, and vintage for our CMBS pertfolio as of the years indicated.

December 31, 2018

2004 and prior 2005 to 2008 2009 and alter Totat
Amortized Carrying Amartized Carrying Amortized Carryving Amortized Carrying
NAIC designation cost amount cost amount cost amaunt cost amount
{in mitlions)
1 5 270 % 276 § 1764 § 1794 % 3.763.6 § 3.6867 $ 3.967.0 53,8937
2 —_ -— 5.5 52 63 59 1.8 11.1
) — — ar 44 — — 5.8 4.6
4 — — 59 57 —_ —_ 5.9 87
5 0.1 — i0.0 4.4 — — 101 X
G 0.9 0.6 2.8 2.5 — — 3.7 EN |
Total (1} 3 280 3 282 % 2064 § 2070 § 3,769.9 83,6926 § 40043 § 39278
n The CMBS portfoho included agency CMBS with a $279 6 nullion amortized cost and a $272 6 nullion carrving amount

65




Table of Contents

December 31, 2017

2004 and prior 2005 to 2008 2009 and after Total
Amortized Carrying Amortized Carrying Amortized Carrying Amortized Carrying
NAIC designation cost amount cost amount cost amaunt cost amount
{in millions)
1 3 wie IETYY IR WY+ % FIUML % i % LhiYY % ARIA
2 -— — 17 124 12 12 129 1386
3 — e 330 29 — — 3.0 329
4 — _— 13 4 68 — — 134 68
3 uz U1 &5 58 — — 6,7 5.9
6 25 22 30 39 — — 55 &1
Total (1) 3 R 13 % 4379 § 4271 § 31842 § 31775 % 37014 § 306755
(1} The CMBS portfelio included agency CMBS with a 3357 6 nulhon amortized cost and a $355 2 mullvon carrving amount

"o

Fixed Maturities Warch List.  We monitor any decline in the credit quality of fixed maturities through the designation of "problem securities,” "potential
problem sccurities” and "restructured securities” We define problem securities in our fixed maturity portfolio as secunties: (1) with principal and/or interest
payments in default or where defaull 15 perceived to be imminent in the near term, or (i) issued by a company that went into bankruptcy subsequent to the
acquisition of such securities. We define potential problem securitics in owr fixed maturity portfolio as securities included on an internal "watch list" for which
management has concerns as Lo the ability of the 1ssuer to comply with the present debt payment terms and which may result in the security becoming a preblem or
bemng restructured. The decision whether 1o classify a performing fixed maturity security as a potential problem involves significant subjective judgments by our
managemient as to the likely future industry conditions and developments with respect to the issuer. We define restructured securities in our fixed maturity portfolio
as securities where a concession has been granted to the borrower related to the borrower's financiat difficulties that would not have otherwise been censidered. We
determune that restructures should occur in those instances where greater economic value will be realized under the new terms than through liquidation or other
disposition and may mvolve a change in contractual cash flows. If the present value of the restructured cash flows is less than the current cost of the asset being
restructured, a realized capital loss is recorded in net income and a new cost basts is established.

The following table presents the total carrving amount of cur fixed maturities portfolio, as well as 1ts problem, potential problem and restructured fixed
maturities for the years indicated.

December 31, 2018 December 31, 2017
{8 in millions)

Total fixed matursties (public and private) 3 57,1268 § 5596% 6
Problem fixed maturives (1} b 69.0 § 338
Potential problem fixed maturihes 50.0 35.0
Restructured fixed maturines 2.5 48

Total problem, potential problem and restructured fixed matunnies 3 121.5 ¢ 736

Tatal problem, potential problem and restructured fixed marunnies as a percent of total fixed maturities 0.21% 0 13%
{1} The problem fixed maturines carry 1ng amount is net of other-than-temperary imparment losses

Fixed Maturities Impairments. We have a progess in place to identify securities that could petentially have a credit impairment that is other than

temporary. This process invelves monitoring market evenis that could impact issucrs' credit ratings, business climate, management changes, litigation and
government actions and other similar factors. This process also involves monitering late payments, pricing levels, downgrades by rating agencies, key financial
ratios, financial statements, revenue forecasts and cash flow projections as indicators of credit issues.

Each reporting peried, a group of individuals including the Chief Investment Officer, our Portfolio Managers, the assigned analysts and representatives from
[nvestment Accounting review all securities to determine whether an other-than-tempaorary decline in value exists and whether losses should be recognized. The
analysis focuses on each issuer's ability to service its debts in a timely fashion, Formal documentation of the analysis and our decision is prepared and approved by
management

We consider relevant facts and circumstances in evaluating whether a credit or interest rate related impairment of a security is other than temporary. Relevant
facts and circumstances considered include: (1) the extent and length of time the fair value has been below cost; (2) the reasons for the decline in value: (3) the
financial position and access to capital of the 1ssuer, including the current and future timpact of any specific events, (4) for structured securities, the adequacy of the
expected cash flows: and (3) our intent to sell the security or whether it is more likely than not we will be required to sell the security before recovery of its
amortized cost which, in some cases, may extend to maturity. To the extent we determine a security 1s deemed to be other than temporarily impaired, an
impairment loss 15 recognized. For additional details, see Item 8. "Financial Statements and Supplementary Data, Notes to Consolidated Financial Statements,
Note 4, Investments.”
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We would not consuder a security with unrealized losses to be other than temporarily impaired when it is not our intent to sell the security, it 15 not more likely
than not that we would be required to sell the security before recovery of the amortized cost, which may be at maturity, and we expect to recover the amortized cost
basis. However, we do sell securities under certain circumstances, such as when we have evidence of a change in the issuer's creditworthiness. when we anticipate
poor relative future performance of securities, when a change in regulatory requircments modifics what constitutes a permissible investment or the maximum [evel
of investments held or when there is an increase in capital requirements or a change in risk weights of debt sccurities. Sales generate both gains and losses

A number of significant risks and uncertainties are inherent in the process of monitoring credit impairments and determining it an impairment is other than
temporary. These risks and uncertainties include: { 1) the risk that our assessment of an issucr's ability to meet all of its contractual obligations will change based on
changes in the eredit characteristics of that issuer; {2) the risk that the economic outlook will be worse than expected or have more of an impact on the issuer than
anticipated: {3) the risk that our investment professionals are making decisions based on frandulent or misstated information in the financial statements provided by
issucrs and (4) the risk that new information obtained by us or changes in other facts and circumstances lead us w0 change our intent to not sell the security prior to
recovery of its amortized cost. Any of these situations could result in a charge to net income in a future period.

The nct realized loss relating to other-than-temporary credit impairments and credit related sales of fixed maturitics was $29 1 million, $79 6 nullon, and
$95 1 million for the years ended December 31, 2018, 2017, and 2016, respectively
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Fixed Maturities Available-for-Sale

The following tables present our fixed maturities available-for-sale by industry category and the associated gross unrealized gains and losses, including other-
than-temporary impairment losses reported in AOCI, as of the years indicated.

December 31, 2018

Gross Graoss
Amortized unrealized unrealized Carrying
cost gaing losses amount
fin millions} ~ )
[Fere—Emttn ] |8 - daied B 482 S 119 SRRSO
Finance — Brokerage 416.6 4.2 1.5 4093
[0 — e Capmmic [ e ] 2.7 > Wﬁﬁ
Finance — Financial Other 415.5 152 o 4215,
e insuran: NS N RERENEY T 1583 43, imzwssﬂﬁ
Fmance — Real eslate investment Irusts( REITs ) . 1,482.5 4.1 389 1,452.7
; TG 322 273 oS50
2,148.3 293 62.2 2,i15.4
il = L [ oAy 137.4 . ‘ﬁz“sssfoﬁ;“
Industrial — Consumer Cyclical 1,580.7 312 1,%65 3
[tishii] — Genaniig: NW 25 aaimnn. | 771 1 l9 1%{?8587@55
[ndusmal — Energy 23719 1159 358 2,438,0
RN RGO <2 8 IREEE T
1,858.7 123 46,7 1,824.3
[ ARG 19.7 53 THEBEN Y
3,020.0 83.6 81.6 3,022.0
RO 16 SRR ST
301.5 4.3 298.1
[ NS | 73.5 21 6%‘3‘7? 4
32.281.0 873.5
218 b
171 23.6 3 914 [l
18.9 56 4%3‘35"'“
12.0 273.6
8.4 23 ms"‘“ﬁ”ﬁ@“ﬂ
—_ 12 9
Couale;aljggd debt] obllgallons — — 15
Collateralized debt obligations — Loans .. — 26.6 21,4077
Ao e b ackedEndloieyasserbackcalsecurities [T R R ] 77.9 256.6 58N 5 196 110K
Us. govemmem and agencxes 1,419.6 16.2 16.3 1,419.0
Rttt gl rifitifiesd) oo ' [ T @RI ] 195.9 o5 CRERIERIG TG 8T
Non-U 8. povernments 683.5 612 13.9 7308

AT - 8 1,224.7 § 1,207 4Ry 551553 Tp Bt

[l |xed[maturlmm o

{1 This exposure 15 all related to sub-prime maortgage loans
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December 31, 2017

Gross Gross
Amortized unrealized unrenlized Carrying
cost gains losses amaunt
{in milfions)

Finance — Banking 3 43142 § 1667 % 96 % 44713
Finance — Brokerage 3490 16,9 16 3643
Finance — Finance Companies 3097 76 0z 3171
Finance — Financial Other 5090 207 48 5339
Finance — Insurance 25059 2812 35 27836
Finance — REIT's 13788 484 38 14214
Industrial — Basic Industry 1,158.8 829 09 1,240.8
Industrial — Caputal Goods 20852 1262 34 22080
Industrial — Comntunicatichs 2,598 2381 30 2,594 9
Industral — Censumer Cyclical 1,670 2 746 23 17425
Industrial — Consumer Non-Cyclical 3,748 .4 2173 96 3,956.1
Industrial — Energy 25325 2416 b8 27623
Industrial — Qther 4508 15.4 0.6 465 6
Industrial — Technology 1,601 2 702 24 L.66% 0
Industrial -~ Transportation 1,457 70.5 46 1,525.6
Utility — Electric 32284 2196 137 34341
Utitity — Natural Gas 482 5 268 11 $08 2
Utihity — Other 2701 168 06 2863
Government goaranteed 1,220.1 167.4 24 1,385 1

Total corporate securities 316343 21179 79.9 336723
Residential mortgage-backed pass-through securities 24837 30.3 2113 25127
Commercial mortgage-backed secunities 3,700 7 324 3T e 316752
Residential collateralized mortgage obligations 2,486.0 205 228 24837
Asset-backed secunties — Home equity (1) 2024 157 41 2140
Asset-backed secunities — Al other 30078 57 136 29999
Callateralized debt obhigations — Credut 517 —_ 134 1813
Collateralized debt abligations — CMBS 0,2 Uz — 04
Callateralized debt obliganons — Laans 13202 25 21 lJoe

Total mortgage-backed ang other asset-backed securities 13,2527 12t3 14y 2 13,2448
U S government and agencies 12921 443 76 13288
States and political subdwisions 64383 714 159 6,793 8
Non-Ui § governments 492 1 373 11 52813

Total fixed maturities, available-for-sale $ 541085 Y AhYE L 8 23V )y Bosba U

145 This exposure s all related to sub-prime mortgage loans

Of the $1,207 4 million in gross unrealized losses as of December 31, 2018, $8.1 million in losses were attributed to securitics scheduled to mature in one year
or less, $111.1 million attributed to securities scheduled to mature between one te five yvears. $294 6 million auributed to securities scheduled to mature between
five 1o ten years, $537.0 million attributed 1o secunities scheduled to mature after ten vears and $256.6 million related to mortgage-backed and other ABS that arc
not classified by maturity vear. As of December 31, 2018, we were in a $17.3 million net unrcalized gain position as compared to a $2.458.5 million net unrealized
gain position as of December 31, 2017. The $2,441.2 million decrease in net unrealized gains for the vear ended Decernber 31, 2018, can be attributed to widening
of credit spreads and an approximate 31 basis poitts increase in intercst rates.

Fixed Marurities Available-For-Sale Unrealized Losses.  We beligve our long-term fixed maturities portfoho 1s well diversified among industry types and
between publicly traded and privately placed securities. Each year, we direct the majority of our net cash inflows inte investment grade fixed matunities. OQur
current policy is to limit the percentage of cash flow invested in below investment grade assets to [0% of cash flow.

We invest in privately placed fixed maturities to enhance the overall value of the portfolio. increase diversification and obtain higher vields than are possibie
with comparable quality public market securities. Generally, private placements provide broader access to management information. strengthened negotiated
prolective covenants, call protection features and. where applicable. a higher level of collateral. They are. however, generally not freely tradable because of
restrictions 1mposed by U.S. federal and state securitics laws and ilhiquid trading markets.
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The following table presents cur fixed maturities available-for-sale by investment grade and below investment grade and the associated gross unrealized gains
and losses, including the other-than-temporary impairment losses reported in AOCT, as of the years indicated.

December 31, 2018 December 31, 2017
Gross Gross Gross Gross
Amortized unrealized unrealized Carrying Amortized unrealized unrealized Carrying
cost gains losses amaunt tost gains losses amount

fin mitlions)
Investment grade:

bl LICERITLE R 9380 729.4 § 352734 § 345%8 % 1,984 3 1324 3 364028

Private 19,311.8 266.4 3589 19,2193 15,117 7 600.4 637 16,654 4
Below investment grade

Pubiic 9747 6.4 62.5 2186 1,129 7 531 201 1,162 7

Private 1,283.4 13.9 56.6 1,240.7 1,2653 46 3 235 1,288 1
Total fixed matunities, available-for-

caly $  sdude 3 1,224/ % 12074 § 566520 § 53,1095 § 26982 § 2337 3% 55568.0

The following tables present the carrying amount and the gross unrealized losses. including other-than-temporary impairment losses reported in AOCI on
investment grade fixed maturities avadlable-for-sale by aging category as of the years indicated.

Deacember 31, 2018

Public Private Taotal
Gross Gross Graoss
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amount fosses Amaount losses
{in millions)
Three menths ar less $ 11,6155 § 31 PRSI 264 § 34901 § 58.2
Greater than three 1o six months 2,507.5 56.7 1,767.5 268 4,275.0 835
Greater than six to nine months 2,727.4 100G ERSRENT NN 45.9 4,808.8 146.5
Greater than nine 1o twelve manths 7.077.1 2711 3,641.4 116.3 10,718.5 3874
Greater than twelve to twenty-four months 4,002.7 11915 2155316 9.7 6,556.3 2112
Greater than twenty-four to thirty-s1x months 2,241.1 134.7 85 42.2 3,100.7 176.9
Greater than thirfy-six months 287.2 lsm 2.6 383.9 24.6
Total fixed maturities, avalable-for-sale § 204585 % 7204 8§ 128748 § 3589 8§ 333333 % 1,088.3
Deéecember 31, 2017
Public Private Total
Gross Gross Gross
Carrying worealized Carrying unrealized Carrying unrealized
amount losses am ownt losses amaount losses
fin millions)

Three menths or less $ 30122 S 115 § 24400 § G5 G gan 9 o 218
Greater than three to s1x menths 220117 217 12039 13.2 3,405.6 349
Greater than six to nine months 148 8 17 174 5 5 325 70
Greater than nine to twelve months 362 e 342 2.5 70.4 31
Greater than twelve to twenty-four months 281359 778 1,050 7 pHlG) e 98 8
Greater than twenty-four to thirty-six months 215 74 619 20 3034 94
Greater than thirty-six months 184 3 i 1137 ok, RO 810 211
Total fixed maturities, available-for-sale § 86386 § 1324 § 50789 % 637 § 137175 ¢ 196 |
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The following tables present the carrying amount and the gross unrealized losses. including other-than-temporary impairment losses reported in AQCI, on
below investment grade fixed maturities available-for-sale by aging category as of the years indicated.

December 31, 2018

Three months or less
Greater than three 10 s1x mpnths
Greater than six te nine months
Greater than nine to twelve months
Greater than twelve 1o twenty-four months
Greater than twenty-four to thirty-six months
Greater than thirty-six months
Total fixed maturties, asatlable-for-sale

Three months or less
Greater than three to six months
Greater than six 10 mine months
Greater than nine to iwelve months
Greater than twelve 1o twenty-four months
Greater than twenty~four 1o thirty~six months
Greater than thirty-six months
Total fixed maturiues, available-tor-sale

Three months or less
Greater than three to six months
Gireater than six to nune months
Greater than twelve months
Totel fixed maturities, available-for-sate

Public Private Tatak
Gruss Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
Amounnt losses Ambunt losses amoeunt losses

(in millions)

$ 3541 8 9.7 8 5118 8 156 § 8659 8§ 153
3.4 3.7 83.8 63 167.2 100
76.1 6.3 148.2 7.6 2243 14.4
146.6 15.0 127.9 14.1 3745 9.1
58.7 4.5 359 3.0 246 7.5
6.4 23 a3 02 107 13
57.2 20.5 38.1 9.3 953 303
£ 7725 0§ 625 8§ 10600 § 566 § 18325 § 1191
December 31, 2017
Public Private Total
Gross Gross Grosy
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses Amount losses amount losses
(i1t miffions)

3 ‘3 % a7 8 654 % 05 8 1937 8 12
— — 1 03 1! 03
15 57 463 1% 478 76
11 [¢B)] — — 11 1]
50 ol 4.5 a1 105 0.2
284 43 235 ig 519 B2
730 22 55.9 16.8 1289 260
b 14831 3% 201 % 2067 § 235 % J550 % 436

December 31, 2018

The following tables present the carrying amount and the gross unrealized losses, including other-than-temporary unpairment losses reperted in AOCI. on
lixed maturities available-for-sale where the estimated fair value had declined and remained below amortized cost by 20% or more as of the years indicated,

Problem, poleniial

All other Byed

prablem and maturidy
restractured securities Total
Grass Grass Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses Amounl losses amount losses
(i milliens)
s 104 % 57§ 66,6 § 208 § 770 §$ 26.5
6.5 43 14.9 6.1 214 1.9
DX [ .y 36 11.1 4.1
9.2 6.5 53 27 14.5 9.2
3 265 3 185 § 988 § 332 % 1250 § 317
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December 31,2017

Problem, potential All other fixed
problem and malurity
restructured securities Total
Gross Gross Gross
Carrying unrealized Carrying unrealized Carrying unrealized
amount losses amaunt losses amount losses
fir millionms)
Three months or less 3 05 % 1.0 8§ 54 5 168 § 239 % 17.3
(ireater than three 1o s1x months — — o1 — 01 —
Greater than six to nine months — — 0.5 0.1 05 01
Greater than twelve months 187 27 242 11 429 238
Total fixed maturities, available-for-sale 3 192§ 137 & 502 § 280 § 694 § 417

Mortgage Loany

Mortgage loans consist of commercial mortgage loans on real estate and residential mortgage loans. The carrying amount of our commercial mortgage loan
portfolio was $13,721 2 million and $12.700.8 million as of December 31, 2018 and December 31, 2017, respectively. The carrying amount of our residential
morlgage loan portfolio was $905 & million and $722 7 million as of December 31, 2018 and December 31, 2017, respectively.

Commercial Mortgage Loans.  We generally report commercial mortgage loans on real estate at cost adjusted for amortization of premiums and acerual of
discounts, computed using the 1nterest method and net of valuation allowances.

Commercial mortgage loans play an important role i our investment strategy by

providing strong risk-adjusted relative value in comparison to other investment alternatives.

enhancing total returns and

’ providing strategic portfolic diversification.
As a result, we have focused on constructing a high quality portfolio of mortgages. Our portfolio 18 generally comprised of mortgages originated with
conservative loan-to-value ratios. high debt service coverages and general purpose property types with a strong credit tenancy.

Qur commercial mortgage loan portfolio consists primanly of non-recourse, fixed rate mortgages on fully or near fully leased properties. The mortgage
porttol:o is comprised primarily of office properties, apartments, well anchored retail properties and general-purpose industrial properties.

Our commercial mortgage loan pertfolio is diversified by geography and specific collateral property type. Commercial mortgage lending in the state of
California accounted for 21% and 18% of cur commercial mortgage loan portlelio before valuation allowance as of December 31, 2018 and December 31, 2017,
respectively. We are, therefore. exposed to potential losses resulting from the risk of catastrophes, such as earthquakes, that may affect the region. Like other
lenders. we generally do not requre earthquake insurance for propertics on which we make commercial mortgage foans. With respect to California properties,
however, we obtain an engincering report specific to each property. The report assesses the building's design specifications, whether it has been upgraded to meet
seismic building codes and the maximum loss that is likely to result from a variety of ditferent seismic events. We also obtain a repert that assesses, by building
and geographic fault lines, the amount of loss cur commercial mortgage loan portfolio might suffer under a variety of seismic events.

The typical borrower in our commereial loan portfolio is a single purpose entity or single asset entity. As of December 31, 2018 and December 31, 2017, the
total number of commercial mertgage loans outstanding was 795 and 813, of which 48% and 52% were for loans with principal balances less than $10.0 million,
respectively. The average loan size of our commercial mortgage portfelio was $17.3 million and $15.6 million as of December 31, 2018 and December 31, 2017,
respectively.

Commercial Mortgage Loan Credit Monitoring.  For further details on monitoring and management of our commercial mertgage loan portfolio, see Item 8.
"Financtal Statements and Supplementary Data, Notes to Consolidated Financial Statements, Note 4. Investments” under the caption. "Mortgage Loan Credit
Monitoring "

We categorize loans that are 60 davs or more delinquent, loans in progess of foreclosure and loans with borrowers or credit tenants in bankruptey that are
delinquent as "problem” loans. Valuation allowances or charge-offs have been recogmzed on most problem loans. We categorize loans that are delinquent less than
60 days where the default is expected to be cured and loans with borrowers or credit tenants in bankruptcy that are current as "potential problem” loans. The
decision whether to classify a loan delinquent less than 60 days as a polentiat problem involves significant subjective judgments by management as to the likely
future economic conditions and developments with respect to the borrower. We categorize loans for which the original note rate has been reduced below market
and loans for which the principal has been reduced as "restructured” loans. We also consider loans that are refinanced more than one year beyond the original
maturity or call date at below market rates as restructured.
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The following table presents the carrying amounts of problem, potential problem and restructured commercial morgages refative 1o the carrying amount of al}
commiercial mortgages for the years indicated.

December 31,2018 December 31,2017
(8 in miflions)
Total commercial mortgages $ 13,7212 $ 12.700.8
Potential problem commercial mottgages 8 5.9 g —
Tatal problem, potental problem and restructured commercial mortgages $ 5.9 3 -
Total problem, potential problem and restructured commercial morigages as a percent of total commeraal
maortgages 0.04% —%

Commercial Mortgage Loan Valuation Alfowance.  The valuation atlowance for commercial mortgage loans includes loan specitic reserves for loans that
are deemed (o be impaired as wel! as reserves for pools of loans with similar risk characteristics where a property risk or market specific risk has not been 1dentified
but for which we anticipate a loss may occur. For further details on the commercial mortgage loan valuation allowance. see [tem 8. "Finapcial Statements and
Supplementary [Jata, Notes to Consolidated Financial Statements, Note 4, [nvestments" under the caption. "Mortgage Loan Vafuation Allowance.”

The following table represents our commercial mortgage loan valuvation allowance for the years indicated.

For the year ended For the year ended
Decemiber 31, 2418 December 31,2017
(8 in wmillions)
Batlance, beginning of period s 258 $ 27.4
Provision (1.5) (16
Balance, end of period 3 24.3 g 258
Valuation gllowarnice as %e of carrymyg valye belare resetves &.18% 020%

Residential Morfgage Loans.  The residential mortgage loan portfolio is composed of {irst lien morigages with an amortized cost of $893.3 million and
$706.1 million and home equity mortgages with an amortized cost of $15.1 millien and $23.0 million as of December 31, 2018 and December 31, 2017,
respectively. The home equity loans are generally second lien mortgages made up of closed-end loans and limes of credit Neon-performing residential mortpage
loans. which are defined as loans 90 days or greater delinguent plus non-accrual loans, totaled $7.2 million and $8.4 million as of December 31. 2018 and
December 31, 2017, respectively.

We establish the residential mortgage loan valuation allowance at levels considered adequate 1o absorb estimated probable losses within the port{elio based on
management's evaluation of the size and current risk characteristics of the porifolio. Such evaluation ¢considers numerous factors. including. but not limited to net
charge-off trends, loss forecasts, collateral values. geographic location, borrower credit scores, delinquency rates. industry condition and economic trends, The
changes in the valuation allowance are reported in net realized capital gains {losses) on our consolidated statements of operations

The following table represents our residential mortgage loan valuation aflowance for the years indicated

For the year ended For the year ended
December 31,2018 December 31, 2017
(S in paitlions)

Balwuiy, beginnmyg of peread ] §.4 b 17 ¢
Provision {4.5) (105
Charge-offs 2.4) (500
Recaveries 3.1 45
Balance, end of perind b 2.6 b 64
Valuation allowance as % of carrying value before reserves 0.29% ) §8%

Real Estate

Real estate consists primanly of commercial equity real estate. As of December 31, 2018 and December 31, 2017, the carrying amouni of our equity real estate
fnvestment was $1.726.3 million and $1.732.7 million, respectively. Our commercral equity real estate is held in the form of wholily awned real cstate, real estate
acquired upen foreclosure of commercial mortgage loans and majority owned interests in real estale joint ventures.

Equity real estate is categorized as cither "real estate held for investment” or "real estate held for sale * Real estate held for investment totaled $1.518 6 miliwon
and $1.522.0 million as of December 31, 2018 and December 31, 201 7. respectively. The carrying value of real estate held for invesunent is generally adjusted for
impairments whenever events or changes in circumstances dicate the carrying amount of the asset may not be recoverable. Such impairment
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adjustments are recorded as net realized capital losses m our consolidated results of operations. Impairment adjustments recorded for the year ended December 31,
2017, were $1 1 million. No such impairment adjustments were recorded for the vear ended December 31, 2018,

The carrying amount of real estate held for sale was $207.7 million and $210.7 million as of December 31, 2018 and December 31, 2017, respectively. Once
we identify a real estate property to be scld and it is probable that it will be sold. we classify the property as held for sale. We cstablish a valuation allowance
subject to periodic tevisions, if necessary, to adjust the carrying value of the property to reflect the lower of its current carrying value or the fair value, less
associated selling costs The valuation allowance did not change for the year ended December 31, 2018 or for the year ended December 31, 2017

We use research, both internal and external, to recommend appropriate product and geographic allocations and changes to the equity real estate porifolio. We
monitor product. geographic and industry diversification separately and together to determine the most appropriate mix.

Equity real cstate is distributed across geographic regions of the country. As of December 31, 2018, our largest equity real estate portfolio concentration was
in the Pacific (43%) region of the United States. By property type, our largest concentrations were in apartments (32%), office (31%?). and industrial (25%) as of
December 31, 2018

Qther Investments

Our other investments totaled $2,596.0 million as of December 31, 2018, compared to $1.815.4 million as of December 31, 2017. Other investments include
interests in uncensolidated entities, which include real estate properties owned jointly with venture partners and operated by the partners; sponsored investment
funds: the cash surrender value of company owned life insurance; derivative assets and other investments.

International Investment Qperations

Of our invested assets, $7.492.1 million were held by our Principal Intemational segment as of December 31, 2018 The assets are primarily managed by the
local Principal International affiliate. Due to the regulatory constraints in each location, each company maintains its own investment policies. As shown in the
following table. the major category of international invested assets is fixed maturities. The following table excludes invested assets ot the separale accouats.

December 31, 2018 December 31,2017
Carrying Percent Carrying Percent
ameunt ol total amount of total

(% in millions}
Fixed matunties

Publc 5 35892 48% £ 39729 5

Private 48.6 1 19 —
Equity secunbies 1,425.1 19 1,454 8 18
Mortgage loans.

Commercial 150.8 3 1707 2

Residential 459,1 [ 5563 7
Real estate held for sale 1.9 —_ 22 —
Real estate held for investment 1.5 - 18 —
Policy loans 216 — 249 —
Other mvestments

Direct financing leases 830.7 11 9374 12

Investment in unconsolidated entities 864.5 12 763.8 10

Derivative assets and other investments 19.1 — 696 1

Total invested assets 7,492.1 100% 7.966.3 100%

Cash and cash equivalents 2494 _ 1864

Total invested assets and cash £ 1T4LE $ 81527

Regulations in certain locations require investment in the funds we manage. These required regulatery investments are classified as equity securities within
our consolidated statements of financial position, with all mark-to-market changes reflected in net investment income. Our investment is primarily dictated by
client activity and all investment performance is retained by us
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk
Market Risk Exposures and Risk Management

Market risk is the risk we will incur losses duc to adverse fluctuations in market rates and prices. Our primary market risk exposures are to interest rates,
equity markets and foreign currency exchange rates. The active management of market risk is an integral part of our operations We manage our overall market risk

exposure within established risk tulerance ranges using several approaches. including:

. rebalancing our existing asset or Liability portfolios;
contrelling the risk structure of newly acquired assets and liabilities and

. using derivative instruments to modify the market risk characteristics of existing assets or liabilities or assets expected to be purchased.
Interest Rate Risk

[nterest rate risk is the risk of economic losses due to adverse changes in interest rates. Interest rate risk arises primarily from our holdings in interest sensitive
assets and liabilities. Changes in interest rates impact numerous aspects of our operations, including but not limited to:

yictd on our invested assets;
rate of interest we credit to contractholder account balances.

timing of cash flows on assets and liabilities containing embedded prepayment options.

. cost of hedging our GMWB rider.
* discount rate used in valuing our pension and OPEB obligations:
- estimated gross profits and the amortization of'our DAC asset and related actuarial balances.

statutory reserve and capital requirements:

assel-based fees earned on the fixed income assets we manage,
nterest expense on our lang-term borrowings:

fair value of intangible assets in our reporting units and

fair value of financial assets and liabilities held at fair value on our consclidated statements of financial position.

[.ower interest rates generally result in lower prefitability in the long-term. Conversely. higher interest rates generally result in higher profitabulity in the long-
term. However, an increase in market interest rates may cause a decline in the value of {inancial assets beld at fair value on our consolidated statements of financial
position.

Impact of Changes in Long-Term Interest Rate Assumptions

We use long-term interest ratc assumptions to calculate reserves, DAC, other actuarial balances and benefit plan obligations in accordance with U §. GAAPR.
In setling these assumptions, we consider a variety of factors, including historical experience, emerging trends and future cxpectations. We evaluale our
assumptions on at least an annual basis. Due to the long-term nature of our assumptions, we generally do not revise our assumptions in response to short-tenm
fluctuations 1 market interest rates, However. we will consider revising our assumptions if a signiticant change occurs in the factors noted above.

A reduction in our Jong-term inferest rate assumptions may result in increases in our reserves and/or unlecking of our DAC asset and other actuarial balances.
For additional information, see [tem 7. "Management's Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies
and Estimates — Deferred Acquisition Costs and Other Actuarial Balances "

In addition, we have implemented reinsurance transactions utilizing affiliated reinsurers and highly rated third partics to finance a pertion of the statutory
reserves for our term life insurance policies and universal Life insurance policies with secondary gnarantees. We calculate an economic reserve, which represents an
estimate of our liability associated with these contracts. The excess of the required statutory rescrve over the econemic reserve 1s secured by financing provided by
highly rated third parties. The long-term intcrest rate assumption is a key input 1n the calculation of the economic reserve. A reduction in our longsterm mtercst rate
assumption wonld reduce the portion of the siatutory reserve that can be financed through affiliated reinsurers. thus wncreasing the amount of invested assets we
inust maintain to supportl statutory reserves. For addilional information, see lHem 8. "Funancial Statements and Supplementary Data. Notes to Consolidated
Financial Statements. Note 15, Statutory Insurance Financial Information "
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Impact of Changes in Interest Rates

Changes in interest rates or a sustamed low mierest rate environment may result in the following impacts, which would umpact our financial position and
results of operations:

Impact of Falling Interest Rates or Sustained Low Interest Rates

Impact of Rising Interest Rates

Adverse Impucts:

Positive Impacts:

A reduction 0 investment income, which may be partially oifser by a reduction in the interest we
credit on contractholder account balances. however, our abihity to lower crediting rates may be
constrained by wuaranteed minunum nterest rates and competitive pressures

An inciease n investment income. which may be partially or fully offset by an increase i1 the
wnterest we credit on contractholder account balances

Anncrease 1o the cost of hedging our GMWB rider

A decrease i the cost of hedging our GMWB nider

An increase in reserves and/or a true-up or unlocking of our AC asser and other actuanal balances

A trug-up or unlocking of vur DAC asset and other actuarial balances

A reduction in the discount rate used 10 valuing our pension and OPEB ebligations, leading 1o an
merease 1in our Projected Benefit Obligation, Net Pentodic Pension Cost, Accumulated
Postrenrement Benefit Obligation and Net Periodic Benefit Cost

An inerease in the discount rare used in valuing our pension and OPEB obligations, leading to a
decrease 1 our Projected Benefit Obligation, Net Periodie Pension Cost, Accumulated
Postretrement Benefil Obligation and Net Periodic Benefit Cost

An increase in statutory capital we are required to hold as well as the amount of assets we must
mamntam (G support statutory reserves

A decrease in statulory capital we are required to hold as well as the amount of assets we must
maintain (e support statulory reserves

An ingrease in prepayments or redemptions on morgages and bonds we own, which would force us
lg renvest the proceeds al lower imterest rales

Pusitive Impucts:

Adverse Impacts:

Anngrease u the value of the lixed income assels we manage, resulting in an increase 1n our fee
revenue n the short-term

A decrease in the value of the fixed income assets we manage, resulting in a decrease in our fee
revenuc In the short-term

A decrease w the imerest expense on our long-term borrewings, to the extent we are able to
refinance our obligations at lower interest rates

An increase (n the interest expense on cur lang-term borrowings, to the extent we refinance our
obliganons at higher interest rates

An tncrease n the far value of centain financial assets held at fair value on our consohidated
stateinents of financial posuion

A decrease in the fair value of certain financial assets beld ar fair value on our consohdated
slalenients of financial position, as discussed below

A reduction in the fair value of intangible assets in cur reperting unils, potentially leading 1o an
unparment of goodwill or other intangible assets

We estimate a hypothetical 100 basis point immediate, parallel decrease in interest rates would reduce segment pre-tax operating camings by less than 1%
over the next 12 months excluding the impact of any potential unlocking of our DAC asset and other actuarial balances. This estimate reflects the impact of routine
management actions in response to a drop in intercst rates, such as reducing the interest rates we credit on contractholder accourt balances; however, it does not
reflect the impact of other actions management may consider, such as curtailing sales of certam products. We anticipate the adverse segment pre-tax operating
camings Impacts of a decrease in market interest rates wili grow over time as assets mature and we are foreed to reinvest at lower interest rates.

The selection of a 100 basis point immediate, parallel decrease in interest rates should not be construed as a prediction by us of future market events, but rather
as an illustration of the mpact of such an event, Our exposure will change as a result of engeing portfolio transactions in response to new business, management's
assessment of changing market conditions and changes in our mix of business.

If market rates increase rapidly, policy surrenders, withdrawals and requests for policy loans may increase as customers seek to achieve higher returns. This
may result in unlocking of our DAC and other actuarial balances. We may be required to sell assets to raise the cash necessary to respond to such surrenders.
withdrawals and leans, thereby realizing capital losses on the assets sold.

Guaranteed Minimum Interest Rate Exposure. The following table provides detail on the differences between the interest rates being credited to
contracthelders as of December 31, 2018, and the respective guarantced minumum interest
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rates ("GMIRs"). Accoun: values are broken down by GMIR level within the Retirement and Income Solutions and 4.8, Insurance Solutions segments.

Account values (1)
Excess of crediting rates pver GMIR:
Up to 0.50% 0.51% 10 1.00% 1.01% to 2.00% 2.01% or more
At GMIR above GMIR abnve GMIR above GMIR above GMIR Total
(S in miillions)

Guaranteed minimum interest rate
Retirement and Income Solutions

Upte 1 (0% -3 3625 § 340.7 % 6,1726 § 3,0195 8§ 23213 $ 12.216.6
1 01% - 2 00% 779.1 671.9 2.4 1617 —_ 1.615.1
201% -3.00% $,303.7 — e 0.4 - 5,304.1
301% -4 00% 206.9 [ — — — 206.%
Subtotal 6,652.2 1,012.6 6,175.0 3,1816 23213 19.342.7
U.S. Insurance Solutions

Up to 1.00% — 21.7 4.4 —_ —_ 26
101% -2 00% 3330 — 26%.8 I857 8.7 1.034.2
2.01% -3 00% 1,857.4 1801 484.0 103.2 - 32247
301% -4 00% 1,528.3 434 4.5 134 LK) L5950
4 01% - 5.00% 243.0 27.2 16.6 10.3 - 197.6
Subtotal 3,961.7 872.4 778.3 4835.1 f1.1 6,173.6
Total 5 106139 3§ 18850 § 69533 § 3,666.7 § 12,4034 £ 255223
Percentage of tofal T a6 T4% 27.3% 13.4% 9.4% 100.0%
48] [ncludes only the account values, net of policy Ieans, for products with GMIRs and discretionary erediting rates

In addition to the domestic account values shown in the table above, Principal international had $636.8 million and $513 4 million of account values with
GMIRs in Hong Kong and Brazil, tespectively, as of December 31. 2018, The Brazil amount includes account values from an equity method subsidiary. adjusted to
reflect the proportion of the subsidiary's results reflected in our net income. Our liabilities in Principal International are generally denominated in the functional
currency of the location of operation. The pattern of interest rate movements in our international operations will likely ditfer from the patiern of interest rate
movements in the U8,

Impact of Rising Interest Rates on the Fair Value of Financial Assers.  An increase in markelt interest rates may cause a decline in the value of financial
assets held at fair value on our consolidated statements of financial position. Although changes in the fair value of our financial assets due to changes in interest
rates may impact the amount of equity reported in our conselidated statements of financial position, these changes will not cause an economic gain or loss unless
we sell investments, terminate derivative positions. determine an investment 1s other than temporarily impaired. or determine a derivative instrument is no longer an
effective hedge.

We estimate a hypothetical 100 basis point immediate, paralle] increase tn interest rates would reduce the net reported fair value of our financial assets and
denvatives by $3.893 7 million as of December 31, 2018, compared to $3.831.5 million as of December 31. 2017, This estimate only reflects the change i fair
value for financial assets and derivatives reported at fau value on our consolidated statements of {inancial position. Assets and liabilities not reported at fair value
on our consolidated statements of financial position — including mortgage loans, liabilities relating to insurance contracts. investment contracts. debt and bank
deposits — are excluded from this sensitivity analysis. We believe the excluded liability items wonld cconomically serve as a partial offset to the net nterest raie
risk of the financial instruments incleded in the sensitivity analysis. Scparale account assets and Liabilities are also excluded from this estimate, as any interest rate
tisk is borne by the holder of the separate account. For more information on fair value measurements, see [tem 8. "Financial Statements and Supplementary Data.
Netes to Consolidated Financial Statements, Note 14, Fair Value Measurements.”

Our selection of a 100 basis point immediate, parallel increase in interest rates is a hypothetical rate scenario we use to demonstrate potential risk. While a 100
basis point immediate, parallel increase does not Tepresent our view of future market changes, it 1s a near term reasonably possible hypothetical change that
ulustrates the potential impact of such events, While this sensitivity analysis provides a representation of interest rate sensitivity, it is based on our portfolio
exposures at a point in time and may not be representative of future market resudts These exposures will change as a result of ongoing portfolio transactions in
response to new busingss, management's assessment of changing market conditions and available investment opportunities.
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Interest Rate Risk Management

We manage interest rate risk through the use of an integrated risk management framework. This helps us identify, assess, monitor, report and manage our risks
within established limits and risk tolerances. Cur internal risk committees monitor and discuss our risk profile and identify necessary actions to mitigate impacts
from nterest rate nsk.

The product designs within cur business units result in a variety of different interest rate risk profiles. Therefore, our business units use a variety of different
approaches for managing thetr asset and liability interest rate risks.

’ Retrement Business Stable Cash Flows — For stable and predictable cash flow liabilities, such as pension risk transfer. full service accumulation,
investment only, and newer fixed deferred annuities, we use investiment strategy and hedges to tightly ahign the cash flow run off of these asset and
liability cash flows. Immunization and embedded value analysis are alse utilized in the management of interest rate risk.

Retirement Business Dynanne Cash Flows — Dynamic liability cash flows, such as older fixed deterred annuities, are sensitive te policyholder
behavior and the current interest rate environment. The risk and return metrics from deterministic and stochastic interest rate scenarios are used to
manage the interest rate risk for these Labilities.

U.S. tasurance Srable Cash Flows — Our insurance businesses 1n many instances conlain long-term guaraniees with stable and predictable liability
cash flows and recurring premwms . We manage the interest rate risk through investment strategy, product crediting rates and analyzing duration and
embedded value sensitivity.

Principal Inrernational — Our international businesses operate within local regulations and financial market conditions (e.g., derivative markets,
assets available) to achieve similar asset and liability cash flow management objectives. [n {ocations with a limited availability of long-dated assets
and derivative markets, the duration gap is managed to risk tolerances specific to each location.

We alse hmit our exposure to interest rate risk through our business mix and strategy. We have intentionally limited our exposure to specific products where
investment margins are critical to the product's profitability, and we continue to emphasize the sale of products that generate revenues in the form of fees for
service or premiums for insurance coverage and expose us to minimal interest rate risk.

Prepayment risk is controlled by limiting our exposure to investments that are prepayable withoul penalty prior to maturity at the option of the issuer. We also
require additional yield on these investments to compensate for the risk the issuer will exercise such option. Prepayment risk is also controlled by limiting the sales
of liabilities with features such as puts or other options that can be exercised at inopportune times. We manage the interest rate risk associated with our long-term
borrowings by monitoring the interest rate environment and evaluating refinancing epportunities as maturity dates appreach.

The plan fiducianes use a Dynamic Asset Allocation strategy for our qualified defined benefit pension plan, which strategicaily atlocates an increasing portion
of the asscts of the pension plan to fixed income securities as the funding status improves. The intended purpose of using the Dynamic Asset Allocation strategy is
that the expected change in the value of the plan assets and the change in pension benefit obligation due to market movements are more likely to have more
correlation versus a static allocation of assets between categories For more information see Item 7. "Management's Discussion and Analysis of Financial Condition
and Results of Operations — Critical Accounting Pelicies and Estimates — Benefit Plans" and [tem 8. "Financial Statements and Supplementary [Data, Notes to
Consolidated inancial Statements, Note 11, Employee and Agent Benefits.”

Use of Derivatives to Manage Interest Rate Risk.  We us¢ or have previously used vanious derivative financial instruments to manage our exposure lo
fluctuations In interest rates, including interest rate swaps, interest rate options, swaptiens and futures, We use interest rate swaps and futures contracts to hedge
changes in interest rates subsequent to the 1ssuance of an insurance liability, such as a guaranteed investment contract, but prior to the purchase of a supporting
asset, or during penods of holding assets in anticipation of near term liability sales. We use interest rate swaps primarily te more closely match the interest rate
characteristics of assets and Liabilities. They can be used to change the sensitivity to the interest rate of specific assets and liabilities as well as an entire portfolio.
We use interest rate aptions to manage prepayment risks in our assets and nunimum guaranteed interest rates and lapse risks in owr Liabilities. We have purchased
swaptions to oftset or modify existing exposures.

Foreign Currency Risk

Foreign currency risk is the risk we will incur economic kosses duc to adverse fluctuations in foreign currency exchange rates. This risk arises from foreign
currency-denominated funding agreements issued to nonqualified institutional investors in the international market, foreign currency-denominated fixed maturity
and equity securities, and cur international operations, including expected cash flows and potential acquisition and divestiture activity,

We estimate as of December 31, 2018, a 10% immediate unfavorable change in each of the fereign currency exchange rates 1o which we are exposed would
result in no material change to the net fair value of our foreign currency-denominated instruments identified above because we effectively hedge foreign currency-
denominated instruments to minimize exchange rate impacts. which is consistent with our estimate as of December 31, 2017, However, fluctuations in
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foreign currency exchange rates do affect the translation of segment pre-tax eperating earnings and equity of our international operations inlo our consolidated
financial statements.

For our Principal International segment, we estimate a 10% immediate unfavorable change in each of the foreign currency exchange rates to which we were
exposed would have resulted in a $313.9 million, or 10%. reduction in the total equity excluding noncontrolling interests of our intermmational operations as of
December 31, 2018, as compared to an estimated $336.6 million, or 10%, reduction as of December 31, 2017, We estimate a 10% unfavorable change in the
average foreign currency exchange rates to which we were exposed through cur international operations would have resulted in a $34.2 million, or 13%, reduction
in scgment pre-tax operating carnings of our international operations for the year ended December 31. 2018. as compared to an estimated 34 1.1 million, ar 12%,
reduction for the year ended December 31, 2017,

The selection of a 10% immediate unfavorable change in all currency exchange rates should not be construed as a prediction by us of future market events, but
rather as an jllustration of the potential impact of such an event. These exposures will change as a result of a change in the size and mix of our foreign operations.

Use of Derivatives to Manage Foreign Currency Risk.  The foreign currency risk on funding agreements and fixed maturities in cur U.S operations is
mitigated by using currency swaps that swap the foreign currency interest and principal payments to cur functional currency. The netional amount of our currency
swap agreements associated with foreign-denominated habilities was $155.2 million and 3232.2 million as of December 31, 2018 and December 31, 2017,
respectively. ‘The notional amount of our currency swap agreements associated with foreign-denominated fixed maturities was $542.5 miilion and $435.6 million as
of December 31, 2018 and December 31, 2017, respectively. The notional amount of our currency forwards hedging foreign-denominated equity securifies was
$50.5 mitlion and $35.1 million as of December 31, 2018 and December 31, 2017 respectively.

With regard to our international cperations, in order to enhance the diversification of our mvestment portfolios we may invest in bonds denominated i a
currency that is different than the currency of our liabilities. We use foreign exchange derivatives to economically hedge the currency mismaich. Cur Principal
International operations had currency swaps with a notional amount eof $200.9 million and $200 8 mullion as of December 31, 2018 and December 31, 2017,
respectively. Our Principal International operations also wtilized currency forwards with a notional amount of $738.6 millien and $663.2 million as of
December 31. 2018 and December 31. 2017, respectively

We sometimes use derivatives to hedge currency risk associated with expected cash flows from our foreign operations We held currency forwards with a
notional amount of $74 5 million and $81 2 mullion as December 31, 2018 and December 31, 2017, respectively We also utilized currency options with a notional
amount of $525.2 million and $583.6 million as of December 31, 2018 and December 31, 2017. respectively

We used currency forwards with a notional amount of §$134 .0 million as of December 31, 2017, to manage the foreign currency risk associated with a business
combination. No hedges of business combinations were owtstanding as of December 31, 2018,

Equity Risk

Equity risk is the risk we will incur economic losses due to adverse fluctuations in commeon stock prices. As of December 31, 2018 and December 31, 2017,
the fair value of our equity securities was $1.843.7 million and $1.866 6 nullion. respectively. We estimate a 10% decline in the prices of the equity securnities
would result in a decline in fair value of cur equity securities of $184 4 million as of December 31, 2018, as compared to a decline in fair value of our equity
securities of $186.7 mullion as of December 31, 2017

We are also exposed 1o the risk that asset-based fees decrease as a result of dectines in assets under management due to changes in investment prices and the
risk that asset management tees calculated by reference to performance could be lower. The nisk of decreased asset-based and assel management fees could also
impact our estimates of total gross profits used as a basis for amortizing DAC and other actuarial balances. For further discussion. see liem 7 "Management's
Discussion and Analysis of Financial Condition and Results of Operatiens — Critical Accounting Policies and Estimates — Deferred Acquisition Costs and Other
Actuarial Balances "

We also have equity risk associated with (1) tixed deferred annuity and universal life contracts that credit interest to customers based on changes in an external
equity index; (2} variable annuity contracts that have a GMWB rider that allows the customer to make withdrawals of a specitied annual amount, either for a fixed
number of years or for the lifetime of the customer. even if the account value is reduced to zero, {3) vanable annuity contracts that have a guaranteed minimum
death benefit ("GMDB") that allows the death benefit to be paid, even if the account value has fallen below the GMDB amount and (4) investment contracts in
which the retum is subject to minimum contractual guarantees, We are also subject to equity risk based upon the assets that support our employee benefit plans, For
further discussion of equity risk associated with these plans, see item 7 “"Management's Discussion and Analysis of Financial Condition and Results of
Operations — Critical Accounting Policies and Estimates — Benefit Plans."

We estimate an immediate 14% decline in the S&P 300 index, followed by a 2% per quarter increase would reduce our annual segment pre-tax operating
earnings by approximately 4% to 6%. This estimate excludes the impact of any potential unlocking of our DAC asset and other actuarial balances The selection of
a 10% unfavorable change in the

79




Table of Contents

S&P 500 index should not be construed as a prediction by us of future market events, but rather as an 1llustration of the potential impact of such an cvent. Our
exposure will change as a result of changes in cur mix of business.

Use of Derivatives to Manage Equity Risk.  We cconomically hedge the fixed deferred annuity and universal life products, where the interest credited is
linked to an external equity index, by purchasing options that match the product's profile or sefling options to offset existing exposures. We economically hedged
the GMWB exposure, which includes interest rate nsk and equity risk, using futures, options and interest rate swaps with notional amounts of $751.7 million,
$1.004.6 million, and $3,492.8 million, respectively, as of December 31, 2018, and notional ameunts of $594.3 million. $3,217.4 millien, and $3,8%3.7 million,
respectively, as of December 31, 2017, The fair value of both the GMWB embedded derivative and associated hedging instruments are sensitive to financial market
conditions and the variance related to the change in fair value of these items for a given period is largely dependent on market conditions at the end of the period.
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Report of Independent Registered Public Accounting Firm
To the Steckholders and the Board of Directors of Principal Financial Group, Inc.
Opinion on Internal Control over Financial Reporting

We have audited Principal Financial Group, Inc's internal control over financial reporting as of December 31, 2018. based on criteria established in Internal
Control ~— Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commussion (2013 framework), (the COSO criteria). In
our opinion. Principal Financial Group, Inc. {the Company)} maintained. in ail material respects, effective internal control over financial reporting as of
December 31, 2018, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the consclidated statements
of financial position of the Company as of Decemnber 31, 2018 and 2017, the related consclidated statements of operations, comprehensive income, steckholders'
equity and cash flows for each of the three years in the period ended December 31, 2018, and the related notes and financial statement schedules listed in the Index
at Item 15(a} and our report dated February 13, 2019, expressed an unqualified opinion thergon.

Basis for Opinion

The Company's menagement is responsible for maintaining effective ainternal control over financial reporting and for its assessment of the effectivencss of internal
contro! over financial reporting included in the accompanying Management's Repott on Internal Control Over Financial Reporting. Our responsibility is to express
an opinion on the Company's internal contrel over tinancial reporting based on our audit. We are a public accounting firm registered with the PCAOR and are
required to be independent with respect to the Company in accordance with the US. federal securities laws and the applicable rules and regulations of the
Securities and Exchange Commussion and the PCAGB.

We conducted our audit in accordance with the standards of the PCACOB. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects

Our audit included obtaining an understanding of internal contrel over financial reporting, assessing the risk that a material weakness exists, testing and evaluating
the design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitatiens of Internal Control Over Financial Reporting

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposcs in accordance with generally accepted accounting principles. A company's internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company, (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
slatements in accordance with generally accepted accounting principles. and that reccipts and expenditures of the company are betng made only in accordance with
authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection ol unauthorized
acquisition, use, or disposition of the company's assets that ceuld have a material effect en the financial statements.

Because of its inherent limitations, internal contro} over financial reporling may not prevent or detect misstatements. Also, projections of any evaluation of
etfectiveness to future periods are subject to the risk that contrels may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

/s/ Ernst & Young LLP

Des Momes, lowa
February 13, 2019
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Rceport of Independent Registered Public Accounting Firm
To the Stockholders and the Board of Directors of Principal Financial Group. Inc.
Opinion on the Financial Statcments

We have audited the accompanying consolidated statements of financial position of Principal Financial Group, Inc. (the Company) as of December 31, 2018 and
2017, the related consolidated statements of operations, comprehensive income. stockholders' equity and cash {lows for each of the three years in the penod ended
December 31, 2018, and the related notes and financial statement schedules listed in the Index at ltem 15(a) (collectively referred to as the "consolidated financial
staterments"). In our opinion, the consolidated financial stalements present fairly, in all material respects, the financial position of the Company at December 31.
2018 and 2017, and the results of its operations and i1s cash flows for each of the three years in the period ended December 31, 2018, in conformity with U.S.
generaily accepted accounting principles

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States) {PCAQB), the Company's intermnal
control over financial reperting as of December 31. 2018, based on criteria esiabiished in Internal Control-Integrated Framewaork issued by the Committee of
Sponsoring Organizations of the Treadway Commission (2013 framework), and our report dated February 13, 2019 expressed an unqualified opinion thereon

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the Company’s {inancial statements
based on our audits. We are a public accounting firm registered with the PCAOR and are required to be independent wath respect te the Company in accordance
with the U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB,

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement, whether due to error or fraud. Our audits included performing procedures to
assess the risks of material misstatement of the financial statements, whether due to efror or frand, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also included evaluating the
accounting principles used and significant estimates made by management. as well as evaluating the overall presentation of the financial statements. We believe
that our audits provide a reasonable basis for our opinion

s/ Ernst & Young [LLP
We have served as the Company's auditor since 1967.

Des Moines, lowa
February 13, 2019
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Principal Financial Group, Ine.

Consolidated Statements of Financial Position

Assets

Fixed maturities, asailable-tor-sale (2018 and 2017 include $94 5 million and $268 0 million related to conselidated vanahle

interest entities)
Fixed maturities, trading

Equity securities (2018 and 2017 include $774 8 nullion and $811 4 nulhon related to consolidated variable interest enuities)

Mortgage leans

Real estate {2018 and 2017 include £364 0 nullion and $370 3 mullion related to consolidated variable interest entities)

Policy loans

Other investments {2018 and 2017 include $457 9 puilion and $139 & million related to consolidated vanable interest entities
and $23 6 mullion and $61 0 mithon measured at fair value under the fair value option}

Total investments
Cash and cash equivalenls
Accrued investment income
Premuums due and other receivables
Deferred acquisition costs
Property and equipment
Goodwall
Other utangibles

Separate account assets {2018 and 2017 include $37,183.3 million and $41,540 8 million related to consolidated vanable

interest entities)
Qther assets
Total assets

Liabilities

Contractholder funds (2018 and 2017 include $396 0 muthon and $380.6 miilion related to conselidated variable interest

ennties)
Future pohcy benetits and clanms
Other policyholder funds
Short-term debr

Long-term debi (2018 and 2017 nclude 358 4 million and $2 8 mullion related to consahidated variable interest entities}

Income taxes currently payable
Deferred income taxes

Separate account Labilitigs {2018 and 2017 include $37,183 3 milhion and $41,540 8 mullion related te conselidated vanable

Lnterest entities)

Other habthittes (2018 and 2017 include $104.9 million and $270 2 tmilhion related to consolidated vanable interest entities)

Toral habilines

Redeernable noncontro!ling interest (2018 and 2017 include $325.7 million and $52 4 million related to conselidated variable

interest entities)
Stockholders' equity

Commeon stock, par value § 01 per share — 2,500.0 million shares authonzed, 476.7 milhen and 474 1 mulion shares 1ssued,

and 279 5 nullion and 289 O million shares outstanding 1n 2018 and 2017
Additional paud-in capital
Retained earnings
Accumulated other comprehensive income {loss)
Treasury stock, at cost {197.2 nullion and 1851 million shares m 2018 and 2017)
Total stuckholders’ equity atributable to Principal Fuancial Group. Ine
Noncentrelling interest
Tatal stockholders’ equity
Total liabilities and stockholders' equity

See dCCOMPANVING HOMES.
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2018

December 31.
2017

fin miltions)

$ 60,1085 S 50,388 4
636.1 566.0

1,843.7 1,866 6

15336.9 14,150.5

1,729.7 1,736 7

301.4 308.3

4,310.3 35867

84,766.6 82,1027

2.977.5 2,470 8

636.2 610.6

1,413.1 1,469 8

3,693.5 3,540 7

767.3 7595

1,100.0 1,068.8

1,315.1 13147
144,987.9 159,272.7
1.378.9 1,330 9

s 43,0361 § 2539412
$ 30,6997 § 18,082.5
35,664.3 130193

288.4 9223

2.9 195

3,259.6 3,178.4

253 67

958.4 10925

144,987.9 159,272 7
5.661.9 5204 1
231,188.9 240,918 0

3912 1013

4.8 4.7

10.060.7 99252
10,290.2 94829
(1,565,1) 1655
(7,400,6) (6,729 9)
11,390.0 12,849 3

66.0 726

11,456.0 12921 9
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Principal Financia) Group, Inc,

Consolidated Statements of Operations

For the vear ended
December 31,
2018 2m7 2016
{in milliony,
except per shave dutu)

Revenues
Prenuums and other considerations $ &40946 § 62174 % £.299 |
Fees and othet revenues 4,238 38923 3,6274
Net tivesiment gome 3.629.2 34593 31295
Net realized capital gains (losses), excluding impairment losses on avarlable-for-sale secunties (46.3) 606.0 2695
Net other-than-temporary impairment (losses) recovertes on avatlable-for-sale secunhes 10.6 (287} (98 8)
Orther-than-temporary impaizment losses on fixed maturiues, available-for-sale reclassified to {from) other

comprehenstva income (3971 (531} 04
Net imparrment losses on available-for-sale secunines (29.1) (8138} (78 4)
Net realized capital ga:ns (losses} {75.4) 5242 171.1

Total revenues 14,2372 140932 12,394 1
Eapenses
Benelits, claims and seftlement expenses 8,192.5 78226 69132
Dividends to policyholders i23.6 1246 156.6
Operating expenses 4,136.7 38918 37324

Total expenses 12,452.8 11.841 0 10.802.4
Income before income taxes 1.784.4 22522 159107
Income taxes (benefits) 230.7 (72.3) 2298
Net tncome 1.553.7 2,324 5 1,%1 8
Net incame attributable t noacantrolling interest *2 141 453
Net income attiibutable 10 Prinetgal Finaneial Group, Inc 1,546.5 23104 13163
Earningy pcr common share
Bastc earamgs per coitumon share 5 541 % 308 3 453
Diluted garmings per common share 3 536 8 788 % 450

See accompanying notes.
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Principal Financial Group, [nc.

Consolidated Statements of Comprehensive [rcome

For the year ended
December 31,

2018 2017 2016
fin mtlions)

Net ingcome $ 15537 § 23245 % 13618
Other comprehensive income {[oss), net

Net unrealized gains {losses) on available-for-sale secunities (1,529.6) 639.5 99,1

Noncredit component of impairment losses on fixed maiunties, available-for-sale 26.4 312 (335)

Net unrealized gains {losses) on derivative instruments 16.0 {42.6) 155

Forgign currency ranslation adjustment (287.6) 1789 681

Net unrecognized pestretirement benefit obligation (60.9) 373 41,8
Other comprehensive income {loss) {t,835.7) 844 3 2210
Comprehensive income (loss) (282.0) 3,168 %8 1,5828
Comprehensive income attributable 1o noncontrolling interest 2.7 177 497
Carmnprehensive tncome {lass) attributable to Principal Financial Group, inc, 5 (284.7y § 3511 3 15331

See accompanying noies.
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Principal Financial Group, Inc.

Consolidated Statements of Stockholders' Equity

Accumulated

Additienal other Total
Comnion paid-in Retained conprehensive Treasury Noncontrolling stockholders'
stock capital earnings income (loss) stock interest equity

Balances as of January 1,2016 $ 47 % 95448 § 68759 % (B825) % (62313 % 658 8 9,377.4
Common stock 1ssued — 378 — — — — 378
Stock-based compensation and additional related

tax benefits — 925 (7.1 e — 0.4 858
Treasury stock acyuired, common —_ — - — {2371 3) — {277 %)
Ihwidends to common stockholders — — (464.9} — — — {464 9)
[hstributions to nencontrolling nterest — — — — — {34 8y (34 8)
Contributions from noncontrolling interest — — - —_ —_ . 55
Purchase of subsidiary shares from

nonconirolling interest {1} — 151 — {93 —_ -— 58
Adjustments to redemption amount of redeemable

noncentrolling interest — (4.2) — — o — (4 2)
Net income (1) — — 13165 —_ — 85 1,3450
Other comprehensive income (1) — — — 2166 — 11 217.7
Balinces as of December 31, 2016 47 9686 TIo02 {675 (6,508 61 66 3 10,263 8
Common stock 1s3ued — 162.5 — — — — 1625
Stock-based compensation — 902 (W] —_ — 04 827
Treasury stock acquired, common — —_ - — (220.4) — (2204
Dividends to commaon stockholders — — (540 0) — - — {5400
Distributions to noncontrof{ing interest — — — — — (8.4j (84}
Contribunions from nencontrolling interest — — — — — 60 60
Purchase of subsidiary shares from

noncontrolhing interest (1) —_ (76) - — — (1.3) {89
Adjustments 10 redemption amount of redeemable

noncontroiling interest — {5.9} — - — — (3%
Net income {1) — — 23104 — — 71 23175
Other comprehensive income (1) — — —— B840 7 — 2 84310
Balances as of December 31, 2017 47 9.9252 94829 1655 (6,729 Q) 726 12,9219
Common stock 1ssued 0.1 £3.9 — —_ — —_ 648
Stock-based compensation — 849 (7.7} — — (49.4) 76.8
Treasury stock acquired, comrmon —_ —_ — (671.6) —_ {671.6)
Dividends to common stockholders —_ — {598.6) — — _ {598.6)
Dustributions to noncontrolling interest — —_ — — — (13.5) (13.5)
Congributions from noncontrolling mterest — — — —_ —_ 33 i3
Purchase of subsidiary shares from

noncantrolling interest (1) —_ (20.6) — {1.6) — (1.8} (24.0)
Adiusrnents w tedenpuun alwwn ul iedeenmble

noncontrolling interest — 1.3 —_ — — (0.3) 7.0
Effects of implemientation of accounting change

related to equity snvestments, net — — 1.0 {1.0) — —_ —
Effects of implementation of accounting change

related to reveque recognition, net —_ — {65.0h 215.6 — 0.3y {39.7)
Effects of mplementation of accounting change

related to intra-entity asset transfer taxes, net —_— — 8.7 — — - 8.7
Effects of impiementation of accounting change

trelated to the reclassification of certain tax

effects, net —_ — {77.6) 7.6 — — —
Net income (1} — — 1.546.5% — —_ 9.3 1,555.8
Cther comprehensive loss (1) — — — (8,831.2) —— (2.9} (1,834.1)
Balances as of December 31, 2018 b3 48 % 10,0607 § 10,2902 % {1,565.1) 5 (7,400.6) § 46.0 % 11,456.0
i Excludes amounts atiributable ta redeemabie noncontrolling interest See Note 13, Stockholders’ Equity, for further detals

See accompanying notes.
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Consolidated Statements of Cash Flows

Operating activities
Net income

Principal Financial Group, Inc.

Adjustments 10 reconcile net income 10 net cash provided by operaung activities.

Net realized capital {gains) losses
Depreciation and amortization expense

Amartizanon of deferred acquisition costs and contract costs

Additions to deferred acgquisition costs and contract costs
Stock-based compensation

Inceme from equity method investments, net of drvidends received

Changes in
Accrued investment mcome

Net cash flows for irading securities and equity securities with operating intent

Premiuimns due and other recervables
Contractholder and policyholder habiliies and dividends
Current and deferred ncome raxes (benefits)
Rea! estate acquired through operating activities
Real estate sold through operating activities
Other assets and habihues
Other
Net adjustments
Net cash provided by operating activities
Tnvesting activities

Fixed matunties avatlable-for-sale and equity securities with intent to hold

Purchases
Sales
Maturities
Mortgage loans acquired or onginated
Mortgage loans sold or repard
Real estale acquired
Real estate sold
Net purchases of property and equipment
Purchase of 1nterests in subsidianies, net of cash acquired
Net change 1n other investments
Net cash used in investing activities
Financing activities
Issuance of common stock
Acquisition of treasury stock
Proceeds from financing element denivatives
Payments for financing element derivatives
Excess (ax benefits trom shaie-based payment arrangements
Purchase of subsidiary shares from nencontrolling interest
Dividends 10 commen stockhelders
Issuance of long=term debt
Principal repayments af long-term debt
Net proceeds from {repayments of} shert-term borrowings
Investment contract deposits
investment contract withdrawals
Net ncrease 1 hanking operation deposits
Other
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental information:

Cash paid for interest

Cash paud for income 1axes

Supplemental disclosure of non-cash activities:

Assets recenned 1 kind for pension risk transfer transachons

Assets and hability changes resulting from exchange agreement to exit real estate jont ventures.

Real estate propernes received
Long-term debt assumed on real estate properties received

Ingrease in other mvestments due to discontinuing equity method accounting

See accompanving notes.
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements

December 31, 2018
i. Nature of Qperations and Significant Accounting Policies
Description of Business

Principai Financial Group, Inc ("PF(G“) 1s a leader in global investment management offering businesses, individuals and institutional clients a wide range of
financial products and services, including retirement, asset management and insurance through our diverse famuly of financial services companies.

Basis of Presentation

The accompanying consolidated financial statements include the accounts of PFG and all other entities in which we directly or mdirectly have a controlling
financial interest as well as those variable interest entities (“VIEs"} in which we are the primary beneficiary. The consolidated financial statcments have been
prepared in conformity with US. generally accepted accounting principles ("1J.S. GAAP™. All significant intercompany accounts and transactions have been
eliminated.

Consolidation

We have relationships with various special purpose entities and other legal entities that must be evaluated (o determine if the entities meet the criteria of a VIE
or a voting interest entity ("VOE"). This assessment is performed by reviewing contractual. ownership and other rights. including involvement of refated parties.
and requires use of judgment. First, we determine if we hold a variable interest in an entity by assessing 1f we have the right to reccive expected losses and expected
residual returns of the entity. [f we hold a variable intercst, then the entity is assessed to determine if it is a VIE. An entity is a VIE if the equity at risk is not
sufficient to support its activities, if the equity holders lack a controlling financia) interest or if the entity is structured with non-substantive voting rights. In
addition to the previous criteria, if the entity is a limited partnership or simular entity, it is a VIE if the limited partners do not have the power lo direct the entity's
most significant activitics through substantive kick-out rights or participating rights. A VIE is evaluated to determine the primary beneficiary. The primary
beneliciary of a VIE is the enterprise with (1) the power 1o direct the activities of a VIE that most significantly impact the enlity's economic performance and
(2) the obligation to absorb losses of the entity or the right 1o receive benefits from the entity that could potentially be significant to the VIE. When we are the
primary beneficiary. we are required to consolidate the entity in our financial statements. We reassess our invelvement with VIEs on a quarterly basis For further
information about VIEs, refer to Note 3. Variable Interest Entitics.

If an entity is not a VIE, it is considered a VOE. VOEs are generally consolidated 1f we own a greater than 50% voling interest. It we determine our
involvement in an entity no longer meets the requirements for consolidation under either the VIE or VOE models. the entity is deconschdated. Entities in which we
have management influence over the operating and financing decisions but are not required to consolidate. other than investunents accounted for at fair value under
the tair vafue option, are reported using the equity method.
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Principal Financial Group, [nc,
Notes to Consolidated Financial Statements — {continued)
December 31, 2018
t. Nature of Operations and Significant Accounting Policies — (continued)

Recent Accounting Pronouncements

Description

Date of
adoption

Effect on our consolidated
financial statemencs or
other significant matters

Standurds not yet adepted:

Targeted improvements to the acceunting for
long-duration insurance centracts

This authoritative guidance updates certain requirements in the

accounting for long-duration insurance and annuuy contracts

1 The assumptions used to calculate the liability for future
policy benefits on traditional and linired-payment contracts
will be reviewed and updated peniodically Cash flow
assumptions will be reviewed at least annually and updated
when necessary wath the unpact recogmzed in net income
Discount rate assuniptions are prescribed as the current
upper-medium grade (low credit nisk) fixed mcome
mstrument vield and wili be updated quarterly wath the
impact recognized in other comprehensive income {"OCI")

5

Market risk benefils, which are certain market-based options
or guarantees associated with depesit or account balance
contracts, will be measured ar fair value The periodic
change in fair value related to instrument-speaitic credir nisk
will be recogruzed n OCT while the remaining change m fair
value will be recognized 1o net income

3 Deferied acquisition costs ("DAC") tor all insurance and
annuity contracts will be amortized on a constant basis over
the expected term of the related contracts

-+ Additional disclosures are required, including disaggregated
rollforwards ot sigmificant insurance Liatlities and other
account balances and disclosures about significant inputs,
Judgments, assunptions and methods used 1n measurement

The guidance for the habibty for future pelicy benefits for radivenal
and lnmited-pay ment contracts and DAC will be applied on a modified
retrospective basis, lhal 15, to contracts in force as of the beginming of
the earliest period presented based on their existing carrying amounts
An entity may elect to apply the changes retrospecuvely The guidance
for market nsk benefits will be apphed retrospectively Early adoption
18 pernutted

January 1, 2021

Qur implementation and evaluation process to date includes,
but 1 not hinuted to, 1dentifying and decumenting centracts
and contract features in scope of the guidance, dentfying
the actuanial models, systems and processes to be updated,
and evaluating our systems solutions for implementing

the new guidance As we progress through our
implementation, we will be able to better assess the impact to
our consohdated financial statginents; however, we expect
this guidance to significantly change how we account for
many of our insurance and annuity products
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements — (continued)

December 31, 2618

i. Nature of Operations and Significant Accounting Policies — (continued)

Date of
Description adoption

Effect on our consulidated
financial statements or
other s ANt matiers

Goodwill impairment testing

Thrs authontative guidance simiplifies how an entity s requrred
o test goodwill for impairment by eliminaung Step 2 (which
measures 2 goedwall impairment loss by comparing the imphed
fair value of a reporting unit's goodwill ta the carrying amount
of that goodwill) from the goodwill impatrment test. A goodwill
ympairment joss will be the amount by which a reporting unit's
carrying value exceeds ity fanr value, not to exgeed the carryimg
amount of goodwill Entittes wall continue to have the option to
perform a qualitayve assessment to deternune of @ quanutative
impairignt test 13 necessary  Farly adoption is pernutied

January |, 2020

We are currently evaluating the smpact 1his guidance will have
on aur consolidated financial statements, but do niot expect 1t to
have a materal pmpact on our consolidated financial statements
We expect the gudance will reduce complexity and costs
associated with pertorming a Step 2 test, should one be needed
in the future However, the impact an the outcome of any such
future ympairment assessment will be depenident on modeling
factors that are net currently deternnable

Credit losses

This autharitatve guidance requires entities to use a current
expected credit loss ("CECL") medel 1o measure impairment for
mast financial assets that are not recorded at fair value through
net income Under the CECL model, an entity wall estimate
Lifetime expected credil losses considering avarlable relevant
information about lstonical events, current condihions ang
reasonable and supportable forecasts The CECL model does
ot apply to available-for-sale dett securiies This guidance
afse expands the required credn loss disciosures and will be
applied using a modified retrospective approach by recording a
cumulative effcet adjustment ta retained earnings as of the
beginmung of the fiscal year of adoption Farly adoption s

permitted

Januan 1, 2020

Our unplementation and evaluation process to date inclides, but
15 not howted to, ddentitying financial assets within scope of the
euidance and developing CECL models for the reles ant assets
We believe estimated credit losses under the CECL model will
generaily result i eachier loss recognition for loans and other
receivables

Leases

Thus authoritatuve gusdance requires lessee recognition of lease
assets and lease habiities on the balance sheet The concept of
an eperating fease, where the lease assets and habilities are off
balance sheet, 1s ehminated under the new guidance For lessors,
the guidance modifies lease classification criteria and
accounting for certain types of leases Other key aspects of the
gwdance relate to the removal of the current real estate-specific
guidance and new presentation and disclosure requirements
Lessees and lessors are required (o recognize and measure
leases using a moditied retrospectis ¢ approach, which includes
certait optronal practical expedrenis that may be clected We
elected the alternatiy @ transitian method, which allows entities
ta intially apply the new standard at the adopuon date and
recogizé a cumulative effect adjustmient to the opering balance
of retained earnings In the period of adepuon

Janvary 1, 2019

Qur eyaluanion process imalydes, bu 1s not hmsted to,
dentifying leases that are within the scope of the guidance,
reviewing and documenting our accounting for these contracts,
nplaenting system and process changes and deteremting
disclosure 1mpacts

The guidance requires us 10 establish a lease asset and habihty
for our operaning leases The guidance will be applied at the
beginning of the penod of adoption and comparative periods
will not be restated Assets and labihties will increase
appraxumarely $163 0 million and $161 & millon, respecusely,
due te the adoption of this guidance Tl vupraed Lo total
stockholders' equity will not be material
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements — (continued)

December 31, 2018

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

Description

Date of
adoptian

Effect on our consolidated
financial statements or
other significant matters

Lmplementation costs in ¥ cloud computing

arrangement that is a service contract
This authontative guidance aligns the requirements for
caputalizing implemenlation costs incurred in a hosting
arrangement that 1s a service coniract with the requirements for
capitalizing implementation costs incurred to develop or obtain
internal-use software This guidance can be applied either
retrospectively or prospectively and early adoption 1s permitted

January 1, 2016

The effective date of the gindance 15 January 1, 2020, however,
we have elected to early-adopt this guidance on a prospective
basis, effective January 1, 2019 Thus gmdance will not have a
matenal impact op our consohidated financial staterments

Targefed improvements te acceunting for hedging

activities
This authontatve guidance updates cenann recogmbon and
measurement requirements for hedge accounting The objective
of the gwidance 15 ta more closely align the economucs of a
company's rish management activities in its financial results and
reduce the complexity ot applying hedge accounting The
updates include the expansion of hedging siralesnes that are
eligible for hedge accounning, elmination of the separate
measurement and 1eporting of hedge meffectis eness,
presenlation of the changes 1n the fau value of the hedging
instrument in the same consohidated statement of vperatons line
as the earnings effect of the hedged item and simphficanon of’
hedge effectiveness assessments This zwmdance also includes
new disclosures and wili be apphed using a modified
retrospective approach by recording a cumulative effect
adjusiment 1o retained earnings as of the begmning of the liscal
year of adoption

January 1, 2019

Thes gudance will not have a matenal impact on our
consolidated financial statements

Premium amortization on purchased callable debt
securities
This authoritative guidance applies te entities that hold certain
nou-coningently callable debt secunties, where the amortized
cost basis 1s at a prennum (o the price repayable by the issuer a1
the earhest call date Under 1he guidance the premiom will be
amaruzed 1o the first call date This gmdange requires adoption
through a cumulatve elieet adjustment to retaimed earnings as
of the beginoing of the fiscal year of adoption

January 1, 2019

This gurdance will not have a matenial impact on aur
consolidated financial statements

Nenemployee share-hased payment accounting

Thus authoritative guidance simphifies the accounting for share-
based payments to nonemployees by generally abgomg i with
the accounting for share-based paymenrs 1o employees Under
the guidance, the measurement of equity-classified

nonempioy ee awards will be fixed at the yrant date, where today
the measurement 15 tixed at performance complenon date The
guidance will be appled 1o equuy-classified nonemployee
awards for wlich a measurement date has not been established
as of the date of adoption

January 1, 2018

This gmdance will not have a material impact on oui
consolidated financial statements
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements — (¢ontinued)

December 31, 2018

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

Description

Date of
adoption

Effect on our consolidated
Ginancial statements or
other sigmificant matters

Stenddards adopted:

RecInssification of certain tax effects from
accumulated other comprehensive income
Thus authoritative guidance permits a reclassification from
accumulated other comprehensiy e income ("AOCI") to retaned
earnings for the stranded tax effects resufting from U S tax
lewislation enacted on December 22, 2017, whuch 1s referred to
as the "Tax Cuts and Jobs Act” {"U S tax reform”} The amount
of that reclassification includes the change in corporate income
tax rate, as well as an election to mclude other income tax
effects related Lo the apphication of U S tax reform The
gwidance also requires disclosures about stranded tax effects

Tanuary 1, 2018

The effective date of the gindance was January |, 2019,
howeyer, we elected to early adopt the guidance The guidance
was applied at the beginning of the persod of adoption and
comparais e perods were not restated We reclasufied the
stranded tax effects in AOCH resulting from U8 tax reform,
wluch includes the change in corperate income tax rate and an
election to reclassify the tax effects of the one-time deemed
repatrianion tax A reclassification of $77 6 million was recorded
as an increase to AOCT and a decrease to retained earnings

Revenue recognition

This authoritative guidance replaces all general and most
industry specitie revenue recogmbion gudance currently
prescribed by US GAAP The core principle 15 that an entity
recognizes revenue to reflect the transfer of a pronused good or
SErvice to custemers i an amount that reflects the consideration
10 which the entity expects to be entitled 1 exchange for that
good or service This guidance also provides clanfication on
when an entity 15 a principal or an agentin a transaction o
addiccon, the guidance updates the accounting for certam costs
assoctated with obtaining and fulfilling a customer contract The
guidance may be apphied using one of the following two
methads {1) retrospectively to cach prier reporting period
presented, or (2) retrospectively with the cumulative effect of
inttially applying the standard recognized at the date of imtial

application

January 1, 2018

We adopled the puidance using the niodified retrospective
approach The gmdance did not have a matenal inpact on our
consohdated financial statements Fuither detals are mcluded
under the caption "Adopuen of Revenue Recogninon Guidance”
and in Note 17, Revenues from Contracts with Customers

Lincome tax ~— intra-entidy transfers of assets

This authonitative guldance requites entilics to TECORNIZE current
and deferred income tax resuiting from an intra-entity asset
transfer when the transfer occurs Prior to 1ssuance of this
gundance, U 5 GAAP dhd not allow recogrition of income tax
consequences untl the asset had been sold to a third pary Thus
guidance requires adoption through 4 cumulative effect
adiustment to the balance sheet as of the beginning of the fiscal

year of adoption

January 1, 2018

We adopted the guidance using the modified retrospective
approach A cumulavve etfect adjustment of $8 7 nuthon was
recorded as an increase 1o retained earmings In addinon, other
assets and deferred income taxes decreased $21 1 mulbon and
529 8 oullion. respectively. due ta the adoption of this guidance
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statements — (continued)

December 3, 2018

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

tion

Descrip

Date af
adeplion

Elfect on our conselidated
financial statements or
cther significan! matters

Financial instruments — recognition and

measurement
This authoriative yuidance addresses certain aspects of
1ecoguihon, measurement, presentanion and disclosure of
tinancial instruments The guidance elininated the classification
of equuly secunbies into different categones (trading or
avuilable-for-sale) and requires equity investments to be
measured at far vajue with chanyges in the fair value recogmized
through net income The guidance also updated certan financaal
mnsteument disclosyres and eliminated the requirement 1o
disclose the methads and sigmilicant assumprions used 1o
estimate the fair valye of financial instruments that are
measured at amortzed cost on the balance sheet

Januvary 1, 2018

We adopted this guidance using the mochfied retrospective
approach A cumulative effect adjustment of $1 0 mullion was
recorded as a decrease to AOCI and a corresponding increase to
retained earnings The guidance did not has e a material impact
on our consohdated financial statements. As of December 31,
2017, we had $96 0 nulhon of equity securities classified as
available-tor-sale and $1,770 6 muilion classified as trading The
conselhdated statements of financial position have been updated
o eliminate these classifications and present only equity
secunties See Note 4. [nvestments, for further details

Nonfinancial asse| derecognition and partial sales of
nonfinancial assets
This authoriative yuidance clanfies the scope of the recently
eslabiished guidance on nonfinancial asset derecogmnion and
the accounting for partral sales of nontinancial assets The
guidance conforms the derecognition guidance on nonfinancial
assets with the madel for transactions 1n the new revenue
recogntion S(@!dﬂ!’d

January 1, 2018

The gwidance did not have a matenal inpact on our
conschdated financial statements

Presentation of ne( periodic pension cost and net

periodic postretirement benefit cost
This authonitative puidance requires that an emplover
disaggrepate the service cost component from the other
components uf net beneflt cost The gudance atso provides
explicit guidance an the presentation of the service cost
component and the other components of net benefit cost in the
consolidaled stateinent of operations and allows enly the service
cast componer! of net benefit cost to be ehigible tor
capualizanon

January 1, 2018

The guidance did nof huve a matenal ipact on our
consolidated financial statements

Definition of a business

This autharitative guidance clanifies the defintion of a business
tu assist with evalyaung when transactions im olving an
integrated set of assers and activilies {a "set”) should be
aceounted for as acquisiions or disposals of assets or
businesses The guidance requires that when substantually all of
the tair value of thg gross assets acquired or disposed of 1s
concentrated in a single wenutiable asset or a group ot sumilar
identifiable assets, (he set 18 not a business The guidance also
requires a set 10 include, at a mununum, an input and a
substantive process that rogether sigmificantly contribute to the
abihty 10 create cutput ta be considered a business Lastly, the
gudange removes the evaluation of whether a market
participant could replace missing elements and narrows the
defimuion of outputs by more closely ahigning it with how
outputs are described in the revenue recognition guidance The
guidance will be applied prospectively

January 1, 2018

The guidance did not have a matenal impact ou cur
consohdated financiat statements
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Principal Financial Group, Ine.
Notes to Consolidated Financial Statements — (continued)
December 31, 2018

1. Nature of Operations and Significant Acccunting Policies — (continued)

Effect on cur consofidated
Date of financial statements or
Descriptian adoptian other significan! matters

Employee share-based payment accounting January §, 2017 The gdance was adopted prospectiyely as indicated by the
Tlhns authoritative guidance changes certain aspects of guwidance for each arca of change and did not have a material
accounting for and reporting sharg-based payments to umipact on our conselidated financial statements
employees including changes relared to the ;ncome tax effects
of share-based payments, tax withholding requirements and
accounting for forfeitures Various transition methods will apply
depending on the situation being addressed
Short-duration insurance contracts December 31, 2016 The disclosure requirements of this guidance were adopted
This authentatise guidance requires additional disclosures resrospectively Sce Note 8, Insurance Liabilitigs, for further
related to short-duration insurance contragts detatls
Net asset value per share as a practical expedient for January 1, 2016 The guidance was adopted retrospectively and did not have a

Eair value matertal impact on cur consohdated financial statements See
Thes authertativ e guidance removes the requirement to MNote 1<, Fair Value Measurements, for further detais
categonize within the fair value hierarchy atl iy estments for
which fair value 1s measured using the net asset value per share
practical expedient
Stmplifying the presentation of debt issugrmnce costs Janwary 1, 2016 The gurdance was adopred retrospectively and did not have a
Thys authoritanve guidance requires debt issuance costs related materal impact on our consohdated financial statements
10 a recognized debt hability to be presented in the balance sheet
as a direct deduction from the carrying amount of that debe
Lability consistent with debt discounts
Consolidations January 1. 2016 The guidance was adopted using the modified retrospectine
This authontative gndance ihakes changes to both the variable approach See Note 3. Variable Interest Entities, for turther
interest and voung interest conselidaton models and elininates details
the investment company deferral for portions of the vanable
mterest model The amendments in the standard impact the
consolidation analysis for interests In investment companies and
lunited partnerships and simlar entities

When we adopt new accounting standards. we have a process in place to perform a thorough review of the pronouncement, identify the financial statement and
system impacts and create an implementation plan among our impacted business units to ensure we are compliant with the pronouncement on the date ol adoption.
This includes having effective processes and controls in place to support the reported amounts. Each of the standards listed above is in varying stages in our
implementation process based o its 15suance and adoption dates. We are on track to implement guidance by the respective effective dates.

Adoption of Revenue Recognition Guidance

On January 1. 2018, we adopted the guidance using the moditied retrospective approach. A cumulative cffect adjustment of $35.7 million was recorded as a
decrease to total stockholders’ equity The impact of the guidance to our consolidated financial stalements primarily relates 10 a change to the amortization patlern,
or a write-off. of existing capitalized costs transferred from DAC to a contract cost assct. wheee authoritative guidance was superseded. This was offset in part by
deferring certam sales compensation related to obtaining customer contracts that was not previously capitalized.
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December 31,2018

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

Results of reporting periods beginning January 1. 2018, are presented under the new guidance, while prior period amounts are not adjusted and continue to be
reported in accordance with our legacy accounting. The guidance did not have a material nmpact on our consolidated statements of operations and did not impact
camings per commeon share. The impacts to the consolidated statements of financial position were as follows:

Consolidated Statements of Financial Position

December 31, 2018
Impact of adopting
As As revenve recognition

reporied adjusted {1) accounting guidance
{in millions)

Assels

Deferred acquisibon costs (2) $ 36935 § 38872 § {1937}

Other assets (3) 1,378.9 1,24L3 137.6
Liabilities

Deferred income taxes 958.4 979.2 {20.3)
Sqockholders' equity

Total stockholders' equity 11,456.0 11,4913 {35.3)
(1 Excludes the unpact of adopting revenue recogmnon accounting guidance
{2) Certain costs to obtan a contract previously recorded as DAC are now recorded as a contract cost asset or are no longer deferrable under revenue recegnition guidance
(N Includes the contract cost asser

Lise of Estimates in the Preparation of Financial Statements

The preparation of our consolidated financial statements and accompanying notes requires management to make estimates and assumptions that affect the
amounts reported and disclosed These estimates and assumptions could change in the future as more information becomes known, which could impact the amounts
reported and disclosed m the consolidated financial statements and accompanying notes. The most critical estimates include those used in determining:

the farr value of investments in the absence of quoted market values:

investiment impairments and valuation allowanees:

the fair value of and accounting for derivatives;

the DAC and other actuarial balances where the amortization is bascd on estimated gross profits;

the measurement of goodwill, indefinite lived intangible assets, finite lived intangible assets and related impairments or amortization, if any;
the Lability for future policy benefits and claims;

the value of our pension and other postretirement benetit obligations and

accounting for income taxes and the valuation of deferred tax assets.

A description of such critical estimates is incorporated within the discussion of the related accounting policies that follow. In applying these policies,
management makes subjective and complex judgments that frequently require estimates about matters that are inherently uncertain. Actual results could differ from
these estimates.

Closed Block

Principal Life Insurance Company ("Principal Life") operates a closed block ("Closed Block") for the benefit of individual participating dividend-paying
policies in force at the tune of the 1998 mutual insurance holding company ("MIHC") formation. See Note 6, Closed Block, for further details.
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1. Nature of Operations and Significant Accounting Policies — (continued)
Cash and Cash Equivalents
Cash and cash equivalents include cash on hand. money market instruments and other debt issues with a maturity date of three months or less when purchased
Investments

Fixed maturities include bonds, asset-backed sceurities ("ABS"). redeemable preferred stock and certain non-redeemabie preferred securities. Equity sccuritics
include mutual funds, common stock, non-redeemable preferred stock and required regulatory investments. We classify fixed maturities as either available-for-sale
or trading at the time of the purchase and, accordingly, carry them at fair value. Equity securities are also carried at fair value. See Note 14, Fair Value
Measuremenss. for methodologies related to the determination of fair value. Unrealized gains and losses related to fixed maturities. available-for-sale. excluding
those in fair value hedging relationships. are reflected in stockholders’ equity, net of adjustiments associated with DAC and related aciuarial balances, derivatives in
cash flow hedge relasionships and applicable income taxes. Mark-to-market adjustments on equity securities, unrealized gains and losses related to hedged portions
of fixed maturities, available-for-sale in fair value hedging relationships and mark-to-market adjustments on certain fixed maturities, trading are reflected 1n net
realized capital gains (losses). Mark-to-market adjustments related to certain securities carried at fair value with an invesiment objective to realize economic value
through mark-fo-market changes are reflected m net investment income.

The cost of fixed maturities is adjusted for amortization of premiums and accrual of discounts, both computed using the interest method. The cost of fixed
maturities classitied as available-for-sale 1s adjusted for declines in value that are other than temporary. [mpairments in value deemed (o be other than temporary
are primarily reported in net income as a component of net realized capital gains (losses), with noncredit impairment losses for certain fixed maturities. available-
for-sale reported in OCL. Interest income. as well as prepayment fees and the amortization of the related premium or discount. 15 reported in net investiment income
For loan-backed and structured securities. we recognize income using a constant effective yield based on currently anucipated cash flows.

Real estate investments are reported at cost less accumulated depreciation. The initial cost bases of properties acquired through loan foreclosures are the lower
of the fair market values of the properties at the time of foreclosure or the outstanding loan balance. Buildings and land improvements are generally depreciated on
the straight=line method over the estimated useful Yife of improvements and tenant improvement costs are depreciated on the siraight-line method over the term of
the related lease. We recognize impairment losses for properties witen indicators of impairment are present and a property's expected undiscounted cash flows are
not sufficient to recover the property's carrying value. In such eases, the cost basis of the property is reduced to fair value. Real estate expected to be disposed is
carried at the lower of cost or fair value. less cost to sell. with valuation allowances established accordingly and depreciation no longer recognized. The carrying
amannt nf real estate held for sale was $209.6 million and $212.9 milison as of December 31, 2018 and 2017, respectively. Any impairment losses and any changes
in valuation allowances are reported in net income

Commercial and residential mortgage loans are gencrally reported at cost adyusted for amortization of premiums and accrual of discounts. computed using the
interest method and net of valuation allowances Interest income is accrued on the principal amount ot the loan based on the loan's contractual interest rate. Interest
income, as well as prepayment of fees and the amsortization of the related premium or discount, is reported in nef investment income. Any changes in the valuation
allowances are reported in net realized capital gains (losses). We measure impairment based upon the difference betwecen carrying value and estunated value less
cost to sell. Estimated value 1s based on either the present value of expected cash flows discounted at the Joan’s effective interest rate. the Joan's observable market
price or the fair vaiue of the collateral. [f foreclosure (s probable, the measurement of any valuation allowance 1s based upon the fair value of the colfateral.

Net realized capital gains and losses on sales of investments are determined on the basis of specific identification. In general. in addition to realized capital
gains and losses oh investment sales and periodic settlements on derivatives not designated as hedges, we report gains and losscs related 1o the following in net
realized capital gains (losses): other-than-temporary impairments of securities and subsequent realized recoveries, mark-to-market adjustments on equity secunties,
mark-to-market adjustments on certain fixed maturities, trading, mark-to-market adjustients on sponsored investment funds, fair value hedge and cash flow hedge
ineffectiveness, mark-to-market adjustments on derivatives not designated as hedges, changes in the mortgage loan valuation allowance provision, impairments of
real estate held for investment and impairments of equity method investments. Investment gains and losses on sales of certain real cstate held for sale due to
investment strategy and mark-to-market adjustments on certain securities carried at fair vatue with an investment objective to realize economic value through mark-
to-market changes are reported as net mvestment income and are excluded from net realized capual gains (losses).
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Policy loans and certain other investiments are reported at cost. [nterests in unconsolidated entities, joint ventures and partnerships are generally accounted for
using the equity method. We have other investments reported at fair value or for which the fair value option has been elected in prior periods. Sec Note 14, Fair
Value Measurements, for detai! on these investments.

Derivatives
herview

Derivatives are financial instruments whose values are derived from interest rates, foreign exchange rates, financial indices or the values of securities.
Derivatives generally used by us include swaps. options. futures and forwards Derivative positions are either assets or liabilities in the ¢onsolidated statements of
financial positon and are measured at fair value, generally by obtaining quoted market prices or through the wvse of pricing models. See Note 14, Fair Value
Measurements, for policies related te the determination of fair value. Fair values can be affected by changes in interest rates, foreign exchange rates, financial
mdices, values of securities, credit spreads, and market volatility and liquidity.

Accounting and Financial Statement Presentation
We designate derivatives as either:

(@) a hedge of the exposure to changes in the fair value of a recogmzed assct or liability or an unrecognized finn commitment, including these
denominated 1n a foreign currensy (" fair value hedge™):

{b) a hedge of a forecasted transaction or the exposure to variability of cash flows to be received or paid relaied to a recognized asset or liability,
including those denominated in a foreign currency {"cash {low hedge™),

(c} a hedge of a net investment in a foreign eperation of

(d) a derivative not designated as a hedging instrument.

Our accounting for the ongoing changes in fair value of a derivative depends on the intended use of the derrvative and the designation, as described above, and
is determined when the derivative contract is entered into or at the time of redesignation. Hedge accounting is used for derivatives that are specifically designated in
advance as hedges and that reduce our exposure to an indicated risk by having a high correlation between changes in the value of the derivatives and the items
being hedged at both the inception of the hedge and throughout the hedge period.

Fair Value Hedges.  When a denvative 18 designated as a fair value hedge and is determined to be highly effective. changes in its fair value, along with
changes in the fair value of the hedged asset, liability or firm commitment attributable to the hedged nisk, are reported in net realized capital gains (losses). Any
ditference between the net change in fair value of the derivative and the hedged item represents hedge ineffectiveness.

Cash Flow Hedges.  When a derivative is designated as a cash flow hedge and is determined te be highly effective, changes in its fair value are recorded as a
component of OCI Any hedge ineffectiveness 1s recorded immediately in net income. At the time the variability of cash flows being hedged impacts net income,
the related portion of deferred gains or losses on the derivative instrument is reclassified and reported in net income.

Net Investment in a Foreign Operation Hedge.  When a derivative is used as a hedge of a net investment in a foreign operation, its change in fair value, to
the extent ¢ffective as a hedge, is recorded as a compoenent of OCE Any hedge ineffectiveness is recorded immediately i net income. [ the foreign operation 1s
sold or upen complete or substantially complete liquidation, the deferred gains or losses on the derivative instrwnent are reclassified into net income.

Nen-Hedge Derivatives.  1f a derivative docs not qualify or is not designated for hedge accounting, ail changes in fair value are reported in net income
without considering the changes in the fair value of the economically associated assets or liabilities.

Hedge Documentation and Effectiveness Testing.  Atinception, we formally document all relationships between hedging instruments and hedged items, as
well as our risk management objective and strategy for undertaking various hedge transactions. This process includes associating all derivatives designated as fair
value or cash flow hedges with specific assets or habilitics on the consolidated statements of financial position or with specific firm commitments or forecasted
transactions. Effectiveness of the hedge is formally assessed at inception and throughout the life of the hedging relationship. Even if a derivative is highly effective
and qualifics for hedge accounting treatment, the hedge might have some incffectiveness.
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We use qualitative and quantitative methods to assess hedge effectiveness. Qualitative methods may 1nclude monitoring changes to terms and conditions and
counterparty credit ratings. Quantitative methods may include statistical tests including regression analysis and minimum variance and dollar offset techniques.

Termination of Hedge Accounting.  We prospectively disconlinue hedge accounting when (1) the criteria to qualify for hedge accounting is no longer met.
e.g., a derivative is determined to no longer be highly effective in offsetting the change in fair value or cash flows of a hedged item; (2) the derivative expures, is
sald, ferminated or exercised or {3) we remove the designation of the derivative being the hedging instrument for a fair value or cash flow hedge.

If it is determined that a derivative no longer qualifies as an effective hedge, the derivative will continue to be cartied on the consolidated statements of
financial position at its fair value, with changes in fair value recognized prospectively in net realized capital gains {losses). The asset or liability under a fair value
hedge will no longer be adjusted for changes it: fair value pursuant to hedging rules and the existing basis adjustment is amortized to the consolidated statements of
operations line associated with the asset or lhability. The component of AOCI related to discontinued cash flow hedges that are no longer highly effective s
amortized to the consolidated statements of operations consistent with the net income impacts of the eriginal hedged cash flows If a cash flow hedge 15
discontinued because it is probable the hedged forecasted transaction will not occur, the deferred gain or loss is immediately reclassified from AOCT into net
income.

Embedded Derivaiives. We purchase and issue certain financial instruments and products that contain a derivative that is embedded in the financial
instrument or product We assess whether this embedded derivative 1s clearly and closely related to the asset or liability that serves as its host contract. 1f we deem
that the embedded derivative's terms are not clearly and closely related to the host contract, and a separate instrument with the same lerms would qualify as a
derivative instrument, the derivative is bifurcated from that contract and held at fair value on the consolidated statements of financial position, with changes in fair
value reported in net income.

Contractholder and Policyholder Liabilities

Contractholder and policyholder liabilities (contractholder funds. future policy benefits and claims and other policyholder funds) include reserves for
investment contracts, individual and greup annuities that provide periodic income payments, universal life insurance, variable universal life insurance. indexed
universal life insurance, term life insurance, participating traditional individual life insurance, group dental and vision insurance, group shori-term and long-term
disability insurance. group life insurance, individual disability insurance and long-term care insurance. 1t also includes a provision for dividends on partucipating
policies.

Investment contracts are contractholders' funds on deposit with us and generally include reserves for pension and annuity contracts Reserves on investment
contracts are equal 1o the cumulative deposits less any applicable charges and withdrawals plus credited interest Reserves for universal life, vanable universal life
and indexed universal life insurance contracts are equal to cumulative deposits less charges plus credited intergst, which represents the account balances that accrue
to the benefit of the policyholders.

We hold additional reserves on certain long-duration contracts where benefit features result in gains in early years followed by losses in later ycars: universal
life. variable universal life and indexed universal life insurance contracts that contain no lapse guaraniee features: and annuities with guaranteed minimum death
benefits

Reserves for individual and group annuities that provide periodic income payments. nonparticipating term life insurance and disability income contracts are
computed on a basis of assumed wvestment yield, mortality, morbidity and expenses. including a provision for adverse deviation, which generally varies by plan.
vear of issuc and policy duration Investment vield is based on our experience. Montality, morbidity and withdrawal rate assumptions are based on cur experience
and are periodically reviewed against both industry standards and experience.

Reserves for participating (ife insurance contracts are based on the net {evel premium reserve for death and endowment pohicy benefits. This net level premium
reserve is calculated based on dividend fund interest rates and mortality rates guaranieed in calculating the cash surrender values described in the contract

Panticipating business represented approxumately 7%, 7% and 8% of our life insurance in force and 26%. 29% and 33% of the number of lite msurance
policies in force as of December 31, 2018, 2017 and 2016, respectively. Participating business represented approximately 24%, 30% and 31% of life insurance
premiums for the years ended December 31, 2018, 2017 and 2016, respectively. The amount of dividends to policyholders 15 declared annually by Principal Life's
Board of Directors. The amount of dividends to be paid to policyholders is determined after consideration of several factors including interest, mortality, merbidity
and other expense experience for the year and judgment as to the appropriate level of statutory surplus to be retained by Principal Life. At the end of the reporting
peried. Principal Life
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establishes a dividend liability for the pro rata portion of the dividends expected te be paid on or before the next policy anniversary date.

Some of our pelicies and contracts require payment of fees or other pelicyholder assessments in advance for services that will be rendered over the estimated
lives of the policies and contracts. These payments are established as uneamed revenue liabilities upon receipt and included in other policyholder funds in the
consolidated statements of financial position. These unearned revenue reserves are amortized to net income over the estimated lives of these policies and contracts
in relation to the emergence of estimated gross profits {"EGPs").

Short-Duration Contracts

We include the fellowing group products in our shori-duration insurance contracts disclosures: long-term disability ("LTD"). group life waiver, dental, vision,
shart-term disability ("STD"), critical illness, accident and group life.

Future policy benefits and claims in¢lude reserves for group life and disability insurance that provide periodic income payments. These reserves are computed
using assumptions of mortahty. morbidity and investment performance. These assumptions are based on our experience, industry results, emerging trends and
future expectations. Future policy benelits and claims also include reserves for incurred but unreported group disability, dental, vision, critical illness, accident and
life insurance claims. We recognize claims costs in the period the service was provided to cur policyhelders. However, claims costs incurred in a particular period
are not known with certainty until afier we receive, process and pay the claims. We determine the amount of this liabihity using actuarial methods based on
hstorical claim payment patterns as wel] as emerging cost trends. where appticable, to determine our estimate of claim liabilities.

We have defined claim frequency as follows for cach short-duration preduct:

. LTD: Claim frequency s based on submutted reserve claim counts,

' Group Life Waiver: Claim frequency is based on submitted reserve claim counts, consistent with LTD.

. Dental and Vision: Claim frequency is based on the claim form. which may include one or more procedures.
' STD, Critical [llness and Accident: Claim frequency is based on submitted claims.

° Group Life: Claim frequency is based on submitted lite claims {lives, not coverages).

We did not make any significant changes to our methodologies or assumptions used 1o calculate the liability for unpaid claims for short-duration contracts
during 2018

Liakitity for Unpaid Claims

The liability for unpaid clamms for both long-duration and short-duration contracts is an ¢stunate of the ultimate net cost of reported and unreported losses not
vet settled, This liabilwty is cstimated using actuarial analyses and case basis evaluations. Although considerable variability is inherent in such estimates, we believe
the liability for unpaid claims is adequate, These estimates are continually reviewed and, as adjustments to this liability become necessary, such adjustments are
reflected in net income Our liability for unpaid claims does not include any allocated claim adjustment expenses.

We incur claim adjustment expenses for both leng-duration and short-duration contracts that cannot be allocated to a specific claim. Our claim adjustment
expense liability 1s estimated using actuarial analyses based on historical trends of expenses and expected claim runout patterns.

See Note &, Insurance Liabilities, under the caption “Liability for Unpaid Claims" for further details.
Recognition of Premiums and Other Considerations, Fees and Other Revenues and Benefits

Products with fixed and guaranteed premiums and benefits consist principally of whole life and term life insurance policies and individual disability income.
Premiums frem these products are recognized as premium revenue when due. Related policy benefits and expenses for individual life products are associated with
carned premiums and result in the recognition of profits over the expected term of the policies and centracts.

Immediate annuitics with life contingencics include products with tixed and guaranteed annuity considerations and benefits and consist principally of group
and individual single premium annuities with life contingencies. Annuity considerations from these products are recognized as premium revenue. However. the
collection of these annuity considerations does not represent the completion of the earnings process, as we establish annuty reserves using estimates
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for mortality and investment assumptions, which include provision for adverse deviation as required by US GAAP. We anticipate profits lo emerge over the lifc of
the annuity products as we carn investiment income, pay benefits and release reserves.

Group life. dental, vision and disability premiums are generally recorded as premium revenue over the term of the coverage. Certain group contracts contain
experience premium refund provisions based on a pre-defined formula that reflects their claim experience. Experience premium refunds reduce revenue over the
term of the coverage and are adjusted to reflect current experience. Related policy benefits and expenses are associated with earned premiums and result in the
recognition of profits over the term of the policies and contracts. Fees for contracts providing claim processing or other administrative services arc recorded as
revenue over the period the service is provided.

Universal life-type policies are insurance contracts with terins that are not fixed. Amounts received as paymenis for such coniracts are not reported as
premium revenues. Revenues for universal life-type insurance contracts consist of policy charges for the cost of insurance, policy initiation and adminisiration,
surrender charges and other fees that have been assessed against policy account values and investment income. Policy benefits and claims that are charged to
expense include interest credited to contracts and benefit claims incurred in the period in excess of related policy account balances.

Investment contracts do not subject us to significant risks arising from policyhelder mortality or morbidity and consist primarily of guarantced investment
contracts ("GICs"), funding agreements and certain deferred annuities Amounts received as payments for mvestment contracts are established as mvestment
contract liability balances and are not reported as premium revenues. Revenues for investment contracts consist of investment income and policy adnunistration
charges Investment cantract benefits that arc charged to expense include benefit ¢laims incurred in the period in excess of related investment contract liability
balances and interest credited to investment contract liability balances.

Fecs and other revenues are earned for asset management, investment advisery and distribution services provided o retail and institutional chienis based
largely upen contractual rates applied to the specified amounis in the clients' portfolios, which include various platforms such as mutual funds. collective
investment trusts and business trusts. Additionally, fees and other revenues are earned for administrative services performed mcluding recordkeeping and reporting
services for retirement savings plans and other products. Fees and other revenues received for performance of asset management and administrative services are
recognized as revenuce when earned, typically when the service is performed

Fees for managing customers' mandatory retirement savings accounts in Chile are collected with each monthly deposit made by our customers. [ a customer
stops contributing before retivement age. we collect no fees but services are still provided. We recognize revenue from these long-term service contracts as services
are performed over the life of the contract.

Deferred Acquisition Costs

Incremental direct costs of contract acquisition as well as certain costs directly related to acquisition activities {underwriting, policy issuance and processing,
medical and inspection and sales force contract selling) for the successful acquisition of new and renewal insurance policies and mvestment contract busuness are
capitalized to the extent recoverable. Commissions and other incremental direct costs for the acquisition of long-term service contracts are also capitalized 1o the
extent recoverable. Maintenance costs and acquisition costs that are not deferrable are charged to net income as incurred.

DAC for universal life-type (nsurance contracis and certain investment contracts arc amortized over the expected lifetime of the contracts in relation 0 EGPs
or, 1n certain ¢ircumstances. estimated gross revenues ("EGR”). This amortization is adjusled in the current period when EGPs or EGRs are revised. EGRs include
similar assumptions as the revenue component of EGPs and the changes of tuture estimates and reflection of actual experience and market conditions is done in the
same manner as EGPs,

For individual variable universal life insurance, individual variable annuities and group annuities that have separate account U.S. equity investment options.
we utilize a mean reversion methodology {reversion to the mean assumption). a common Industry practice. to determine the future domesiic equity marke! growth
rate assumption used for the calculation of EGPs.

DAC for participating life insurance policies are amortized in proportion to estimated gross margins ("EGM") rather than EGPs. EGMs include simular
assumption items as EGPs. We stopped selling participating business i the
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early 2000s Some products allow for underwritten death benefit increases and cost of living adjustments, resulting in a small amcunt of new DA(C each year. and
the amortization schedules are modified as appropriate.

DAC for non-participating term life insurance and individual disability poticies are amortized over the premium-paying period of the related policies using
assumptions consistent with those used in computing policyhotder liabilities. Once these assumptions are made for a given policy or group of policies, they will not
be changed over the life of the policy unless a loss recognition event occurs,

DAC on insurance pohicies and investment contracts are subject to recoverability testing at the time of policy issue and loss recognition testing on an annual
basis. or when an ¢vent oceurs that may warrant loss recognition. 1 loss recognition or impairment is necessary. DAC would be written off to the extent 1t 1§
determined that future policy premiums and vestment income or gross profits are not adequate to cover related losses and expenses.

Deferred Acquisition Costs on Internal Replacements

All insurance and investment contract modifications and replacements are reviewed to determine if the internal replacement results in a substantiatly changed
contract [f so, the acquisition costs, sales inducements and uncarned revenue associated with the new contract are deferred and amortized over the lifetime of the
new contract. In addition, the existing DAC, sales inducement costs and uneamed revenue balances associated with the replaced contract are written off. If an
internal replacement results 1n a substantially unchanged contract, the acquisition costs, sales inducements and uncared revenue associated with the new contract
are immediately recognized in the period incurred. In addition, the existing DAC, sales inducement costs or uncamed revenue balance associated with the replaced
contract is not written off, hut instead s carried over to the new contract.

[Long-Term Debt

Long-term debt includes notes pavable, nonrecourse mortgages and other debt with a maturity date greater than one year at the date of issuance. Current
maturities of long-term debt are ¢lassified as long-term debt in our consolidated statements of financial position. Long-term debt is primarily recorded at the unpaid
principal balance. net of unamortized discount, premium and issuance costs.

Reinsurance

We enter mto reinsurance agreements with other companies in the normal course of business in order to lunit losses and minimize exposure to significant
risks. We may assurne reinsurance from or cede reinsurance io other companies. Assets and liabilities related Lo reinsurance ceded are reporied on a gress basis.
Premiums and expenses are reported net of reinsurance ceded. The cost of reinsurance related to leng-duration contracts is accounted for over the life of the
underlying reinsured pelicies using assumptions consistent with those used to account for the undertying policies. We are contingently liable with respect to
reinsurance ceded to other companies in the event the reinsurer is unable to meet the obligations it has assumed As of December 31, 2018 and 2017, we had
$450.6 mullion and $427 7 million of net ceded reinsurance recoverables related to claims that have been received, respectively. As of December 31, 2018 and
2017, $435.6 nullion, or 97%. and $417.4 nullion, or 98%, were with our five largest ceded reinsurers, respectively. Our total amount recoverable from reinsurers
meludes net ceded reinsurance recoverables related to claims that have been received and reserves ceded to reinsurers; however, it does not reflect potentially
offseting impacts of collateral. As of December 31, 2018 and 2017, the total amount recoverable from remsurers was $920.8 million and $864.3 million,
respectively, and is recognized m premiums due and other receivables.
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The effects of reinsurance on premiums and other considerations and policy and contract benefits were as follows:

Faor the year ended
December 31,
2018 2007 2016
fin smiilfions)

Premiums and other censiderations

Direct $ 69283 § 066993 § 57538

Assumed L7 19 17

Cedad (520.4) (483 8) {456 4
Net premiums and othet considerabons § 64096 3§ 62174 § 52991
Benefits, claims and settlement expenses

Direct 3 36677 S 82163 % 72005

Assumed 24.9 277 281

Ceded (500.1) {42 4) 317.4)
Net beniefits, clainis and setilement expenses $ #1925 § 78226 % 59132

Separate Accounts

The separate accounts are Jegaily segregated and are not subject to the clauns that arise out of any of our other business The client. rather than us, directs the
investments and bears the investment risk of these funds. The separate account assets represent the fair value of funds that are separately administered by us for
coniracts with equity, real estate and fixed income investments and are presented as a summary total within the conselidated statements of financial position An
cquivalent amount is reported as separate account liabilities. which represent the obligation to return the monies to the client. We receive fees for mortality.
withdrawal and expense risks. as well as administrative. maintenance and investment advisory services that are ncluded m the consohdated statements of
operations. Net deposits, net investment income and realized and unrealized capital gains and losscs of the separate accounts are not reflected in the consolidated
staterents of operations.

Separate account assels and separate account liabilities include certain international retirement accumulation products where the segrepated funds and
associated obligation te the client are conselidated within out financial statements We have determined that summary tolals are the most meaningful presentation
for these funds.

As of December 31. 2018 and December 31, 2017. the separate accounts included a separate account valued at $94 9 million and $170.5 million. respectively.
which primarily included shares of our stock that were allocated and issued to ¢ligible purticipants ol qualificd cmployee benefit plans admimsigred by us as part of
the policy credits issued under our 2001 demutualization. These shares are included m both basic and diluted earnings per share calculations. [n the consolidated
statements of financial position, the separate account shares are recorded at fair value and are reported as separate account dssets with a corresponding scparate
account Jiability te eligible panticipants of the qualified plan Changes in fair value of the separale account shares are reflected in both the separdic account assets
and separate account liabilities and do not impact our results of operations

Income Taxes

We file a U.S. consohdated income tax return that includes ail of our qualifying subsidiaries In addition, we file incomte tax returns in all states and foreign
jurisdictions in which we conduet business. Our policy of allocating income tax expenses and benefits to companies in the group is generally based upon pro rata
contribution of taxable income or operating losses. We are taxed at corporate rates on taxable income based on existing tax laws. Current income taxes are charged
or credited to net income based upon amounts estimated te be payable or recoverable as a result of taxable operations for the current yvear. Deterred income taxes
are provided for the tax effect of lemporary differences in the financial reporting and income tax bases of assets and liabilities. net operating loss carryforwards and
tax credit carryforwards using enacted income 1ax rates and laws. The effect on deferred income tax assets and deferred income tax liabilities of a change n tax
rales is recognized in net income in the period in which the change is enacted Subsequent to a change in tax rates and laws, any stranded tax cffects remaining in
AQCI will be reteased only if an entire portfolio is liquidated, sold or extinguished. However, a specific exception to this rulc was adopted clfective January 1.
2018, to reclassify the stranded tax effects generated by U.S. fax reform from AOCI to retained earnings. Further details are included under the caption "Recent
Accounting Pronouncements.”
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Foreign Exchange

Assets and liabilities of our foreign subsidiaries and aftiliates denominated in non-U.S dollars, where the U S dollar is not the functional currency, are
translated wnto U.S. dollar equivalents at the year-end spot foreign exchange rates. Resulting translation adjustments are reported as a component of stockhelders'
cquuity, along with any related hedge and tax effects. Revenues and expenses for these entities are translated at the average exchange rates. Revenue, expense and
other foreign currency transaction and translation adjustments that affect cash tlows are reported in net income, ajong with related hedge and tax effects.

Goodwill and Other Intangibles

Goodwili and other intangible assets include the cost of acquired subsidiaries in excess of the fair value of the net tangibie assets recorded in connection with
acquisitions. Goodwill and indefinite-lived intangible assets are not amortized. Rather, they are tested for impairment during the third quarter each vear, or more
frequently if events or changes in circumstances indicate that the asset might be impaired. Goodwill is tested at the reporting unit level, which is a business one
leved below the operating segment, if financial information is prepared and regularly reviewed by management at that level. Once goodwili has been assigned to a
reporting unit, it 1s no longer associated with a particular acquisition; therefore, all of the activities within a reporting unit, whether acquired or organically grown,
are available to support the goodwill value. Tmpairment testing for indetinite-lived intangible assets consists of a comparison of the fair value of the intangible asset
with its ¢arrying value

[ntangible assets with a tinite useful Wie arc amortized as related benefits emerge and are reviewed periodically for indicaters of impainment in value. If facts
and ¢ircumstances suggest possible imparment, the sum of the estimated undiscounted future cash flows expected to result from the use of the asset 1s compared to
the current carrying vatue of the asset. If the undiscounted future cash flows are less than the carrying value, an impatrment loss is recognized for the excess of the
carrying amount of assets over their fair value.

Earnings Per Common Share

Basic earnings per common share is calculated by dividing net income available to commeon stockholders by the weighted-average number of commen shares
outstanding for the peried and excludes the dilutive effect of equity awards. Diluted earnings per commeoen share reflects the potential dilution that could occur if
dilutive sccurities, such as options and non-vested stock grants, were exercised or resulted in the issvance of common stock

2, Goodwill and Other Intangible Assets
Goodwill

The changes in the carrying amount of goodwill reported in our scgments were as follows:

Retirement Principal .8,
and Income Global Principal Tnsurance
Selutions Investors Internatienal Solutions Corporate Consalidated
{in millions)

Balance as of January 1, 2017 g 574 8 2425 % 6643 § 5656 % — 3 10208
Foreign currency 4 8 432 — — A8 0
Balance as of December 31,2017 574 2473 7075 56.6 1.0688
Goadwill from acquisinions (1) — 45.0 46.8 — 2.1 113.9
Goodwill disposed (2) — — {12.0) —_ {3200
Foreign currency — {5.0) (65.7) — — {10.7)
574 3§ 373 5 6766 $ 566 § 2.1 3 1,100.0

Balance as of December 31,2018 $

i

Relates 1o the acquisitions of a) RobustWealth, a financial technology company, which s consolidated within our Corporate segment with the majerity of the goadwall allocated to

vur Principal Giobal Invesrors segment, b} INTERNOS, a London-based European real estatg investiment manager that, upon acquisition, became Principal Reai Estate Eurcpe
Laruted and 15 consolidated within our Principal Global [nvestors segment, ¢} MetLife Afore, 8 A. de C.V , which was MetLife, Inc 's pension fund management business in Mexice

and 15 consolidated wuthin our Principal Internanional segment

{2y Relates to sales of closed blacks of business in Mexico
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Finite Lived Intangible Assets

Amortized intangible assets primarily relate to customer relationship intangibles associated with previcus acquisitions in Chile, Mexico and Hong Kong The
finite lived intangible assets that continue to be subject to amortization over a weighted average remaining expected life of 14 years were as follows'

December 31,

2018 2017
(irt srcllions)
Gross carryung value $ 8102 § 7829
Accumulated amaortization 288.4 2777
Net carrying value $ 5118 § 5052

The amortization expense for intangible assets with finite useful lives was $53.9 million, $43.4 milhon and $44.5 millon for 2018, 2017 and 2016,
respectively. As of December 31, 2018, the estimated amortization expense for the next five years is as follows (in millions).

Year ending December 31.

2019 § 485
2020 482
2021 47.0
2022 48.3
2023 44,2

Indefinite Lived Intangible Assets

The net carrying amount of unamortized indefinite lived intangible assets was $793.3 million and $809.5 million as of December 31. 2018 and 2017.
respectively  As of both December 31, 2018 and 2017. $608 0 million relates to investment management contracts associated with our acquisition of WM
Advisors, Inc. in 2006. The remaining balance primarily relates 1o the trade name intangible associated with our acquisiton of Admimstradora de Fondos de
Pensiones Cuprum S A ("Cuprum"} in 2013

3. Variable Interest Entities

We have relationships with various rypes of entitics which may be VIEs. Certain VIEs are consehdated in our financial results. See Note 1, Nature of
Operations and Sigmbeant Accounting Policics, under the caption "Consolidation” for further details of our consolidation accounting pohicies We did not provide
financial or other support to investees designated as VIEs for the periods ended December 31, 2818 and December 31, 2017,

Adoption of New Consolidation Guidance

Both the variable interest and voting interest consolidation todels were changed under authonitative guidance effective Janpuary 1, 2016, The guidance
eliminated the investment company deferral for portions of the variable interest model. Prios to January 1. 2016, the primary beneficiary of an investment company
VIE was the enterprise who absorbed the majority of the entity's expecied losses, received a majority of the expected residual returns or both. The new guidance
requires all VIES to be assessed under one methed to determine the primary beneficiary.

The determination of whether interests in limited partherships and similar entities are VIEs or VOFSs has also changed under the pronouncement. by requiring
evaluation of the equity holders' rights to determine if they have the power to direct the cutity's mest significant activitics through substantive kick-out rights or
participating rights. Limited partnerships and similar entitics without these rights are VIEs

We adopted the guidance using the modified retrospective approach effective January 1. 2016, Under the modified retrospective approach. the cumulative
effect of initially applying the new guidance is recogmzed as of the date of initial application, and comparative periods are not restaled The changes resulting trom
the adoption were:

The adoption resulted in the deconsolidation of $8.6 billion of both assets and liabilities of certain mandatory privatized social security funds in
which we provide asset management services. Prior to Janvary 1, 2016, the funds were consolidated as VOEs and the funds were presented in
separate account assets and fiabilities w the
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consolidated statements of financial position The deconsohdation did not have a material impact to our consolidated statements of operations and
did not result in a cumulative effect of the change on retaned carnings

The adoeption of the guidance resulted in consolidation of certain sponsored investment funds in which we provide asset management services. We
consolidated $180.1 million of assets and $0.6 million of liabilities. Additionally, we recorded $179.5 mitlion of redeemable noncontrolling interest
related to these funds. The consolidation of these funds did not have a material impact to our consolidated statements of operations and did not
result in a cumulative effect of the change on retained carnings.

' We invest n parinerships and other funds, Prior to new accounting guidance certain of these investments were VOEs. Upon adoption of new
accounting guidance, some of these investments are now considered VIEs. We are not the primary beneficiary of these VIEs

We provide asset management and other services to certamn investment structures for which we earn performance-based management fees. These
structures were considered VIEs prior to new accounting guidance, and we had a variable interest. We were not the primary beneficiary of these
entities as we did not have the obligation to absorb losses or the right to receive benefits of the entitics that could be potentially significant to the
VIE. Subsequent to new accounting guidance, we no longer consider our fees a variable interest for those investment structures where our fees are
deemed to be commensurate with the services provided, consistent with fees for similar services negotiated at arms-length, and we do not have
additional interests in the entity that would absorb a significant amount of the entity's expected losses and expected residual returns of the entity.

Consolidated Variable Interest Entities
Grantor Trusts

We contributed undated suberdinated floating rate notes (o two grantor trusts. The trusts separated their cash flows by issuing an interest-only certificate and a
residual certificate related to each note contributed. Fach interest-only certificate entitles the holder te interest on the stated note for a specified term. while the
residual certificate entitles the holder to interest payments subsequent to the term of the interest-only certificate and to all principal payments. We retained the
interest-only certificates and the residual certificates were subsequently sold te third parties. We determined these grantor trusts are VIEs due to insufficient equity
to sustain them. We determined we are the primary bencficiary as a result of cur contribution of sccurities into the trusts and our significant continuing interest in
the trusts. In 2018, the interest-only certificates from onc of the granter trusts were sold to a third party.

Commercial Mortgage-Backed Securities

We sold commercial mortgage loans to a real ¢state mortgage investment conduit trust. The trust issued various commercial mortgage-backed securities
("CMBS™) certificates using the cash flows of the underlying commercial mortgage loans it purchased. This is considered a VIE due to insufficient equity to sustain
itself. We determined we are the primary bencficiary as we retained the special servicing rele for the assets within the trust as well as the ownership of the bond
class that controls the unilateral kick-out rights of the special servicer.

Mandatory Retirement Savings Funds

We hold an equity interest in Chilean mandatory privatized social security funds in which we provide asset management services. We determined the
mandatory privatized social secunty funds, which also include conributions for voluntary pension savings, voluntary non-pension savings and compensation
savings accounts, are VIEs. This is because the equity holders as a group lack the pewer, due to voting rights or similar rights, 1o direct the activities of the entity
that maost significantly impact the entity's cconomic performance and also because equity investors are protected from below-average market investment returns
relative to the industry's return, due to a regulatory guarantee that we provide. Further we concluded we are the primary beneficiary through our power to make
decisions and our significant variable interest in the funds. The purpose of the funds, which reside in legally segregated entities, is to provide long-term retirement
savings The obligation to the customer is directly related to the assets held in the funds and, as such, we present the assets as separate account assets and the
obligation as scparate account liabilities within our consolidated statements of financial position.

Principal International Hong Kong offers retirement pension schemes in which we provide trustee, adimnisiration and asset management services to employers
and emplovees under the Hong Kong Mandatory Provident Fund and Occupational Retirement Schemes Ordinance pension schemes. Each pension scheme has
various guaranteed and
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non-guaranteed constituent funds. or investment options, in which customers can mvest their money. The guaranteed funds provide either a guaranteed rate of
return to the customer of a minitnum guarantee on withdrawals under certain qualifving cvents. We determined the guaranteed funds are VIES due to the fact the
equity holders, as a group, lack the obligaton to absorb expected losses due to the guarantee we provide. We concluded we are the primary beneficiary because we
have the power o make decisions and to receive benefits and the obligation to absorb losses that could be potentialiv significant to the VIE. Therefore, we
consolidate the underlying assets and liabilitics of the funds and present as separale accounts of within the general account, depending on the terms of the
guaraniee

Real Estate

We invest in several real estate imited partnerships and limited liability companies The entities invest in rea) estate properties. Certain of these entities are
VIEs based on the combination of our significant economic interesi and related voting rights. We determined we are the primary bencficiary as a result of our
power to control the entities through our significant ownership. Due te the nature of these real estate investments, the investment balance will fluctuate as we
purchase and sell interesis in the entities and as capital expenditures are made to improve the underlying real estate.

Sponsored Investment Funds

We sponsor and invest in certam investment funds for which we provide asset management services. Although our asset management fee is commensurate
with the services provided and consistent with fees for simlar services negotiated at amms-length. we bave a variable interest for funds where our other interests are
more than insignificant, The funds are V1Es as the equity holders lack power through voting rights to direct the activities of the entity that mest significantly impact
its economic performance. We determined we are the primary beneficiary of the VIEs where our interest in the entity is more than insignificant and we are the asset
manager.

We also invest in certain series of another investment fund These series are VIES as the equity holders of each series lack the power to direct the most
significant activities of the VIE. We determined we are the primary beneficiary of these series as our interest is more than insignificant and collectively we have the
power to direct the most significant activities of the fund.

Assets and Liabilides of Consolidated Varlable Interest Entities

The carrying amannts of our consolidated VIE assets, which can only be used to settle obligations of consolidated VIEs, and liabilities of conschidated VIEs
for which creditors do hot have recourse were as follows:

December 31, 2018 December 31, 2017

Total Tolal Totn Tetal

assets fiabilities assets liabilities

fin millinns)
Grantor trusts (1) % 950 % 894 § 2688 §% 2531
CMBS 6.4 — 93 _
Mandatory retirement savings funds (2) 37,9157 37,5793 423114 41,9214
Real estate {3) 3792 70.6 3871 195
Sponsored investment funds (4) 526.5 3.6 178.1 10
Total $_389228 § 377429 § 411348 F 431950
(1 The assets of gramior trusts are promacty fised maturtties, avarlable-for-ssle The Labilittes are parmiacdy other liabihties that reflect an embedded dertvative of the forecasted
transaction to deliver the underlying securities

3} The assets of the mandatory retirement savings funds include separate account assets and equity securities The liabihities include separate account Liabilities and contractholder funds
(3} The assets of the real estate VIEs primanly clude real estate and cash Liabibuies primanily mclude long-term debt and ather Tiabihines
(43 The assets of spousored mvestment funds are primaridy fixed natunnes and equity secunties, certard of which are reported with other mvesunrents, and cash The consolidated

staternents of financial position included a $325 7 mulhion and 857 4 million redeemable noncontrollng interest for sponsored 1m estment funds as of December 31, 2018 and
December 31, 2017, respectively

107




Table ot Contents

Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (confinued)
December 31, 2018
3. Variable Interest Entities — {continued)
Unconsolidated Variable Interest Entities

We hold a variable interest in a nuber of VIEs where we are not the pnimary beneficiary. Our investments in these VIEs are reported in fixed maturities,
available-for-sale. fixed maturities, frading. equuty securities (equity securities, trading as of December 31, 2017) and other investments in the consolidated
statements of financial position and are described below.

Unconselidated VIEs include certain CMBS. residential mertgage-backed pass-through securitics ("RMBS") and other asset-backed securities ("ABS"). All of
these entities were deemed VIES because the equity within these entities 3 insufficient to sustain them. We determined we are not the primary beneficiary in the
entities within these categones of investments. This determination was based primarily on the fact we do not own the class of security that controls the unilateral
right to replace the special servicer or equivalent function.

We invest in cash collateralized debt obligations, collateralized bond obligations. collateralized loan obligations and other collateralized structures, which are
VIEs due to msufficient equity to sustain the entities. We have determined we are not the primary beneficiary of these entities primarily because we do not control
the economic performance of the entities and were not involved with the design of the entities or because we do not have a potentially significant variable interest
in the entities for which we are the asset manager.

We have invested in various VIE trusts and similar entities as a debt holder. Most of these entities are classified as VIEs due to insufficient equity to sustain
them. [n addition, we have an entity ¢lassified as a VIE based on the combination of our significant econemic interest and lack of voting rights We have
determined we are not the primary beneficiary primarily becanse we do not control the economic performance of the entities and were not involved with the design
of the entities.

We have invested in partnerships and other funds, which are ¢lassified as VIEs. The entities are VIEs as equily holders lack the power to control the most
significant activities of the entities because the equity halders do not have either the ability by a simple majority to exercise substantive kick-cut rights or
substantive participating rights We have detemuned we are net the primary beneficiary because we de not have the power to direct the most significant activities
ot the entities.

As previously discussed, we sponsor, invest in and have other interests in certain investment funds that are VIEs. We determined we are not the primary
beneficiary of the VIEs for which we are the asset manager but de net have a potentially significant variable interest in the funds.

We hoid an equity interest in Mexican mandatory privatized social security funds in which we provide asset management services. Our equity interest in the
funds is considered a variable interest. We concluded the funds are VIEs because the equity holders as a group lack decision-making ability through their voting
rights. We are not the primary beneficiary of the VIEs because although we, as the asset manager, have the power to direct the activities of the VIEs, we do not
have a potentially significant variable interest in the funds.
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The carrying value and maximum loss exposure for our unconsolidated VIEs were as follows!

Asset Maximum
carrving value exposure to loss (1)
{in millinn)
December 31,2018
Fixed matunties, available-for-sale
Corporate 3 2383 % 2226
Residential mongage-backed pass-through secunties 1,464.6 2,488.5
Commerctal mortgage-backed securities 3.945.6 4,023.1
Collareralized debt obligations (2} 24208 2.451.3
Other debt obligations 7,153.2 7,196.6
Fixed maturities, trading
Resudential montgage-backed pass-through secunties Ky X1 226
Catnmercial tractgage-backed secursties 13.8% 13.8
Collateralized debt obligatians (2) 15.8 ilL8
Other debt obligations 9.7 9.7
Equity secunties 103.9 103.9
Other investments
Other limited partnerstup and fund interests (3) 1315 1,432.2
December 31, 20i7
Fixed matunties. available-for-sale
Corporate 3 2442 % 2245
Residential mertgage-backed pass-through securities 25233 2,493 8
Commercial mongage-backed secunities 37083 1,734 0
Cellateralized debt cbligations (2) 1,359.3 13721
Other debt obligations 5,646 2 56451
Fixed maturities, trading;
Residentral mortgage-backed pasg-through secunties 3o s 36635
Commercial morigage-backed securities o7 7
Equity secunties 771 T
Other investments.
Other limited partnership and fund interests 797 4 14380
(3 Our risk of loss 15 limted to our imtial nvesoment measured at amortized cost for fixed matunuies, avanlable-for-sale Our tisk of loss 15 limited Lo our imvestment measured at far

value for our fixed matuninies, trading and equity securities Our risk of 1oss 15 hmited 10 our carryiny value plus any unfunded commitmenis andior guarantees and sunilas provisions
for our other investments Unfunded commitments are not hiabilities on our conselidated statements of financial position because we are only required to fund additonal equity when
eatled upuu w du su by the goaeral partner or mvestment manaver

{2) Primyanty consists of collateralized loan obligations backed by secured corperate loans

3 As of December 31, 201%, the maximum exposure 1o tass for other hinyted partnershup and fund interests includes $132 2 nihen of debt within certain of our managed international
real estate funds that is fully secured by assets whose value exceeds the amount of the debt, but also includes recourse to the investment manager

Money Market Funds

We arc the investment manager for certain money market mutual funds These types of funds are exempt from assessment under any consolidation model due
10 a scope exception for money market funds registered under Rule 2a-7 of the Investment Company Act of 1940 or similar funds As of December 31, 2018 and
December 31, 2017, money market mutual funds we manage held $3.0 billhion and $4.4 billion in total assets, respectively, We have no contractual obligation o
contribute to these funds: bowever. we provide support through the waiver of fees and through expense reimbursements. The amount of fees waived and expenses
remnbursed was insignificant.
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The amerhized cost, gross unrealized gains and losses. other-than-temperary impairments in AQCI and fair value of available-for-sale securities were as
follows:

Other-than-
Gross Gross lemporary
Amortized unrealized unrealized Fair impairmeants in
cost gains losses value AOCI{1)

{int millions)

December 31, 2018 RPN

Fixed maturibes, available-for-sale

U.S gevernment and agencies 3 1,4416 § 164 % 170 %

Non-U § goveruments 8334 "o 14.6

States and political subdivisions 6,125.0 196.0 98.3 6,225.7 —

Corporate 35,1340 1.249.9 8452 35,5393 —_

Residential morigage-backed pass-through securities 1,488.5 219 49.8 1,460.6 —

Commercial mortgage-backed secunities 4,023.1 17.1 94.6 3.945.6 16.3

Collateralized debt obligations (2) 12,4513 —_— 3o0s 2,420.8 1.2

Other debt 0bL|g:mgns 7,228.3 39.4 82.7 7,185.0 36.1
Total fixed matunities, available-for-sale 5 597258 § 16124 § 12297 § 60,1085 § 3.6

December 31, 2017
Fixed maturities, available-for-sale

U S govenument and agencles 5 13145 % 449 5 77 % 1,3517 % —
Non-U S govenments 820.5 8446 36 901.5 —
States and pohitical subdivisions 6,446.1 371.4 159 6,801 6 —_
Corporate 34,673.0 24642 104 1 37,033.1 2.5
Residential mortgage-bached pass-through securities 2,493 8 508 213 2,523 3 —
Commercial martgage-backed securities 3,7340 327 584 37083 506
Collaterahized debt cbhgations (2} 1,372 1 27 155 1,359 3 03
Other debt obligauons 57081 420 485 57066 41.9

Total fixed maturites, available-for-sale £ 65621 § 30033 % 270 § 593884 % 933

Tatal equity securtties, available-for-sale 3 940 § 74 % 54 % 96 0

(1 Excludes 564 2 anllion and $103 0 mullion as of December 31, 2018 and December 31, 2017, respectively, of net unrealized gans on impaired {ixed matunnies, available-for-sale

related to changes in fair vaiue subsequent ta the impaicment date, which are included in gross unrealized gains and gross unrealized losses

(93} Prumarily consists of collateralized loan obligations backed by sevured corporate laans

The amortized cost and fair value of fixed maturities, available-for-sale as of December 31, 2018, by expected matunty, were as follows:

Amortized Fair
<cost value
{in milliens)

Dug in one year ar less s 27474 8 23,7538
Due after one year through five years 10,602.1 10,631.7
Due after five years through ten years 10,5517 10,389.7
Dug after ten vears 19,673.4 20,321.6
Subtotal 43,534.6 44,0965
Mongage-backed and other asset-backed securiiies 16,1912 16,012.0
Toual $ 597258 § 60,1085

Agctual matunties may differ because borrowers may have the right to call or prepay obligations. Our pertfolio is diversified by industry, issuer and asset class.
Credit concentrations are managed to ¢stablished limits,
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Net Investment Income
Major components of net investment income were as follows:
For the yvear ended
December 31,
2018 2017 2016
i smiblians)

Fixed matunties, avaslable-for-sale $ 24799 § 23423 § 22538
Fixed maturtties, trading 264 126 an2
Equity secunties, available-for-sale —_ 217 0.1
Equity secunties, trading — 46 0 3 e
Equity securities 38.3 —_ —
KMortgage loans 641.4 6059 5739
Real estate 153.8 1254 1279
Poliwcy loans 45.0 45 6 463
Cash and cash eqwivalents 56.2 286 14,2
Derivatives {1) 0.1 3 36 1Y
Other 285.0 3196 3292
Tatal 371316 35486 313809
Invesiment expenses [102.4) (8BS 3) {84.4)
Net investment income $ 36292 § 34593 & 329635
(i Refates 10 periodic settiements of ders auves used in fanr value and cash flow hedges of fixed marunities, av allable-tur-sale See Note 5. Denvavve Financial Instruments. (oo further

detals
Net Realized Capital Gains and Losses

Major components of net realized capital gains (losses) on investments were as follows:

For the year ended
December 31,
2018 2017 2016
fin millions)

Fixed matunties, available-for-sale:

Gross gns § 402 % 47 &8 7446

Gross losses {74.8) 2T {28 6)

Net impairment losses 29.1) 817 (G

Hedging, net 39.6) (28 5) (37 9)
Fixed matunitzes, trading (1) (2.0 {80} 41
Equity securities, available-for-sale

Gross gains — 02 —

Net umrpatcarent lgses — {01y o7
Equity securities, trading (2) — 6510 L3
Equity securities {3} (77 —_ —
Morigage loans 6.1 20 45
Derivativas 11.7 {149 8) 210§
Other (4) 36.7 7308 359
Net realized capital gains (losses) § (754) &  S242 5 17t}
{1 Unreahzed gains {losses) on lxed maturines, trading sul! held at the reporting date were ${12 2) million, ${7 5) nullion and $6 & muliion for the vears ended December 31, 2018,

2017 and 2016, respectively,

(2) Unrealized gamns {iosses) on equity secunities, tradimg still held at the reporting date were $43.3 mulhon and 3$(0 8) milhon for the years ended December 31, 2017 and 2016,
respectively Thys excludes 534 9 mulhion and $18 8 mlhion of uprealized gains (losses) an equty secunities, trading still beld at the reporting date for the vears ended December 31,
2017 and 2016, respectively, that were reperted 10 net investment income

() Unreahized gains (losses} on equity secunines stiil held at the reporting date ware $(36 91 nullion for the year ended December 31, 2018 This excludes $4 9 mullion of unrealized
gains {losses) on equity secursties stll held at the reporting date for the year ended December 31, 2018, that was reported 1n net mvestirent wcoine

(4} Further details relating 1o ather gains tn 2617 are included under the captian "Real Estate Transactions ™
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Proceeds from sales of inyestments (excluding call and maturity proceeds) in fixed matunties, available-for-sale were $3,067.2 mullion, $1.345.8 million and
51.916.9 nullion n 2018. 2017 and 2014, respectively

Other-Than-Temporary lmpairments

We have a process in place to idemtify fixed maturity securities that could potentially have an impairment that is other than temporary. Prior to 2018, we also
used this process to assess equity securities for impairment. This process imvolves monitoring market events that could impact issucrs' credit ratings, business
climate. management changes, litigation and government actions and other similar factors. This process also involves monitoring late payments. pricing levels,
downgrades by rating agencies, key financial ratios, financial statements. revenue forecasts and cash flew projections as indicaters of credit issues.

Each reporting period. all securities are reviewed to determine whether an other-than-temporary decline in value exists and whether losses should be
recogmzed. We consider relevant facts and circumstances in evaluating whether a credit or interest rate related impairment of a security is other than temporary.
Relevant facts and circumstances considered inglude: (1) the extent and length of time the fair value has been below cost; (2) the reasons for the decline in value;
{3} the financial pesition and access to capital of the issuer, including the current and future impact of any specific events; (4) for structured securities, the adequacy
of the expected cash flows: (5) for fixed maturitics, cur intent to sell a security or whether it is more likely than not we will be required to sell the seeurity before
the recovery of its amortized cost which, in some cases, may extend to maturity and (6) for equity securities. our ability and intent to hold the security for a period
of time that allews for the recovery in value. To the extent we determine a security is deemed 1o be other than temporanly impaired, an impairment loss is
recognized.

The way in which impairment losses on fixed maturities are recognized in the financial statements is dependent on the facts and circumstances related to the
speeific security. [fwe intend to sell a seeurity or it is more likely than not that we would be required to sell a security before the recovery of its amortized cost, we
recognize an other-than-temporary impairment in net income for the ditference between amortized cost and fair value. If we do not expect to recover the amortized
cost basis, we do not plan 1o sell the security and if it is not more likely than not that we would be required to sell a security before the recovery of its amortized
cost, the recognition of the other-than-temporary impairment is bifurcated. We recognize the credit foss pertion in net income and the noncredit loss portion in OCI
{"bifurcated OTTI") Pricr to 2018, impairment losses on equity securities were recognized in net income and were measured as the difference between amortized
cost and fair value.

Total ether-than-temporary impairment losses, net of recoveries from the sale of previously impaired securities, were as follows:

For the yeur ended

December 31,
2418 2017 2016

fin mullions)
Fixed maturities, available-for-sale $ 106 % (288) $§ {971
Equity secunties, available-for-sale — {01y {17y
Total other-than-temporary impainnent losses, net of recoveries from the sale of previously impaired securities 10.6 (287) {98 8)
Other-than-temporary impairment losses on fixed maturities, available-for-sale reclassified 1o (from) OCL (1) {39.7) {53.1) 0.4
Net impairment losses on available-for-sale securities § (29.1) § (RB18) § {984
N Represents the net impact of {a) gans resulung from reclassification of noncredit impairment losses tor fixed maturities with bifurcated OTTI from net realized capital gains (losses)

to OCT and (b} losses resultmg from reclassificauon of previously recogrized nencredit impairment losses from OC1 to net realized capital gains (losses) for fixed maturities with
ifurcated OTTI that had addinional credit losses or fixed maturities that previously had bifurcated OTTT that have new been sold or are intended to be sold

We estimate the amount of the credit loss component of a fixed maturity security impairment as the difference between amertized cost and the present value of
the expected cash flows of the security. The present value is determined using the best estimate cash flows discounted at the effective interest rate implicit to the
security at the date of purchase or the current yield to accrete an asset-backed or floating rate security. The methodology and assumptions for establishing the best
estimate cash flows vary depending on the type of security. The ABS cash flow estimates are based on security specific facts and circumstances that may include
collateral characteristics, expectations of delinquency and default rates, loss severity and prepayment speeds and structural support, including subordination and
guarantees. The
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corparate security cash flow estimates are derived from scenario-based outcomes of expected corporate restructurings or liquidations using bond speaific facts and
circumstances including timing, secursty interests and loss severity

The following table provides a rollforward of accumulated credit tosses for fixed maturities with bifurcated credit losses. The purpose of the table is to provide
detail ol (1) additions to the bifurcated credit loss amounts recognized in net realized capital gains (losses) during the period and (2) decrements for previously
recognized bifurcated credit losses where the loss is no longer bifurcated and/or there has been a positive change in expected cash flows or aceretion of the
bifurcated credit [oss amount.

For the year ended
December 31,
2018 2017 2016

(irr emillions)

$ (1243 3 {1399) § {13135

Beginning balance

Credit losses for which an other-thanstemporary impairment was not previously recogmzed (11,3} (150) SRS
Credit losses for which an other-than-temporary impairment was previously recognized (20.0) {42 5) 3N
Reduction far credut losses previously recogmzed on fixed matusies now sold, pard down or intended to be sold 29.5 6313 405
Net reduction for positive changes in cash flows expected to be collected and amortization (1) 8.6 100 6.4
Foreign currency translation adyustment — (0 2) 16 2)
Ending balance § (7% § {1143) § (1399
n Amounis are recognized 1N NET 1IN\ eStMENt INcame

Gross Unrealized Losses for Available-for-Sale Securities

For available-for-sale securities with unrealized losses. including other-than-tlemporary impairment losses reported in OCI, the gross unrealized losses and fair
value. aggregated by investment category and length of time that individual securities have been in a continuous unrealized 1oss position were as follows:

December 31, 2018
Greater than or

Less than equal to twelve
twelve months maonths Total
Graoss Gross Gross
Fair unrenlized Fair unrealized Fair unrealized
value losses, value losses value osses

(in pulisons)
Fixed matarities, available-for-sale:

U S government and agencies s 1018 § 1.6 § 5003 % 154 % 60zl § [f]
Non-l1.§ governments 2102 4.7 1915 9.9 401.7 14.6
States and palitical subdivisions 1.359.9 339 1,590.3 61.4 21,9502 95.3
Corporate 13,1981 4160 6,865.0 369.2 20,063.4 845.2
Residential mortgage-hacked pass- through secunities 2387 Lo 1,410.2 48.8 1,646.9 44.8
Commercial mortpage-backed securities 790.3 11.6 2,223.2 83.0 30135 94.6
Collareralized debl obligations (1) 22333 24.0 162.6 6.3 2.395.% 30.5
Other debt obligations 985.5 4.9 3,665.1 778 4,650.5 827
Total fixed maturities, availlable-for-sale $ 19,1161 § 5577 & 16,6082 % 6720 § 357243 S 1,229.7
{n Primarily consists of collateralized Jloan obligations backed by secured corporate Joans

Of the total amounts. Principal Life's conselidated porifolio represented $35,051.¢ million in available-fos-sale fixed maturities with gross unrcalized losses of
$1,202.9 million. Of the available-for-sale fixed maturities within Principal Lite's consolidated portfolio in a gross unrealized loss position. 95% were investment
grade {ratcd AAA through BBB—} with an avcrage price of 97 {carrving vatue/amortized cost) as of December 31, 2018, Gross unrealized losses i our fixed
maturities pertfolio increased during the vear ended December 31, 2018, primarily due to widening of credit spreads and an increase in interest rates.

For those securities that had been in a continuous unreajized loss position for less than twelve months, Principal Life's consolidated perifolio held 2.076
securities with a carrying value of $18.764.0 million and unrealized losses of

113




Tabie of Contents

Principal Financial Group, Inc,
Notes to Consolidated Financial Statements — (continued)
December 31, 2018
4. Investments — {continued}

$541.3 million reflecting an average price of 97 as of December 31, 2018. Of this portfolio. 92% was mvestment grade {rated AAA through BBB-) as of
December 31, 2018, with associated unrealized losses of $473.7 million. The unrealized losses on these securities can primarily be attributed to changes in market
interest rates and changes in credit spreads since the securities were acquired.

For those securities that had been in a continuous unrealized loss position greater than or equal to twelve months, Principal Life's consolidated portfolio held
2,335 securities with a carrying value ot $16,287 9 million and unrealized losses of $661.6 million, The average credit rating of this portfolio was AA— with an
average price of 96 as of December 31, 2018, Of the $661.6 million in unrealized fosses. the corporate sector accounts for $360 4 million in unrealized losses with
an average price of 95 and an average credit rating of A- The remaining unrealized losses also include $82.2 mmilien within the commercial mortgage-backed
securities sector with an average price of 96 and an average credit rating of AA+. The unrealized losses on these securities can primarily be attributed to changes in
market interest rates and changes in credit spreads since the sccurilies were acquired.

Because we expected to recover our amortized cost, it was not our intent to sell the fixed maturity available-for-sale securities with unrealized losses and it
was net more likely than not that we would be required to sell these securitics before recaovery of the amortized cost, which may be at maturity, we did not consider
these investments o be other-than-temporarily impatred as of December 31, 2018.

December 31, 2017
Greater than or

Less than equal (o twelve
twelve months months Total
Gross Gross Gross
Fair unrealized Fair unrenlized Fair unrealized
value losses value losses value Losses

(i miillions)

1 2942 % 22 8 1809 & 35 % 4751 3 77
1o 17 221 1.9 1331 16
7200 50 4377 109 1,157 7 159

38715 43.4 16443 607 55158 104.1

354 4 20 EL R 193 1,088 9 213

1,3427 198 82013 385 2,163 0 58.4

3609 21 383 134 4992 155

2,667 6 160 936.8 245 3,624 4 405

£ 98223 % 923 3 48349 % 1747 8 146572 §% 2670
b3 — $ — 8 404 3 54 ¢ 404 § 34

i Primarily consists of collateralized lean obligations backed by secured corporate loans

Of the total amounts. Principal Life's consolidated portfolio represented $14.059.5 million in available-for-sale fixed maturities with gross unrealized losses of
$239.7 million. Of the available-for-sale fixed maturities within Principal Life's consolidated pertfolio n a gross unrealized less position, 97% were investment
grade (rated AAA through BBB-) with an average price of 98 (carrying value/ameortized cost) as of December 31, 2017. Gross unrealized losses in our fixed
maturities portfolio decreased during the vear ended December 31, 2017, primarily due to tightening of credit spreads.

For those securities that had been in a centinuous unrealized loss position for less than twelve months, Principal Life's consolidated portfelio held 1,209
securities with a carrying value of $9.360.9 million and unrealized losses of $75.4 mitlion reflecting an average price of 99 as of December 31, 2017, Of this
portfolio, 98% was investment grade (rated AAA through BBB-) as of December 31, 2017, with associated unrealized losses of $71.5 million. The vnrealized
losses on these securities can prunarily be attributed to changes in market interest rates and changes in credit spreads since the securities were acquired.
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For those securities that had been in a continuous unrealized loss position greater than or equal to twelve months, Principal Life's consolidated pertivlio held
775 securities with a carrying value of $4,698.6 million and unrealized losses of $164.3 million The average credit rating of this portfolic was AA— with an
average price of 97 as of December 31, 2017. Of the $164.3 millicn in unrealized losses, the corporate sector accounts for $52.2 mullion in unrealized losses with
an average price of 97 and an average credit rating of BBB+. The remaining vunrealized losses also include $38.1 million within the commercial mortgage-backed
securities sector with an average price of 96 and an average credit rating of AA+. The unreahized losses on thesce sceurities can primarily be atiributed to changes in
market interest rates and changes in credit spreads since the securities were acquired

Because we expected to recover our amortized cost, it was not our intent to sell the fixed maturity available-for-sale securities with unrealized losses and it
was not more likely than not that we would be required to sell these securities before recovery of the amortized cost, which may be at maturity. we did not consider
these invesiments to be other-than-temporarily impaired as of December 31. 2017,

Net Unrealized Gains and Losses on Available-for-Sale Securities and Derivative Instruments

The net unrealized gains and losses on investments in available-for-sale securities. the nencredit component of impairment losses on fixed maturities
available-for-sale and the net unrealized gains and losses on derivative instruments in cash flow hedge relationships are reported as separate components of
stockholders' equity. The cumunlative amount of net unrealized gains and losses on available-for-sale securities and derivative instruments m cash flow hedge
relationships net of adjustments related to DAC and related actuanal balances, policyholder habilities, noncontrolling interest and applicable income taxes was as
follows:

December 31, 2018 December 31,2017
(in millions}

Net unrealized gains on fixed maturities, available-for-sale (1) s 40035 § 2.898.5
Noncredit component of imparment lossés on fixed matunnes. avarlable-for-sale (53.6) (93 3
Net unrealezed gains on equity securities, available-for-sale — 20
Net unrealized gamns on denvative instruments 118.5 1082
Adjustments for assumed changes in amortization patterns 303 (150.6)
Adjustments for assumed changes in policyholder hatilities (293.7) (645 3)
Net unrealtzed gains on other investments and noncontrolling interest adiustments 63,8 313
Provision for deferred income taxes (63.8) 1695 5)
Net unrealized pams on available-for-sale secunties and dertvative instruments $ 2073 % 1.455.1

(1) Excludes net unrealized wains (losses) on fixed matunties. avalable-for-sale included in fair value hedging relationships

Mortgage Loans

Morigage loans consist of commercial and residential morigage leans. We evaluate risks inherent in our commercial mortgage loans m two classes' (1) brick
and mortar property loans, including mezzanine loans, where we analvze the property’s rent payments as support for the loan, and (2) credit tenant loans ("CTL").
where we rely on the credit analysis of the tenant for the repayment of the loan We evaluate risks inherent in our residential mortpage loan portfolio in two classes.
(1) first lien mortgages and (2} home equity mortgages. The carrying amount of our mortgage loan portfolio was as follows

December 31, 2018 December 31, 1017
(in mullions)
Lammercial mortaage loans 3 [EXLLW B LR SN
Restdential mortgage loans 1.368.0 12859
Total amertized cost 15.364.3 111832
Valuation allowance (27.4) (2 7)
Teotal carmying value b4 153369 § 14,150.5
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We penedicaliy purchase mortgage loans as well as scll mortgage loans we have ariginated. Mortgage loans purchased and sold were as follows:

For the year ended
Decem ber 31,
2018 2017 2016
fire miflians)

Commergial nertgage loans:

Purchased § 1275 % 1442 0§ 1633

Seld 2.2 28¢ 03
Residential mortgage loans

Purchased 394.2 3460 2903

Sold 80.3 1522 484

Our commercial mortgage loan portfolio consists primarily of non-recourse, fixed rate mortgages on stabilized properties. Our commercial mortgage loan
porttolio is diversified by geographic region and specific collateral property type as follows:

December 31, 2018 December 31, 2017
Amaortized Percent Amortized Percent
__cost of toral cost of total
{$ in miltions}

Geographicldistnibution] AR
New Engiland 5 640.6 4.6% % 5918 4 6%
ikl Adlele = BEENNECTOTRE 280 3,6230 281
East North Central 592.8 4.2 6752 52
B0 by @il <2 [ ] 1.5 1749 L4
South Atlantic 2,206.5 15.8 23253 180
[Ec Senth G | [ gns Y 375.7 2
West South Central 1,213.8 8.7 10724 83
ishntetn T 6o 10393 81
Pacific 3,.567.6 255 2,8490 221
ettt i ] - S 1.8 170.7 13
Total b 13.996.3 100.0% 3 12,8973 100.0%
Bropegtyltypeldistribution
Office 5 4,625.8 33.0% % 47002 36 4%
] o ] ENEEESTTE 165 2,6127 203
Industeial 2312.% 16.5 18815 146
eoimee ] T 30 3,301 9 256
Hotel 99.8 0.7 1309 10
fcducobiier s RN 2 2701 2.1

b 13,996.3 100.0% § 12,8973 100, 0%

Qur residential mortgage loan portfolio is composed of first lien mortgages with an amortized cost of $1,352.9 million and $1,262.9 million and home equity
mortgages with an amortized cost of $15.1 million and $23.0 million as of December 31, 2018 and Deceiber 31, 2017, respectively. Qur first lien loans are
concentrated in Chile and the United States. Our residential home equity mortgages are concentrated in the United States and are generally second lien mortgages
comprised of closed-end loans and lines of credit.

Mortgage Loan Credit Monitoring
Commaercial Credif Risk Prafile Based on Internal Rating

We actively monitor and manage our commercial morigage loan portfolio. All commercial mortgage loans are analyzed regularly and substantially all are
internally rated, based on a proprnetary nisk rating cash flow model, in order to monitor the financial quality of these assets. The model stresses expected cash flows
at various levels and at different points in time depending on the durability of the income stream, which includes our assessment of factors such as Jocation (macro
and micro markets). tenant quality and lease expirations Our internal rating analysis presents expected
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losses in terms of an S&P Global ("S&P"} bond equivalent rating As the credit risk for commercial mortgage loans increases. we adjust our internal ratings
downward with loans in the category "B+ and below" having the highest risk for credit loss. Internal ratings on commercial mortgage loans are updated at Jeast
annually and potentially more often for certain loans with material changes in cellateral value or occupancy and for loans on an internal "watch list".

Commercial mortgage loans that require more frequent and detailed attention are identified and placed en an internal "watch list". Amonrg the criteria that
would indicate a potential problem are significant negative changes in ratios of loan to value or contract rents to debt service, major tenant vacancies or
bankrupicies. borrower sponsorship problems. late payments. delinguent taxes and loan relief/restructuring requests.

The amorttized cost of our commercial mortgage loan portfolio by credit risk, as determmed by our internal rating system expressed in terms of an S&P bond
equivalent rating, was as follows:

December 31, 2018

Brick and mortar CTL Total
{in millions)
A-and above 5 12,7352 & 843 § 12,8195
BBB+ thru BBB~ 9773 i08.7 1.033.0
BB+ thru BB— B&3 o 883
B+ and below 3.5 — 5.5
Total 5 13,8063 § 1900 $ 139963
December 3§, 2017
Brick and martar CTL Toial
fin mitlions)
A and above 3 11,6362 3 1250 § 11,7652
BB+ thru BBB- RES N 1G24 1,036 3
BB+ thru BB- 890 — 890
B+ and below 63 03 66
Total 5 12454 & 2317 ,W_ 5297 z

Residential Credit Risk Profile Based on Performance Statys

Our residential mortgage loan portfolio is monitored based en performance ot the loans. Monitoring un @ tesidential merigage loan increases when the loan is
delinquent or earlier if there (s an mdication of potential impairment. We define non-performing residential mortgage loans as leans 99 days or greater delinquent

or on non-accrual status

The amortized cost of our perforning and non-performing residential mortgage loans was as follows:

Pedforming
Non-performing
Total

Performing
Non-performing
Total

December 31, 2018

Firstliens Lome equity Total
{in millions)
g 13463 % 6.8 § 13SLI
12.6 4.3 164
$ 13529 5§ 151§ 1,368.0
December 31,2017
First liens Home equity Total
{in mitlions)
$ 1,214 % 165 $ 12679
i) 63 180
5 1,2629 % 230 § 12859
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Non-Accrual Mortgage Loans

Commercial and residential mortgage loans are placed on non-accrual status if we have concem regarding the cellectability of future payments or if a loan has
matured without being paid off or extended. Factors considered may include conversations with the borrower, loss of major tenant, bankruptcy of borrower or
major tenant, decreased property cash flow for commercial morigage toans or number of days past due and other circumstances for residential mortgage loans.
Based on an assessment as to the collectability of the principal, a determination is made to apply anv payments received either against the principal, against the
valuation allowance or according to the contractual terms of the lean. When a loan is placed on non-accrual status. the accrued unpaid interest receivable 1s
reversed against interest incomte Accrual of interest resumes after factors resulting in doubts about collectability have improved. Residential first lien mertgages in
the Chilean market are camed on acerual for a longer period of delinquency than domestic lcans, as assessment of collectability is based on the nature of the loans
and collection practices in that market.

The amortized cost of mortgage loans on non-accrual status was as follows:

December 31, 2018 December 31,2017
(in millivns)

Residential

First hiens 3 1.1 3§ 19

Home equity 4.3 635

Total 3 144 § 104

The aging of our mortgage loans, based on amortized cost, was as follows:
December 31, 2018

Recorded

investment

90 days or 90 days or

30- 5% days 60 - B9 days more past Total more and

past due past due due past due Current Total leans accruing

fin millions)
Commercial-brick and mortar s — ¥ — § — — 3 13.806%3 —
Commeraal-CTL — — — — 190.0 190.0 —_
Residential-first liens 44.3 8.4 1.1 64.8 1,288 NGRS YO 2.5
Residential-home equity 0.8 0.6 0.4 1.8 13.3 , 15.1 —
Total 3 451 § 9.0 3 1.5 & 666 $ 152970 SRS Soan s 2.5
December 31,2017

Recorded

investment

90 days or 90 duys or

30 - 59 days 60 - 89 days more past Total moere and

past due past due due _past due Current Total lJoans Accruing

finn emillics)

Commercial-brick and montar % — 3 — 3 — — § 126656 % 12,6656 8 —
Commercial-CTL _ — — — 37 2317 —
Res:denual-first liens 37.2 79 106 557 1,207.2 1,262 9 76
Residential-home equity 19 07 08 34 196 230 —
Total 3 391 % 8¢ 3% 114 § 591 § 141241 § 14,1832 § 7.6

Mortgage Loan Valuation Allowance

We establish a valuation allowance to provide for the risk of credit losses inherent in our portfolio The valuation allewance includes loan specific reserves for
loans that are deemed to be impaired as well as reserves for pools of loans with similar risk characteristies where a property risk or market specific risk has not been
identified but for which we anticipate a loss may oceur. Mertgage loans on real estate are considered impaired when, based on current information and events, it is
probable we will be unable to coliect ail amounts due aceording to contractual terms of the loan agreement. When we determine a loan is impaired, a valvation
allowance is established equal to the difference between the carrying amount of the mortgage loan and the estimated value reduced by the cost to sell. Estimated

value is based on
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either the present value of the expected future cash flows discounted at the Joan's effective interest rate, the loan's ohservable market price or fair value of the
collateral, Subsequent changes in the estimated value are reflected in the valuation allowance. Amounts on loans deemed to be uncollectible are charged off and
removed from the valoation allowance. The change in the valuation allowance provision is included in net realized capital gains (losses) on our consolidated
statements of operations.

The valuation allowance is maintained at a level believed adequate by management to absorb estimated probable credit losses. Management's periodic
evaluation and assessment of the valuation allowance adequacy is based on known and inherent risks in the portfolio, adverse situations that may affect a
borrower's ability to repay, the estimated value of the undetlying collateral, composition of the lean portfolio, portfolio delinquency information, underwriting
standards, peer group information, current economic conditions, loss experience and other relevant factors. The evaluation of our impaired loan component 1s
subjective, as it requires the estimation of timing and amount of future cash flows expected to be received on impaired loans.

We review our commercial mortgage loan portfolio and analyze the nced for a vafuation allowance for any loan that is delinquent for 60 days or more, in
process of foreclosure, restructured. on the internal "watch list" or that currently has a valuation allowance. In addition to establishing allowance levels for
specifically identified impaired commercial mortgage loans, management determines an allowance for all other foans in the portfolio for which historical
experience and current economic conditions indicate certain losses exist. These Joans are segregated by risk rating level with an estimated loss ratio applied against
each risk rating level, The loss ratio is generally based upon historical loss experience fur each risk rating level as adjusted for certain current environmental factors
management belicves to be relevant.

For our residential mortgage loan portfolio, we separate the loans into several homogencous pools, ¢ach of which consist of loans of a similar nature including,
but not limited to loans similar in collateral, term and structure and loan purpose or tvpe. We evaluate loan pools based on aggregated risk ratings, estimated
specific loss potential in the different ¢lasses of credits. and historical loss experience by poel type. We adjust these quantitative factors tor qualitative factors of
present conditions. Qualitative factors include items such as ecenomic and business conditions. changes in the portfolio, value of underlying collateral and
concentrations. Residential mortgage loan pools exclude loans that have been restructured or impaired. as those loans are evaluated individually
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A rollferward of our valuation allowance and ending balances of the allowance and loan balance by basis of impairment method was as follows:

Commercial Residential Tolal
(in mitlions)

For the year ended December 31, 2018

Begimning balance 5 258 3 6% 3§ 327
Provision (1.5} (4.5} (6.0}
Charge-offs — 2.9 (2.4)
Recoveries — 3.1 3.1

Ending balance 3 43 3 31§ 274

Allowance ending balance by basis of impairment methed.

Individually evaluated for impairment 3 — 5 14 3 1.4
Collectively evaluated for impairment 24,3 1,7 26,0

Allowance ending balance b3 243 § 31l 8 274

Loan balange by basts of imparrment method:

Individually evaluated for impairment s — % 92 3 9.2
Collectively evalvated for impairment 13,996.3 1,358.8 15355.1

l.oan ending balance b 13,9963 § 1,368,060 § 153643

For the year ended December 31,2017

Beginming balance 3 274 % 175 % 449
Provision (Lo} {10.4) (12.0}
Charge-offs —_ [CBY] 51
Recoveries — 4.9 4.9

Ending balange ¥ 25 b 69 3 327

Allowance ending balance by basis of impairment method:

Individually evaluated for impairment % — ¥ 45 8 45
Collectively evaluated for impairment 258 24 28

Allowance ending balance % 258 % 69 % 327

Loan balance by basis of impairment methed.

Individually evaluated for impairment 3 — % 125 5% 125
Collectively evaluated for impairment 12,8573 1,2734 14,170.7

Loan ending balance 5 12,8073 § 12859 § 141832

For the year ended December 31,2016

Beginning balance 3 215 % 241 0% 516
Provision 14 (56) (42)
Charge-otfs {15) (4 6) 61
Recoveries — 36 je6

Ending balance § 274§ 175 3 44 9

Allowance ending balance by basis of impairment method:

Individually evaluated for tmparment 3 — 3 59 % 59
Collectively evaluated for impairment 274 116 390

Allowance ending balance 3 274 3 175 & 449

Loan balance by basis of impairment methad
Indrnadually evaluated for impairment 3 — ¥ 192 % 192
Collectively evaluated for impairment 120552 1,2007 13,255 ¢

Lean ending balance 3 120352 % 12199 3 132751

Impaired Mortgage Loans

Impaired mortgage loans are loans with a related specific valuation allowance, loans whose carrying amount has been reduced to the expected collectible
amount because the impairment has been considered other than temporary or a toan medification has been classified as a troubled debt restructuring ("TDR™).
Based on an asscssment as to the collectability of the principal, a determination is made to apply any payments received cither against the principal, against the
valuaticn allowance or according to the contractual terms of the toan. Our recorded investment in and unpaid
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principal balance of impaired loans along with the related loan specific allowance for losses, if any. and the average recorded investment and interest mcome
recognized during the time the loans were impaired were as follows:

December 31, 2018

Unpaid
Recorded principak Relnted
investment balance allowance

(in millions}
With no related allowance recorded

Resident al-first liens $ 1.6 % 16 % —_
With an allowance recorded

Residential-first liens 22 22 —

Residential-home equity 54 6.5 1.4
Total

Residential 5 92 % 103 § 1.4

December 31,2017

Unpaid
Recorded principal Related
investment balance allowance

free midlinns}
With no related allowance recorded

Residential-first lens 13 09 5 08§ —
With an allowance recorded
Residential-first iens 40 40 02
Residential-home equity 76 86 43
Total
Residential s 125 % 134 % 4.5
Average
recarded Interest income

investment recognized
(is ilfions}
For the year ended [tecember 31,2018
With no related allowance recorded
Residential-first liens 5 13 % —_
With an allowance recorded

Residential-first hiens 3z 0.1

Residential-home equity 6.5 .2
Total

Residenual $ 11.0 § 0.3

For the year ended December 31,2017
With ne related allowance recorded

Residential-first liens 3 12 § —
With an allowance recorded

Residential-first liens 44 0z

Restdential-home equity 103 02
Total.

Residenual b 159 § 04
For the year ended Decembet 31, 2016
With ne related allowance recorded

Residential-first hens $ 26 § —
Wath an allewance recorded

Residential-first fiens 53 o1

Res:dential-home equity 134 03
Total'

Residential 5 213 8 o4
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Mortgage Loan Modiftcations

Our ¢commercial and residential mortgage loan portfolios can mclude loans that have been modified. We assess loan modifications ot a case-by-case basis to
evaluate whether a TDIR has occurred. When we have commercial mortgage loan TDRs, they are modified to delay or reduce principal payments and to reduce or
delay interest payments The commercial morngage loan modifications result in delaved cash receipts, a decrease in ilerest income and loan rates that are
considered below market. When we have residential mortgage loan TDRSs, they include modifications of interest-only payment periods, delays in principal balloon
payments and interest rate reductions. Residential mortgage loan modifications result in delayed or decreased cash receipts and a decrease in interest income.

When we have commercial mortgage loan TDRs. they are reserved for in the mortgage loan valuation allowance at the estimated fair value of the underlying
collateral reduced by the cost to sell.

When we have residential mortgage ioan TDRs, they are specifically reserved for in the mortgage loan valuation allowance if losses result from the
medification. Residential mortgage loans that have defaulied or have been discharged through bankruptcy are reduced to the expected collectible amount,

We did not have any significant loans that were modified and met the criteria of a TDR in 2018, 2017 and 2016.
Real Estate

Depreciation expense on invested real estate was $54.1 million. $55.9 million and $52.0 million in 2018, 2017 and 2016. respectively. Accumulated
depreciation was $487.2 million and $451.6 million as of December 31,2018 and 2017, respectively.

Real Estate Transactions

In September 2017, we entered an exchange agreement to exit certam real estale joint ventures. The transaction resulted in us transferring our interest in
certain real estate properties i exchange for our joint venture partner's interest in certain other real estate properties. In a subsequent transaction we sold certain of
these real estate properties to a third party. Both transactiens closed in September 2017.

In September 2017, we recognized a nel pre-tax realized capital gain of $690.9 million (net after-tax realized capital gain of $410 8 million) as a result of these
transactions. The following consolidated statement of financial positien hine items were most significantly impacted by the transactions, each having a net increase
as of September 30, 2017, (in millions):

Real estate $ 2934
Orher investments 2224
Cash and cash equivalents 219.6
Long-term debt 49.4
Income taxes cutrently payable 1791
Deferred income taxes 1010

Other Investments

Other investments include interests in unconselidated entities, domestic and mternational joint ventures and partnerships and properties owned jointly with
venture partners and operated by the partners. Such investments are generatly accounted for using the equity method. In applying the equity method, we record our
share of income or loss
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reparted by the equity investees in net investment income. Summarized financial information for these unconsolidated entities was as follows:

December 31,
2018 2017
firr mifliprs)
Total assets $ 1353556 5% 1361718
Total iabilmnes 80,2654 838152
Total equity $ 550902 3 523566
Net investment i unconsohdated ennties (1) ;3 1,7237 % 1,6162

For the year ended December 31,

2018 2017 2018
(En maitlious)
Total revenues $ 153894 § 150209 § 143764
Net wncome 6,542.1 4,530 14553

Our share of nel income of unconsolidated entities (1) 1616 2327 2327

(03] Qur most significant equity 1nvestee 1s Brasiprev Seguros e Presdencia, a co-managed joint venture 1o Brazl

In addition. other investments include $830.7 million and $937 4 million of direct financing leases as of December 31, 2018 and 2017, respectively Our
Chilean operations enter into private placement contracts for commercial, industrial and office space properties whereby our Chilean operations purchase the real
estate and/or building from the seller-lessee but then lease the property back 1o the seiler-lessee. Ownership of the property is transferred to the lessee by the end of
the lease term. The direct financing lease receivables are carried at amortized cost. We actively montutor and manage our direet financing leases. All leases within
the portfolio are analyzed regularly and internally rated. based on financiai condition. payment history and {oan-to-value.

Furthermore, other investments include $502.6 millon and $0.0 million of cash surrender value of company owned life insurance as of December 31, 2018
and 2017, respectively

Derivative assets are carried at fair value and reported as a component of other investments. See Note §, Derivatve Financial Instrumnents. for further detads
Certain sponsored invesiment funds are also carried at fair value and reported as a component of other investments, with changes in fair vaiue included in net
realized capital gains (losses) on our consolidaied statcments of operations. The fair value of these funds was $719.7 million and $396.4 million as of December 31,
2018 and 2017 respectively.

Securities Posted as Coliateral

As of December 31, 2018 and 2017, we posted $3.761.3 million and $2.807.4 million, respectively, in comimercial morigage loans and residential first hien
mortgages to satisfy collateral requirements associated with our obligation under funding agreements with Federal Home Loan Bank of Des Moines ("FHIB Des
Moines'"}. [n addition, as of December 31, 2018 and 2017, we posted $2.402.5 miliion and $2,486 2 million, respectively. in fixed maturities, available-for-sale and
rrading securities to satisfy collateral requirements primarily associated with a reinsurance arrangement, our derivative credit support anncx (collateral) agreements.
Futures Commission Merchant ("FCM") agreements, a lending arrangement and our obligation under funding agreements with FHILB Des Moines. Since we did
not relinquish ownership rights on these instruments, they are reported as mortgage loans, fixed maturities. available-for-sale and fixed maturities, trading.
respectively, on our consolidated statemients of financial position. Of the sccurities posted as collateral, as ot December 31, 2018 and 2017, $124.2 million and
$173.3 million, respectively, could be sold or repledged by the secured party.
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Financial assets subject to master netting agreements or similar agreements were as follows:

Gross amount

Grass amounts not offset in
the consolidated statements
of financial position

of recognized Financial Collateral
assets (1) instruments (2) received Net amount
fin millions)
December 31,2018
Derivatine assets 5 186.3 (70.5) § (108.1) § 7.7
Reverse repurchase agreements 53.0 — {53.00 wnmer
Total $ 239.3 (70.5) § (161,1) § 7.7
December 31, 2017
Derivative assets 5 2870 (1163) § {1495 § 212
Reverse repaurchase agrecments 7.6 —_ {176} —
Total g 304 & (1163) % {1671} § 212
() The gross amount of recogmized denvative and reverse repurchase ayreement assels are reported with other ravestmerts and cash and cash equivalents, respectively, on the
consolidated stutements of financial posiion The abave excludes $7 7 millien and $17 ¢ millien of denvative assets as of December 31, 2018 and December 31, 2017, respectively,
that are not subject to master netting agreements or sumlar agreements The gross amounts of derivative and reverse repurchase agreement assets are not netted against offsetting
ltabilities for presemation on the consolidared statements of financial position
(2} Represents amount of offsetting derivainve habilines that are subject to an enforceable master netting agreement or similar agreement that are not netted against the gross derivative

assets for presentation an the consehdated statements of financial position

Financial habilities subject to master netting agreements or similar agreements were as follows:

Gross amount
of recognized

Cirass amounts not offset in
the consolidated statements
ol financial position

Financial

Collateral

Liabilities (1) instruments (2) pledged Net amount
fin millions)
December 31, 2013
Derivatiy e habihies 3 153.4 (70.5) § {523} 3 30.6
Total 3 153.4 {70.5) § 523} § 30.6
December 371, 2017
Drerivative liabilities 3 272.5 (1163) § {143.5) § 12.7
Total § 2725 (1163) 3 (143 3) § 127
[§)] The uross amount of recognized derivative hahihities 15 reported wnh other liabihues on the consohdated statements of financial pusiiun The above excludes $138.3 mullion and
$415 6 million of dervative Labilities as of December 31, 2018 and December 31, 2017, respectively, which are primanly embedded denivatives that are not subyject to master nettimg
agreements or sumilar agreements The gross ameunts of dervative Labilities are not netted against offsetung assets for presentation on the consolidated statements of financial
position
(2) Represents amount of offsetting derivative assets that are subject to an enfarceable master netting agreement or similar agreement that are not netted against the gross derivative

habilities for presenanon on the consolidated statements of financial pesition

The financial instruments that are subject to master netting agreements or similar agreements include right of setoff provisions. Derivative instruments include
provisions to setoft positions covered under the agreements with the same counterparties and provisions to setoff positions outside of the agreements with the same
counterparties in the event of default by one of the parties. Derivative instruments also include collateral or variation margin provisions, which are generally seitled
dailv with each counterparty. See Note 5, Derivative Financial Instruments, for further details.

Repurchase and reverse repurchase agreements include provisions to setoff other repurchase and reverse repurchase balances with the same counterparty.
Repurchase and reverse repurchase agreements also include collateral provisions
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with the counterpartics, For reverse repurchase agreements we require the counterparties to pledge collateral with a value greater than the amount of cash
transferred. We have the right but do not sel} or repledge collateral received in reverse repurchase agreements. Repurchase agreements are structured as secured
bosrowings for all counterparties. We pledge fixed maturities available-for-sale. which the counterparties have the right to sell or repledge. Interest incurred on
repurchase agreements is reported as part of operating expenses on the consolidated statements of operations. Net proceeds related 1o repurchase agreements are
reported as a component of financing activities on the consolidated statements of cash flows. We did not have any owtstanding repurchase agreements as of
December 31, 2018 and December 31, 2017.

5. Derivative Financial Instruments

Derivatives are generally used to hedge or reduce exposure to market risks associated with assets held or expected to be purchased or sold and habilities
incurred or expected to be incurred. Derivatives are used to change the characteristics of our asset/liability muix consistent with our risk management activities.
Derivatives are also used in asset replication strategies.

Types of Derivative Instruments
Interest Rate Contracts

Intercst rale risk is the risk we will incur cconomic losses duc to adverse changes in interest rates. Sources of interest rate risk include the difterence between
the maturity and interest rate changes of assets with the fiabifutics they support. tisving differences between the pricing of tiabilities and the purchase or procurement
of assets and changing cash flow profiles from original projections due to prepayment options embedded within asset and liability coniracts. We use various
derivatives to manage our exposure to fluctuations in interest rates.

Interest rate swaps are contracts in which we agree with other partics to exchange, at specified intervals. the difference between fixed rate and/or floating rate
interest amounts based upon designated market rates or tate indices and an agreed uporn notional principal amount. Generally. na cash is exchanged at the outset of
the contract and no principal payments are made by any party. Cash is paid or recerved based on the terms of the swap We use interest rate $waps primarily (o
more closely match the interest rate characteristics of assets and liabilities and to mitigate the risks arising from timing mismatches between assets and liabilitics
{including duration mismatches) We also use interest rate swaps to hedge against changes in the value of assels we anticipate acquinng and other anticipaed
transactions and commitments. Interest rate swaps are used to hedge aganst changes in the value of the guaranieed minimum withdrawal benefit ("GMWB"}
ligbility. The GMWRB rider on our variable annuity products provides for guaranteed minimum withdrawal benefits regardless of the actual performance of various
equity and/or fixed imcome funds available with the product.

Intcrest rate options, including interest rate caps and inerest rate Poors, which can be combined to form interest rate collars. are contracts that entile the
purchaser to pay or receive the amounts, if any, by which a specified market rate exceeds a cap strike nterest rate. or falls below a floor strike interest rate.
respectively, at specified dates We use wmterest rate aptions lo manage prepayment risks i our assets and minimum guaranteed interest rates and fapse risks i our
liabilities.

A swaption is an oplion 1o enfer into an interest rate swap at a futore date. We have purchased swaptions 1o offser or ;modify existing exposures. Swaptions
provide us the benefit of the agreed-upon strike rate if the market rates for liabilities are higher. with the flexibility to enter into the current market raie swap 1f the
market rates for liabilities arc lower. Swaptions not only hedge agaimst the downside risk. but also aflow us to take advantage of any upside benefits,

In exchange-traded futures transactions. we agree to purchase or sell a specitied number of contracts. the values of which are determined by the values of
designated classes of securities. and 1o pest variation margin on a daily basis in an amount equal to the difference in the daily market values of those contracts. We
enter into exchange-traded futures with regulated futures commissions merchants who are members of a trading exchange. We have vsed exchange-traded futures
to reduce market risks from changes in interest rates and to alter mismatches between the assets in a portfolio and the liabilities supported by those assets.

Foreign Exchange Contracts

Foreign currency nisk is the risk we will incur economic losses due to adverse fluctuations in foreign currency exchange rates. This risk arises from foreign
currency~-denaminated funding agreements issued to nonqualified
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institutional mvestors in the international markel, foreign currency-denominated fixed maturity and equity securities. and our international operations, including
expected cash flows and potential acquisition and divestiture activity. We use various derivatives to manage our exposure to fluctuations in foreign currency
exchange rates.

Currency swaps are contracts in which we agree with other parties 1o exchange, at specified intervals, a series of principal and interest pavments in one
currency for that of another currency. Generally, the principal amount of cach currency is exchanged at the beginning and termination of the currency swap by each
party. The interest payments are primarily fixed-to-fixed rate; however. they may also be fixed-to-floating rate or floating-to-fixed rate. These transactions are
entered into pursuant to master agreements that provide for a single net payment to be made by one counterparty for payments made in the same currency at each
due date. We use currency swaps to reduce market risks from changes in cusrency exchange rates with respect to investments or liabilities denominated in foreign
currencies that we either hold or intend to acquire or sell.

Currency forwards are contracts in which we agree with other parties to deliver or receive a specified amount of an identified currency at a specified future
date. Typically, the price is agreed upon at the time of the centract and payment for such a contract is made at the specified future date. We use currency ferwards
0 reduce market risks from changes in currency exchange rates with respect to investments or liabilities denominated in foreign currencies that we either held or
intend to acquire or sell. We sometimes use currency forwards to hedge the currency risk associated with a business combination or to hedge certain net equity
investments in or expected cash flows from our foreign operations.

Currency options are contracts that give the holder the right, but not the obligation to buy or sell a specified amount of the identified currency within a limited
period of time at a contracted price The contracts are net seftled in cash, based on the differential in the current foreign exchange rate and the strike price.
Purchased and sold options can be combined to form a foreign currency collar where we receive a payment if the foreign exchange rate is below the purchased
option strike price and make a payment if the foreign exchange rate is above the sold option strike price. We use currency optiens to hedge expected cash flows
from our foreign eperations

Egquity Contracts

Equity nisk is the risk that we will incur economic losses due 1o adverse fluctuations in common stock prices. We use various derivalives to manage our
exposure 1o equity risk, which arises from products n which the interest we credit is tied to an external equity index as well as products subject to minimum
contractual guarantees,

We purchase cquity call spreads ("option collars") to hedge the equity participation rates promised te contractholders in conjunction with our fixed deferred
annuity and universal life products that credit interest based on changes in an external equity index. We use exchange-traded futures and equity put oplions to
hedge aganst changes in the value of the GMWRB liability related to the GMWB rider on our variable annuity product. The premium associated with certain options
15 paid quarterly over the life of the option contract.

Credit Contracts

Credit nsk relates (o the uncertainty associated with the continued ability of a given obligor to make timely payments of principal and interest. We use credit
default swaps lo enhance the return on our investment portfolie by providing comparable exposure to fixed income securities that might not be available in the
primary market. They are also used to hedge credit exposures in eur investment portfelio. Credit derivatives are used to sell or buy credit protection on an identified
name or names cn an unfunded or synthetic basis in retum for receiving or paying a quarterly premium. The premium generally corresponds to a referenced name's
credit spread at the time the agreement 15 execuled. In cases where we sell protection, we also buy a quaiity cash bond to match against the credit default swap,
thereby entering into a synthetic transaction replicating a cash security, When setling protection. if there is an event of default by the referenced name, as defined
by the agreement, we arc obligated 1o pay the counterparty the referenced amount of the contract and receive in return the referenced security in a principal amount
equal te the notienal value of the credit default swap.

Total return swaps are contracts in which we agree with other parties to exchange, at specified intervals. an amount determined by the difference between the
previous price and the current price of a reference asset based upon an agreed upon notional principal amount plus an additional amount determined by the
financing spread. We have used futures fraded on an exchange ("exchange-traded”) and total return swaps referencing cquity indices to hedge our portfolio from
potential credit losses related to systemic events.
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Other Contracts

Embedded Derivatives.  We purchase or issue cerfain financial instruments or products that contain a derivative instrument that is cmbedded in the financial
instrument of product. When it is determined that the embedded derivative possesses economic characteristics 1hat are not clearly or clesely related 1o the economic
characteristics of the host contract and a separate instrument with the same terms would qualify as a derivative instrument, the embedded denvative 1s bifurcated
from the host instrument for measurement purposes. The embedded derivative, which (s reported with the host instrument in the consolidated statements of’
financial position, is carried at fair value.

We had investment contracts in which the return was tied to a leveraged inflation index. We cconemically hedged the risk associaied with these investment
contracts.

We offer group annuity contracts that have guaranteed separate accounts as an investment option. We also offer funds with embedded fixed-rate guarantees as
investment options in our defined contributien plans in Hong Kong,

We have structured investment relationships with trusts we have determined to be VIEs, which are consolidated in cur financial statements The notes issued
by these trusts include obligations to deliver an underlying security to residual mtercst holders and the obligations contain an embedded derivative of the forecasted
transaction to defiver the underlying security.

We have fixed deferred annuities and universal life products that credit interest based on changes in an external equity index We also have certain varjable
annuity products with a GMWEB rider, which allows the customer 10 make withdrawals of a specified annual amount. either for a fixed number of years or for the
lifetune of the customer, even if the account value is fully exhausted. [Declines in the equity markets may mcrease our exposure to benefits under contracts with the
GMWB. We economically hedge the exposure in these contracts, as previously explained.

Exposure

Ouwr risk of loss 15 typically himited to the fair value of our derivative instruments and net to the notional or contractual amounts of these derivatives We are
also exposed to credit losses in the event of nonperfonmance of the counterparties. Our current ¢redit exposure is limited to the value of derivatives that have
become favorable to us. This credit risk is minimized by purchasing such agreements from financial institutions with high credit ratings and by establishing and
monitoring exposure limis We alse utilize various credil enhancements, including collateral and credit triggers to reduce the credit exposure to our derivative
instruments

Derivatives may be exchange-rraded or they may be privately rniegotiated contracts, which are usually referred to as over~the-counter ("OTC") derisatives.
Certain of our OTC derivatives are cleared and sertled through central clearing counterparties ("OTC cleared”). while others are bilateral contracts between two
counterparties {"bilateral OTC"). Our derivative transactions are generally documented under {mernational Swaps and Derivatives Assoation, Inc. ("ISDA™)
Master Agreements. Mapagement believes that such agreemems provide for legally enforceable set-off and close-out netting of exposures to specific
counterparties. Under such agreements, in connection with an early termination of a transaction. we are permitted to set off our recewvabie ffom a counterparty
against our payables to the same counterparty arising out of all included transactions. For reporting purposes. we do not offset fair value amounts of bilateral OTC
derivatives for the right to reclaim cash collateral or the obligation to retum cash collateral against fair value amounts recognized for derivative instruments
executed with the same counterparties under master netting agreements. OTC cleared derivatives have variation margin that 1s legally characterized as settlement of
the derivative exposure. which reduces thew fair value in the consolidated statements of financial position

We posted $106.6 million and $195.0 million in cash and securities under collateral arrangements as of December 31. 2018 and December 31, 2017,
respectively, to satisty collateral and initial margin requirements associated with our derivative credit support agreements and FCM agreements

Certain of our derivative instruments contain provisions thal reguire us to maintain an investment grade rating from each of the major credit rating agencies on
our debt. If the ratings on our debt were to fall below investment grade. it would be i violation of these provisions and the counterparties to the derivative
instruments could request immediate payment or demand immediate and ongomg full overnight collateralization on dersvative instruments in net hability positions
The aggregate fair value, inclusive of accrued imterest. of all derivative instruments with credit-risk-refated contingent features that were in a Hability positéon
without regard to netting under derivative credit support annex agreements as of December 31, 2018 and December 31, 2017, was $109.7 million and
$280.4 million, respectively. Cleared derivatives have contingent features that require us to post excess margin as required by the FCM. The terms surrounding
excess margin vary by FCM agreement. With respect to derivarives containing collateral triggers. we posted
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collateral and imitial margin of $106 6 nulhon and $195.0 million as of December 31. 2018 and December 31. 2017, respectively, in the normal course of business,
which reflects netting under derivative agrecments. 1f the credit-risk-related contingent features underlying these agreements were triggered on December 31, 2018,
we would be required Lo post an additional $28.9 mullion of collateral to our counterparties

As of December 31, 2018 and December 31, 2017, we had received $79 5 nullion and $124.7 million, respectively, of cash collateral associated with our
derivative credil support annex agreements and FCM agreements, for which we recorded a comresponding liability reflecting our obligation to return the collateral.

Notional amounts are used to express the extent of our involvement in derivative transactions and represent a standard measurement of the volume of our
denivative activity. Notional amounts represent those ameunts used to calculate contractual flows to be exchanged and are not paid or received. except for contracts
such as currency swaps. Credit exposure represents the gross ameunt owed 1o us under derivative contracts as of the valuation date. The notional amounts and
credit exposure of our derivative financial instruments by type were as follows:

December 31, 2018 December 31,2017
fin miillions}

Iiterest rate contracis:

Interestlratelswans 5 343937 % 23,5434

Interest rate options 1,126.9 6370

Interestirate]filices) 260.0 2365

Swaptions — 1490
‘Rorergnlexchongelconiraciy,

Currency swaps 893.6 888 6
- Sy e ) 863.6 9155

Currency options %252 583.6

1,522.% 36494
B e 4917 3578
Credit contracts:
- Eail dhnil s o 420.0 664.5
Cther contracty;

94523 54023

5 49954.5 % 40916 6

TP e s r e s ruments
[nterest rate contracis:

tnterestiratelswaps 3 954 § 163.4

Interest rate options 16.3 158
Yot ool anre

Currency swaps 7.2 791
Oy (g o] 2.8 243

1.9 1.6
7.7 ig2
Crediflconmacty]

Credit default swaps 2.4 50
it e el e ] 197.7 la
Less: coliateral received i22.9 1597
Pl ciienemtn L 8 4.3 1517
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The fair value of our derivative instruments classificd as assets and liabilities was as follows:

Derivadive assets (1} Derivative liabilities (2)
December 31,2018 December 31, 2017 Deeember 31, 2018 December 31, 2017

fin milliony)
Derivatives designated as hedging instruments

Interest rate contracts $ — 3 — % 161 8 229
Fareign exchange centracts 37.6 96 13,5 363
Tatal dertvatives designated as hiedging mstruments 3 e 3 396 % 295 S 392
Perivatives not designated as hedging instruments

Interest rate contracts s 108.0 § 1752 % 126 % 330
Foreign exchange centracts kLR 66.2 729 263
Equity contracts 1.7 182 274 1541
Credit contracts 23 48 4.4 15
Other contracts — — 134.6 4134
Total denvatives not designated as hedgimg instruments 156.4 264 4 262.1 6289
Total derivauve instruments 5 194.0 % o4 § 2917 % G688 |
(n The fair vatue of derivative assets is reported with other investiuents on the consohidated statements of financial position

[#a] The fair value of detivahive habiliies 15 reported with other liabiliues on the consolidated statements of financial posion, with the exception of certain embsdded denvative

liabihities Embedded derivatines with a net liabibry fair value of $45 2 nulhion and $160 3 mslhon as of December 31, 2018 and December 31, 2017, respectively, are reported with
contractholder fumds on the consolrdated statermments of financial position

Credit Derivatives Sold

When we sell credit protection. we are exposed to the underlying credit risk similar to purchasing a fixed maturity security instrument. Our credu derivative
contracts sold reference a single name or reference security (referred to as "single name credit default swaps”) These instruments are erther referenced in an OTC
credit derivative transaction or embedded within an investment structure that has been fully consolidated into our finartcial statentents.

These credit derivative transactions are subject to events of default defined within the tenms of the contract. which normaily consist of bankruptcy, failure to
pay, or modified restructuring of the reference entity andfor wssue. If a default event occurs for a reference name or security, we are obligated te pay the
counterparty an amount equal to the notional amount of the credit derivative transaction. As a result. our maximum future payment 1s equal to the notional amount
of the eredit derivative. In eertain eases we also may have purchased credit protection with identical underlyings to certain of our sold protection transactions. As
of December 31. 2018 and December 31, 2017, we did not purchase credit protection relating to our sold protection transactions. In certain circumstances. our
potential loss could also be reduced by any amount recovered in the defanlt proceedings of the underlying credit name

The following tables show our credit default swap protection sold by rypes of contract. types of referenced/underlyig asset class and external agency rating
for the underlying reference security. The maximum future payments are undiscounted and have not been reduced by the effect of any offsetiing transactions.
collateral or recourse features described above.
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December 31, 2018
Weighted
Maximum average
Notional Fair future expected life
amount value payments {in vears)
(in millions)
Single name credit default swaps
Lorporate debt
AAA 13 100 8 01 § 10.0 0.7
A 15.0 0.1 15.0 1.0
BBB 190.0 0.4 190.0 1.7
BB 10.0 —_ 10.0 0.5
CCC 15.0 3.6) 15.0 0.9
Governmentimunicipalities
AA 20.0 0.2 20.0 1.0
Sovereign
10.0 0.1 10.0 0.7
BBB 55.0 0.4 55.0 1.3
Total credit default swap protection sold b 3250 5 (23) 3 325.0 1.4
December 31, 2017
Weighted
Maximum average
Natianal Fair future expected life
amount vilue payments (in vears)
(in millions)
Single name credit default swaps
Corporate debt
AAA 5 300 § 03 3% 300 12
A 3o al 300 [UN]
A 105.0 0.5 1050 06
B33 2550 25 2585.0 1.3
B 200 [UR] 20.6 1.8
CGiovernment'municipahities
AA 200 0.3 200 20
Sovereign
A 100 0.2 10.0 17
EBB 350 08 350 23
Totatl credit default swap protection sold 3 3250 8 42 % 525.0 13

Fair Value Hedges

We nse fixed-to-floating rate interest rate swaps to more closely align the interest rate characteristics of certain assets and have used them 1o align the interest
rate characteristics of certain liabilities. In general, these swaps arc used in asset and liability management to modify duration, which 1s a measure of sensitivity o
interest rate changes.

The net interest effect of interest rate swap transactions for derivatives in fair value hedges is recorded as an adjustment te income or expense of the
underlving hedged item in our censolidated statements of operations.

Hedge effectiveness testing for fair value relationships 1s pertormed utilizing a regression analysis approach for both prospective and retrospective evaluations.
This regression analysis will consider multiple data points for the assessment that the hedge continues to be highly effective in achieving offsetting changes in fair
value. In certain periads. the comparison of the change in value of the derivative and the change in the value of the hedged item may not be offsetting at a specific
period i time due to small movements in value. However, any amounts recorded as fair value hedges have shown to be highly effective in achieving offsetting
changes in fair value both for present and future periods.
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The following table shows the effect of derivatives in fair value hedging rejationships and the related hedged items on the consolidated statements of
aperations. All gains or losses on derivatives were included in the assessment of hedge effectiveness.

Ameunt of gain

Amount of gain (loss) recognized
tloss) recognized in net income
in net income on related
an derivatives hedged item
far the year ended for the vear ended
Derivatives in lair value December 31, {1 Hedged items in fair value December 31, (1}
hedging relationships 2018 2017 2016 hedging relationships 2018 2047 2018
i millives) (in mitlivns)
Interest rate contracts $ 62 § 47 $ 195 Fixed maturities, available-for-sale $ (6.8 %5 (528 (192)
Interest rate contracts —= £0.6) {0 %) Investment contracts — (8553 | 0
Total 23 41 % 186 Total s !6.6) $ !4 6y § (182)
{1 The gain (loss) on both dervatives and hedged items in fair value relationships 15 reported in net realized capital gains (losses) on the consolidated statements of aperations The net

amount represents the sneftective portion of our fair value hedyes
The following table shows the periodic setilements on interest rate contracts and foreign exchange contracts in fair value hedging relationships.

Amount of gain (loss)
for the year ended
December 31,

Hedged item 2018 217 2416
fire mradbliones)

Fixed matunhes, available-for-sale (1) 3 (59 £ (163) § 1.9

Inseslment contracts {2} — 09 2o

[4)] Reported n net investment income on the consohdated statements of operatiohs

(2) Reported 1n benefits, claims and settiement expenses on the consohdated statements of operanions

Cash Flow Hedges

We utilized floating-to-fixed rate interest rate swaps 1o eliminate the varigbilits i vasli Aows of recognized financial assets and habilines and forecasted
transactions,

We enter into cutrency exchange swap agreements to convert both principal and interest payments of certain foreign denominated assets and habilities into
U.S. dollar denominated fixed-rate instruments to eliminate the exposure to future currency volatility on these items.

The net interest eftect of interest rate swap and currency swap transactions for derivatives in cash flow hedges is recorded as an adjusiment to income or
cxpense of the underlying hedged item in our consolidated statements of operations.

The maximumn length of time we are hedging our exposure to the variability in future cash flows for forecasted transactions, excluding those related to the
payments of variable interest on existing financial assets and liabilities, is 1.5 years. As of [December 31. 2018, we had $0.0 million of net gams reported in ACC1
on the consolidated statements of financial position related to active hedges of forecasted transactions. [f a hedged forecasted transaction is no longer probable of
occurring, cash flow hedge accounting is discontinued. 1f it is probable that the hedged forecasted transaction will not oceur, the deferred gain or loss is
immediately reclassified from AQCIT into net income. We reclassified $0.3 million and $0.2 million from AOC! into net realized capital gains (losses) as a result of
the determination that hedged cash flows were probable of not cccurring during 2018 and 2017, respectively.
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The following table shows the effect of derivatives in cash flow hedging relationships on the consolidated statements of operations and consolidated
statements of financial position. All gains or losses on derivatives were included in the assessiment of hedge effectiveness.

Amount of gain

Amount of gain {loss) reclassified
{loss) recognized from AQCT on
in AQCI on derivatives
derivatives {effective {eflective
portion) for the portion) for the
year ended Location of gain {loss) year ended
December 31, reclassified from AOCI December 31,
Derivatives in cash flow Related into net income
hedging relationships hedged item 2018 2017 16 (effective portion) 2018 2017 2016
(in miilfions) {in millions}
Interest rate contracts Fixed
maturities,
available-
for-sale $ 367 $ (51.7% § (331} Netinvestment income 3 209 % 210 $§ 193
Net realized capital gains (losses) 17.0 (06) 1z
Investment
Interest rate contracts contracts _— —_ 1.6 Benefits, claims and settlement expenses {0.1}) —_ —_
Interes| ratg contracts Debt — _ —  Operaung expense {10.7) {10 8) (4]
Foreign exchange contracts Fixed
maturities,
available-
for-sale 20.8 (68.3) 40  Net realized capial gains 12.7 20 6.4
Forergn exchange contracts Investment
contracts (0.1} — &0 Benefits, claims and settlement expenses — — —
Toral $ 574 % (1202) % (215 Total $ 398 $ 3le $ 277

The following table shows the periedic settlements on interest rale contracts and foreign exchange contracts in cash flow hedging relationships.

Amouat of gain {loss)
for the year ended
December 31,

2018 2017 2016
{in millions)

§ 60 5 7108 5.8

Hedged item

Fixed matunties, available-for-sale (1}

Tnvestment contracts {2) {0.1) () HEXS]
() Repaorted in net invesiment income on the conselidated stalements of operations
(2) Reported 1n benefits, claims and settiement expenses on the consolidated statements of operations

The ineffective pertion of our cash flow hedges 15 reported in net realized capital gains {losses) on the consolidated statements of operations. The net gain
{loss) resulting from the ineffective portion of derivatives in cash flow hedging relationships was insignificant for the years ended Decemnber 31. 2018, 2017 and

2016,

We expect to reclassify net gains of $20.8 million from AOCI into net income in the next 12 months. which includes both net deferred gains on discontinued
hedges and net losses on periodic settiements of active hedges. Actual amounts may vary from this amount as a result of market conditions.

Derivatives Not Designated as Hedging Instruments

Our use of futures, certain swaptions and swaps, option collars, options and forwards are cffective trom an economic standpotnt, but they have not been
designated as hedges for financial reporting purposes. As such, periodic changes in the market value of these instruments. which includes mark-to-market gains and
losses as well as periodic and final settlements, primarily flow directly into net realized capital gains (losses) on the censolidated statements of operations.
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The following table shows the effect of derivatives not designated as hedging instrumments, including fair value changes of embedded derivatives that have
been bifurcated from the host contract, on the consolidated statements of operations.

Amount of gain {loss)
recognized in net income
att derivatives far the vear

____ended December 31,

Derivatives not designated as hedging instruments 2018 2017 2016
(in muilions)

Interest rate contracts $ @216y $§ (289 § 2433
Foreign exchange coniracts (64.2} 394 26 {
Equity contracts (3L0) (1813) (123.5)
Credit coniracts (1.5 {159) 374
Qther contracts 108.5 115 (48)
Total 3 (159 § (1532) § 1725

6. Closed Block

In connection with the 1998 MIHC formation. Principal Life formed a Closed Block te provide reasonable assurance to policyholders included therein that.
afler the formation of the MIHC, assets would be available to maintain dividends in aggregate in accordance with the 1997 policy dividend scales. 1f the experience
underlying such scales continued. Assets of Prinapal Life were allocated to the Closed Block m an amount that produces cash flows which, together with
anticipated revenue from policies and contracts included in the Closed Block, were expected to be sufficient to support the Closed Block policies This includes. but
is not limited to, provisions for payment of ¢laims, certain expenses, charges and taxes, and to provide for continuation of policy and contract dividends in
aggregate in accordance with the 1997 dividend scales, if the expericnce underlying such scales continues, and to allow for appropriate adjustments in such scales.
if such experience changes. Due to adjustable life policies being included n the Closed Block, the Closed Block is charged with amounts necessary to properly
fund for certain adjustrnents, such as face amount and premaum mereases. that are made to these policies after the Closed Block inception date These amounts are
referred 10 as Funding Adjustinent Charges and are treated as capital transfers from the Clused Block.

Assets allocated to the Closed Block inure solely to the benefit of the holders of policies included in the Closed Block. Closed Block assets and hiabilitics are
carried on the same basis as other similar assets and [(abilities. Principal Life will continue to pay guaranteed bencfits under all policies, wncluding the policies
within the Closed Block. in accordance with their terms Lf the assets allocated to the Closed Block. the investment cash {flows from those assets and the revenues
from the policies included in the Closed Block, including investment income thereon. prove to be insufficient to pay the benefits guaranteed under the palicies
included in the Closed Block, Principal Life will be required to make such payments from its general funds. Ne additional policies were added to the Closed Block,
nor was the Closed Block affected in any other way. as a result of the demutualization.

A policyhelder dividend obligation ("PDO") is required to be established for earnings in the Closed Block that are not available to stockholders. A model of
the Closed Block was established to preduce the pattern of expected eamings, assets and habilines in the Closed Block. adjusted to elimmate the impact of related
amounts in AQOCI. These projections are utilized to determine ratios that will altow us to compare actual cumulative carnings to expected cumulative earnings.

If actual cumulative earnings of the Closed Block are greater than the expected cumulative earnings of the Closed Block, only the expected cumulative
carnings will be recognized in income with the excess recorded as a PDO. This PDO represents undistributed accumulated eamings that will be paid to Closed
Block policyholders as dividends unless offset by future performance of the Closed Block that is less favorable than originally expected. If actual cumulative
performance is less favorable than expected. only actual earnings will be recognized in income. As of both December 31, 2018 and 2017, cumulative actual
earnings were less than cumulative expected earnings, As of December 31, 2018 and 2017, cumulative net unrealized gains were greater than expected, resulting in
the recognition of a PDO of $36.6 million and $161.7 million. respectively.
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Closed Block liabilities and assets designated to the Closed Block were as follows:

December 31. 2018 [December 31, 2017
{in millions)

Closed Bleck liabilities

Future policy benefits and claims 3 37325 % 38997
Orher policyholder funds 6.5 7.0
Policyholder dividends payable 2113 21986
Policyholder dividends obligation 36.6 1617
(nher habihities 9.5 69
Total Closed Block hiabilities 3.996.4 42949
Assets designated to the Closed Block
Fixed maturities, available-for-sale 2,176.4 2,304.4
Fixed maturities, trading 25 29
Equity secunties 1.0 13
Mortgage leans 678.5 766 3
Policy loans 5105 $37.1
Other mvestments 338 499
Total tnvestments 3.402.7 36614
Cash and cash equivalents 2.1 132
Accrued investment income 39.5 41.1
Premiums due and other receivables 10.0 144
Deferred tax asset 30.5 34.6
Total assets designated 1o the Closed Block 3,524.8 37647
Excess of Clesed Biock habilities over assets designated to the Closed Block 471.6 530.2
Amounts mcloded in accumulated other comprehensive income 5.2 19
Maximum future earnings to be recogmized from Closed Block assets and liabilities 3 4768 § 532.1

Closed Block revenues and expenses were as follows:

For the year ended
Becember 31,
2018 2017 2016
{in millions)

R ues 7
Premiums and other considerations § 2442 8 2756 § 2980
Mo simeny noom oy 160.5 169 4 121.6
Net realized capital losses (3.4) {58 [
o o W13 4392 4786
Expenses
Benefirs]clalnsTand[settlement expenses 215 2456 2671
Dividends to policyholders 1204 1220 1535
P melerpence s I 33 35 36
Total expenses 3387 3711 4242
ClosmIRIDeTevenus SRneoRC osed Block expenses, before Income taxes 65.6 681 54.4
Income 1axes 11.1 46 0 171
GlosediBlackirevenues®net{ofiClosed Block expenses and mcome taxes 54.5 221 373
Funding adjustments (0.5} (44} 83
GIosediBIncrTrevennenetor losed Block expenses, income taxes and funding adjustments $§ S840 § 177 § 466
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The change (11 maximtn future earnimngs of the Closed Block was as follows.

For the year ended
December 31,

2018 1017 2016
(in millions}
Beginning of year § 5321 & 5498 § 5964
Effects of implementation of accounung changes (1) 1.3 — —
End of year 476.83 5321 349.8
Change 1n maximum fulure earnings

3 !S-t,f!] § (177 §__{4606)

(1) Tncludes the effects of implementation of accounting changes related to equity investments and the reclassification of certan tax effects

Principal Life charges the Closed Biock with U.S. federal income taxes, payroll taxes, state and local premium taxes and other state or Jocal taxes. licenscs and
fees as provided in the plan of reorganization.

7. Deferred Acquisition Costs

Acquisition costs deferred and amortized were as follows:

For the year ended

December 31,
2Mms 2017 2016
{irt miillions}

Balance at beginning of year $ 35407 § 33802 § 32761
Costs deferred during the year 414.9 421 % 4023
Amortized 1o expense during the year (1) (253.5) (234.6) (285 1)
Adjustment related to unrealized {gains) losses on available-for-sale securities and denvative instruments 184.9 {26 7) (13
Other (2}

{193.5) — —
Balance at end of year $ 36935 3 35407 § 331802

(e8] Includes adjustments for revisions to estimated gross profits

(e} Reflects the impact of capitalized costs written off or transferred from DAL to a contract cost asset as a result of adopting revenue recogninon gutdance See Note | Natuie of
Operations and Sigmificam Accounting Policies, under the caption "Adoption of Revenue Rucugmition Guidanee” for further detals
Iq ) P P E

8. Insurance Liabilities

Contractholder Funds
Major components of contractholder funds in the consolidated statements of financial position were as follows

Decemaber 31,

2018 1617
(in millions)

Liabilities for investment contracts,

Liabihties for individual annuimes $ 129139 § 1133672

GICs 10,321.7 9,969.1

Funding agreements 205 S108 5

Other investment contracts 1.,652.2 17515
Total hiabihinies for investment contracts 32,6173 31633
Umversal life and other reserves 7,082.4 69192
Total contractholder funds

5 394997 §_ 380823
s s
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Our GICs and funding agreements contain provisions limiting or prohibiting early surrenders, which typically include penalties for early surrenders, minimum
notice requirements or, n the case of funding agreements with survivor options, minimum pre-death holding periods and specific maximum amounts.

Funding agreements include these jssued directly to nonqualified institutional investors and those issued to the FHLEB Des Moines under their membership
funding programs. As of December 31, 2018 and 2017, $3.512.2 million and $3,256.7 million, respectively, of liabilities were outstanding with respect to issuances
under the program with FHLB Des Momes in addition. we have five separate programs where the funding agreements have been issued directly or indirectly to
unconsolidated special purpose entties. Claims for principal and interest under funding agreements are afforded equal priority to ciaims of life insurance and
annuity pehicyholders under insolveney provisions of [owa Insurance Laws

Principal Life was authorized to issue up to $4.0 billion of funding agreements under a program established 1 1998 10 support the prospective issuance of
medium term netes by an unaffiliaied entity in non-U.S. markets. As of December 31, 2018 and 2017, $109.6 million and $111.1 million, respectively, of liabilities
were outstanding with respect 10 the issuance outstanding under tlus program. Principal Life was also authonized to issue up to Euro 4.0 billion (appreximately
LISD$5 3 ballion) of funding agreements under a program established in 2006 to support the prospective issuance of medium term notes by an unaffiliated entity in
non-U.8 markets. The unaffiliated entity is an uncensolidated special purpose entity. As of December 31, 2018 and 2017, $114.4 million and $177.4 million,
respectively, of liabilities were outstanding with respect to 1ssuances outstanding under this program. Principal Life does not anticipate any new issuance activity
under either of these programs due to the existence of the program established in 2011 described below.

In addition, Principal Life was authorized to issue up to $7.0 billion of funding agreements under a program ¢stablished in 2001 to support the prospective
issuance of medium term notes by an unafiiliated entity in both domestic and international markets. The unaffiliated entity is an unconselidated special purpose
entity  As of December 31, 2018 and 2017, $201.6 million and $201.6 million, respectively, of liabilities were being held with respect to issuances outstanding
under this program. Principal Life does not anticipate any new issuance activity under this program, given our December 2005 tenmination of the dealership
agreement for this program and the availability of the program established in 2011 described below.

Additonally, Principal Life was authorized to issue up to $9.0 billien of funding agreements under a program that was originally established in March 2004 to
support the prospective issuance of medium term notes by unaftiliated entities in both domestic and international markets. Under this program, both the netes and
the supporting funding agreements were registered with the United States Securities and Exchange Commission ("SEC"), As of December 31, 2018 and 2017,
$26.2 million and $67 8 million, respectively, of liabilitics were being held with respeet to 1ssuances outstanding under this program. In contrast with direct funding
agreements, GIC issuances and the other three funding agreement-backed medium tenm note programs described above, Principat Life's payment obligations on
each funding agreement issued under this SEC-registered program are guaranteed by PFG Principal Life does not anticipate any new issuance activity under this
program due to the existence of the program estabtished in 2011 described below.

Principal Life was authorized to 1ssue up to $5.0 billion of funding agreements under a program that was originally established in 2011 to support the
prospective issuance of medium term notes by an unaffiliated entity in both domestic and imernattonal markets. The unaftifiated entity 15 an unconsolidated special
purpose entity, In June 2015, this program was amended to authorize issuance of up to an additional $4.0 billien i recognition of the use of nearly all $5.0 billion
of existing issuance authorization. In November 2317, thus program was amended te authorize issuance of up to an additional $4.0 billion. As of December 31,
2018 and 2017, $3.765.3 millicn and $4.291.¢ mitlion, respectively, of liabilities wese being held with respect to 1ssuances cutstanding under this program. Simitar
to the SEC-registered program. Principal Life's payment ebligations on each {unding agreement issued under this program are guaranteed by PFG. The program
egstablished in 2011 is not registered with the SEC.
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Liability for Unpaid Claims

The liabiiity for unpaid claiws is reported in future policy benefits and claims within our consolidated statements of financial position. Activity associated with
unpaid claims was as follows:

For the year ended
December 31,

2018 2017 2016
{ir millions)

Balance at beginning of year $ 21305 % 20013 % 18722
Less remnsurance recoverable 375.8 3403 34t
Net balance at beginming of year 1,7584.7 1,661 0 1,558 1
Incurred

Curtent year 1,268.3 1196 ¢ 1,103 5

Prior years 0.3 182 244
Total ihcurred 1,269.1 12148 11279
Payments

Current year 8157 1672 701.9

Prior years 35.7 3539 a2t
Total payments 1,175.4 10210 10250
Net balance at end of year 1,848.4 1,754 7 Lool o
Plus: retnsurance recoverable 404.3 3758 3403
Balance at end of year $ 12827 0§ 2305 § 20011
Ammounts not included n the reliforward above

Claim adjustment expense habilinies 5 546 S 07 % 493

Incurred liability adjustments relating to prior years. which affected current operations during 2018, 2017 and 2016. resulted in part from developed claims for
prior years being different than were anticipated when the liabilities for unpaid claims were originally cstimated. These trends have been considered in establishing
the current year hability for unpaid claims

Short-Duration Contracts
Claims Development

The following tables present undisceunted information about ¢laims development by invurral year. meluding separate information about incurred claims and
paid claims net of reinsurance for the periods indicated The tables also include information on incurred but not reperted claims and the cumulative number of
reported claims.

The tables present information for the number of years for which claims incurred typically remain outstanding, but do not exceed ten years. The data is
disaggregated into groupings of claims with similar characteristics, such as duration of the claun payment period and average claim amount. and with consideration
10 the overall size of the groupings. Outstanding liabilities cqual tetal net incurred claims less total net paid elaims plus outstanding liabilities for net unpaid claims
of prior years.
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Tacurral year

2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Tucarral year

h

2009
2010
2011
2012
2013
2014
2015
2016
2017
2018

Incurred  Cumulative
but not number of
reported reported
Net incurred claims (1) claims claims
December 31,
2009 2019 2011 2012 2013 2014 2015 2016 2017 2018 018 2018
{8 in miillions}
$ 2186 % 2244 % 2292 % 20248 % 277 % 2141 % 2085 % 2058 2056 § 2039 § 0.7 6,555
184 1 176.7 176 2 1720 162.7 1557 154.1 153.4 1521 s i 3 B0
2037 1926 1854 18438 1784 1723 169 6 167.6 01 5,289
217.9 2008 1911 (895 1818 1748 173.3 el =5 VA T
2193 2033 188.4 1907 1823 179.5 0.1 7,047
2422 2314 2044 2181 06,2 st 1595
231.0 2272 2172 2153 5.1 7,170
2298 228 4 219.4 T TR
2384 239.7 3.1 5,991
239.4 85% SIEIT3 -
Total ner mcurred claims § 1,8964
Net camulative paid claims (1}
December 31,
2009 2010 2011 2012 2013 2014 2018 20i6 2017 2013
in millions)
$ 134 % 552 % 826 % (010 % 1138 % 1246 % 1331 %5 1418 1468 & 156.4
104 46 5 67 1 784 85.9 94.2 100.9 1072 t12.1
Lz 500 725 857 954 1052 1126 1193
138 551 808 937 104 6 t129 £20.0
125 550 814 970 106 4 1164
i6.1 660 963 s 1223
169 670 98 0 114.6
162 6 105.6
178 76.5
20.1
Total net pard claims 1,063.3
All outstanding liabilities for unpaid claims prior to 2009 net of reinsurance 237.4
Total outstanding hiabilities for unpaid clanms net of reinsurance 5 11705

2009 - 2017 unaudited
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Dental, Vision, STD, Critical Hiness and Accident Claims

Incurral year
2017
2018
Total net incurred clams

Incvrral year
! 2007
2018
Total net pard elaims
All outstanding liabilities for unpaid claims prior to 2017 net of reinsurance
Total ouwtstanding hiathines for unpard clamms net of remnsurance

(1 2017 unaudoted

Group Life Claims

Incurral year
2017
2018
Total net incurred claims

Incurral year
2617
1 2018
Tatal net pard clams
All outstanding liabilities for unpaid claims prior to 2017 net of reinsurance
Total cutstanding habihities for unpaid claims net of reinsurance

143 2017 unaudited

Incurred

Cumulative

but nat number of
Net incurred Feported reported
glaims ¢1) claims claims
December 31,
2017 2018 2018 2048
(3 in millians)
§ 5958 8§ s90.6 § — 2.786,877
648.3 359 2,893,347
F L1389
Net comnlative
paid caims (1)
December 31,
2017 2018
{inr millions)
§ 5423 § £90.5
5811
1,1T9.6
Incurred Cumulative
but not number of
Net incurred reported reporied
chaims (1} chaims claims
Uetemiter 31,
2017 20138 2018 2018
(5 tn millions}
F 2wE 5§ 2374 § &7 5618
239.6 22.0 4,735
$ 4772

Net cumulative
paid elaims (1)

Decemnber 31
2017 2018

{in millions)

§ 1952 5 e
193.9

419.9

1.0

§ 483
—_—
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Reconciliation of Unpuid Claims to Liabilivy for Unpaid Claims

Our reconciliation of net outstanding liabitities for unpaid claums of short-duratien contracts to the liability for unpaid claims follows:

December 31, 2018

LTD and Group Life

Dental, Vision, $TD,
Critical Iliness and

Waiver Accident Group Life Ce lidated
(in mullions}

Net outstanding habilities for unpaid claims $ ,170.5 § 593 § 483 3§ 1,278.1
Reconciling sems

Reinsurance recoverable on unpaid claims 67.2 - 1.4 68.6

Impact of discounting (217.7) — — (217.7)
Liability for unpad claims —— short-duration contracts 5 11,0200 3§ 593 § 49.7 1,112.0
Insurance ¢ontracts other than short-duration 1,123.7
Liablity for unpaid clasms b} 2,252.7

Claim Duration and Payout
Our histerical average percentage of claims paid in each year from incurral was as follows.
December 31, 2018 {1}
LTD and Dental, Vision, STD,
Group Lile Critical lness and

Year Waiver Accident Gronp Life
| 7.4% 21.8% 81.8%
2 236 8.0 17.2
3 14.4
4 8.0
5 5.6
& 5.4
7 43
g 4.1
9 3.6
iv Az

Unandited
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Discounting

The following table provides the carrying amount of liabilities reporled at present value for short-duration contract unpaid claims. We use a range of discount
rates to derfve the present value of the unpaid claims. The ranges of discount rates as welf as the aggregate amount of discount deducted to derive the liabilities for
unpaid claims and interest accretion recognized are also disclosed. Interest accretion is included in benefits, claims and setilement expenses within our consolidated
statements of operations.

Dental, Visiow, STD,

LTD and Group Life Critical Winess and
Waiver Accident Group Life
(5 in muffions)
Carrying amount of habilities for unpaid claims
December 31,2018 5 1,0206 § £33 % 497
December 31, 2017 1,003 2 536 473
Range of discount rates
December 31,2018 3.3-7.0% ———ty —
, December 31, 2017 3370 ——.— R
Aggregate amount of discount
December 1), 2008 5 277 08 — & —_
December 31, 2017 22612 — —
Interest aceretion
For the year ended
December 31,2018 s 345 8 — 5 —_
' December 31, 2017 350 — —
December 31, 20616 363 — —_

9. Debt
Short-Term Debt

The components of short-term debt were as follows:

December 31,2018

Finnncing Shortterm debt
ObligarfA pplicant structure Maturity Capacity outsianding
{enr milfions)
PFG, Principal Financial Services, Ing ("PFS"), Principal Life as co-borrowers Credit faciiity November 2023 $ 6000 $ —
PFG, PES, Principal Life and Principal Financial Services V (UK} LTD as co-
borrowers Credit facility Nowember 2023 200,0 —
Principal [nternational Chile Unsecured
hines of credit 1d1.4 42.9
Principal Life Unsecured
line of credt September 2016 60.0 —
Total £ L0014 § 42.9
December 31,2017
Financing Shori-term debt
Obligor/Applicant structure Maturity Capacity outstanding
(inm millinns)
| PFG, PES, Principal Life as co-borrowers Credit facility March 2022 35 eD0 2 —_
PFG, PES, Principal Life and Principal Financial Services V (UK) LTD as co-
borrowers Credit facthty March 2022 1890 —
PEG, PES, Principal Life and Principa! Froancial Services V (UK} LTD as co-
borrowers Credit facility March 2020 1o —
Principal International Chule Unsecured
lincs of credit 17 3 395
Principal Life Unsecured
line of credit D ber 2013 450 —
Total 5 9523 % 395
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Our revolving credit facilities are committed and available for general corporate purposes. Cur conumercial paper programs require 100% back-step support.
of which we had no outstanding balances as of December 31, 2018 and 2017. The weighted-average interest rate on short-term borrowings as of December 31,
2018 and 2017, was 3.9% and 4.7%, respectively.

Long-Term Debt

The components of long-term debt were as follows:

December 31, 2018
Net unamortized

disconat,
premium and
debt issuance Carrying
Principal Costs artonnt
(in nuffions)
3 3000 3 (1.5 § 298.5
] 125% | notes payable due 2023 300.0 (1.2) 2988
mmm 400.0 (.0 397.0
.1% nates payable, due 2026 350.0 (2.7) 347.3
Bl0sEainotes)pay,abley 505.6 (2.6) 503.0
4 625% notes payable, due 2042 300.0 (3.3) 296.7
B pettos o, Ao S - | 300.0 (3.3 296.7
4.3% notes payable, due 2046 300.0 (3.3} 296.7
A8)%onoteslpayableXduelz03 3 400.0 (4.9} 3951
Non-recourse mortgages and notes payable 128.% 1.3 129.8
brtoget) {Rriyeepm gy - s § 32841 § 24.5) § 32396

December 31, 2017
Net unamortized

discount,
premium snd
debt issuance Carrying,
Principal cosis amount
(in miltions)
$ 3000 S (1.9 § 2981
100.0 s 208 5
400.0 (3.5) 396.5
3500 {31 3469
6 105 ; 5056 2.7 502.9
4 625% notes payable due 2042 3000 B3y 2967
R e e T 1000 (3.4) 296.6
4.3% notes payable, due 2046 3000 34 296.6
PA T Cronors el (U SNRES o ] 4000 50 395.0
Non-recourse mortgages and notes payable 4%.0 16 06
ot e i R $ 32046 § (262) 531784

Net discount, premium and issuance costs associated with issuing these notes are amortized to expense over the respective terms using the interest method.

On November 10, 2016, we issucd $630.0 million of senior notes. We issued a $350.0 million scries of notes that bear interest at 3.1% and will mature in 2026
and a $300.0 million series of notes that bear interest at 4.3% and will mature in 2046, [nterest on the notes is payable semi-anbually on May 15 and Nevember 15
each year. beginning on May 15, 2017. The proceeds from these notes were used to redeem our notes payable due in 2017 and 2619. We incurred a one-time cost to
extinguish this debt before the scheduled maturity date.

On May 7. 2015, we issued $400 0 million of senior notes. The notes bear interest at 3.4% and will mature in 2025, Interest on the notes is payable semi-
annually on May 15 and November 15 each year, beginning on November 15, 2¢15. [n addition, on May 7, 2015, we issued $400.0 million of junior subordinated
notes, which are subordinated 1o all our senior debt. The notes are callable in 2020 and have a maturity date in 2055. The notes initially bear a fixed rate of
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interest at 4.7% and convert to a floating rate at the date the notes become cailable, Interest on the notes is payable semi-annually on May 15 and November 15
each year. After the cal) date the notes will bear interest at 3-menth LIBOR plus 3.044%, resct quarterly and payable in arrears in February, May, August and
November cach year. We have the right to defer interest payments on the junsor subordinated notes for up to § years without resulting in a defauit, during which
time interest wiil be compounded The proceeds from these notes were used to redecm preferred stock, with the remarnder available for general corporale purposes.

On November 16, 2012, we issued $900.0 million of senior notes. We issued a $300.0 million series of notes that bore interest at 1.85% and were to mature in
2017. These notes were repaid following our November 2016 debt issuance. We issued a $200.0 million series of notes that bear nterest at 3.125% and will mature
in 2023 and a $300.0 million series of notes that bear interest al 4.35% and will mature in 2043 Interest on the notes is pavable semi-annually on May 15 and
November 15 each year, begmning on May 15, 2013, The proceeds were used 1o fund our acquisition of Cuprum.

On September 5, 2012, we issued $604.0 million of senior notes. We issued a $300.0 million series of notes that bear interest at 3.3% and will mature i 2022
and a $300.0 million series of notes that bear interest at 4.625% and will mature in 2042, Interest on the notes is pavable semi-annually on March 135 and
September 15 each vear, beginning on March 15, 2013, The proceads were used for the repayment of the $400.0 million aggrepate prmeipal amount of notes due in
2014 and to partially fund our acquisition of Cuprum

On May 18, 2009, we issued $750.0 million of senior notes, We issued a $400.0 million series of notes that bore interest at 7.875% and were to mature on
May 15, 2014, These notes were repaid following our November 2012 debt issuance. We i1ssued a $350 0 nullion series of notes that bore interest at 8.875% and
were to mature on May 15. 2019. These notes were repaid following our November 20[6 debt issuance. Interest on the notes was payable semi-annually on May (3
and November 15 cach vear, beginning on November 15, 2009, The proceeds were primarily used to refinance $440.9 million of notes that matured on August 15,
2009, with the remaining proceeds being used for general corporate purposes

On October 16 and December 5, 2006, we issued $500.0 million and $100.0 million, respectively. of senior notes. The notes bear interest at a rate of 6 05%
per vear. Interest on the notes is payable senii-antnually on April 15 and October 15 each year and began on April 15. 2007, The notes will mature ot October 15,
2036. A portion of the proceeds were used to fund the 2006 acquisition of WM Advisors, Inc. with the remaining proceeds being used for general corporate
purposes. A tender offer in the fourth quarter of 2016 resulted in redemption of $94.4 million of the senior notes. We incurred a one-time cest to extinguish this
debt before the scheduled maturity date.

The non-recourse mortgages and notes payable are primarily financings for real estate developments. Cutstanding principal balances as of December 31, 2018,
ranged from $3.8 million to $58.4 mulhon per development with iuterest rates ranging from 3.9% to 4 8% Outstanding principal balances as of December 31,2017,
ranged from $2.8 miffion to $16.4 million per development with interest rates ranging from 3 9% 1o 4.§%. Qutstanding debt 15 secured by the underlying real estate
properties, which were reporicd as real estale on our consolidated statements of financial position with a carrying value of $307.3 million and $179.6 million as of
December 31. 2018 and 2017, respectively.

As of December 31. 2018, future annnal maturities of long-term debt were as follows {in millions):

Year ending December 31

2019 $ 26.7
2020 59.8
2021 —
2032 208.5
2023 298.%
Thereafter 2,578.8

Total future maturimes of long-term debt 3 _$,259.¢

Contingent Funding Agreements for Senior Debt Issuance

On March 8, 2018, we entered into two contingent funding agreements: (1) a 10-year contingent funding agreement with a Delaware trust ("2028 Trust")
formed by us in connection with the sale by the trust of $400.0 million pre-capitalized trust securities redeemable February 15, 2028 ("2028 P-Caps”) in a
Rule 144A private placement and {2} a 30-year contingent funding agreement with a Delaware trust (2048 Trust") formed by us in connection with the sale by the
trust of $350.0 million pre-capitalized trust securities redeemable February 15, 2048 ("2048 P-Caps") in a Rule 144A private placement The trusts invested the
procecds from the sale of the 2028 P-Caps and 2048 P-Caps in a
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portfolio of principal and interest stnips of LIS Treasury secunties. The contingent funding agreements provide us a put option that gives us the right to sell at any
ume, (1) to the 2028 Trust up to $400.0 million of its 4 111% Senior Notes due 2028 {"4.111% Senior Notes") and (2} to the 2048 Trust up to $350.0 million of its
4 682% Senior Notes due 2048 ("4.682% Senior Notes") and receive in exchange a corresponding amount of the principal and mterest sinps of U.S. Treasury
securities held by the trusts. The 4.111% Senior Notes and 4.682% Senior Notes will not be 1ssued unless and until a put option 1$ exercised. We agreed to pay a
semi-annual put premium of 1.275% and 1.580% per annum on the unexercised portion of the put option to the 2028 Trust and 2048 Trust. respectively, and to
reimburse the trusts for expenses. The put option premwms are recorded n operating expenses 1 the consolidated statements of operations The 4.111% Senior
Notes and 4 682% Senior Notes wall be fully, imevocably and unconditionally guarantced by PFS. In addition, our obligations under the put option agreement and
the expense reimbursement agreement with the trusts are also guaranteed by PFS. The contingent funding agrecements with the trusts provide us with a source of
liguid assets, which could be used 1o meet future financial obligations or to provide additional capital.

The put options described above will be exercised automatically in full if we fail to make certain payments to the trusts, including any failure to pay the put
option premiwm or expense reimbursements when due, 1f such failure is not cured within 30 days. and upon certain bankruptcy events involving us or PFS. We are
also required to exercise the put option in full: (i) 1f we reasonably believe that cur consolidated shareholders’ equity, calcutated in accordance with U.S. GAAP but
excluding AOCI and noncontrolling interest, has fallen below $4.0 biliton, subject to adjustment in certain cases; {ii} upon the occurrence of an event of default
under the 4.111% Senior Notes and 4.682% Senior Notes; and (iti) if certain events occur relating to each trust's status as an "investment company” under the
tnvestment Company Act of 1940, [n addition, we are required 1o purchase {rom the trusts any principal and interest strips ot U.S. Treasury securities that are due
and not paid.

We have an unlimited right to unwind a prior voluntary exercise of the put options by repurchasing all of the 4. 111% Senior Notes and 4.682% Senior Notes
held by the trusts in exchange for & corresponding amount of principal and interest strips of U.S. Treasury securities. If the put options have been fully exercised,
the 4.111% Senior Notes and 4.682% Senior Notes issued may be redeemed by us prior to their matunty at par or, if greater, at a make-whole redemption price, in
each case plus accrued and unpaid interest to the date of redemption. The 2028 P-Caps are to be redeemed by the 2028 Trust on February 15, 2028, or upon any
early redemption of the 4.111% Senijor Notes. The 2048 P-Caps are to be redecemed by the 2048 Trust on February 15. 2048, or upon any early redemption of the
4 682% Senior Notes.

10. Income Taxes
Income Taxes (Benefits)

Our income taxes (benefit) were as follows.

For the year ended
December 31,
208 2017 2016
{in mitlions)

Current income taxes (benefits)

US federal $ {489y §  (44) § 386
State i3 48.9 (1.9
Foreign 51.7 381 366
Tax benefit of operating loss carryforward {11.5) (21.5) {17.5)
Total current income taxes (benefits) {04y 611 558
Deferred income taxes (benefits)
US dederal 1243 1208.2) 171.7
Srate 19.2 42.5 (20.6)
Foreign (12.4) 323 230
Total deferred income taxes (benefits} 231.1 {i33.4) 174 1
Income taxes (benefits) $ 1307 % 1723y § 2299
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Our income before income taxes was as follows:
For the year ended
December 31,
2018 2017 2016

{in piullions}

Domestic § 16581 § 8485 § 12614

Foreign 126.3 403 7 3303

Total income before income taxes

$ 17844 § 22522 § 15917
Effective Income Tax Rate

Qur provision for ncome taxes may not have the customary relationship of taxes to income. A reconciliation between the U S. corporate income tax rate and
the effective income tax rate was as follows:

For the year ended
December 31,

2018 2017 2016
U S corpurate income tax rate 21% 35% 35%
Dividends recerved deduction {4) 8) {10
Tmpact of the Tax Cuts and Jobs Act 3 25) —
Tax credits 3 ) 2)
Impact of equity method presentation (1) 2 {3)
[nterest exclusion from taxable income { 98] 48]
State income taxes 1 2 —
Local country penmanent tax adjustments
Onher

Effective income tax rate

1 _— _
T _

13% (314 14%

The U.S. tax rcform enacted on December 22, 2017, made broad and complex changes to the U S Internal Revenue Code applicable to us. The U' S statutory
tax rate was reduced from 3396 to 21% effective January 1, 2018. Other prowisions of U.S. tax reform cffective fanuary 1, 2018, included. but were not hmited to:
1} provisions reducing the dividends received deduction: 2) essentially eliminating U S. federal income taxes on dividends trom foreign subsidiaries: 3} retaining an

element ef current inclusion of certain earnings of controlled foreign carporations: 4) ehiminating the corporate altemnative minimum tax {(*AMT™): and. 3} changing
how cxisting AMT credits are realized,

Unrecognized Tax Benefits

Our changes in unrecognized tax benefits were as follows:

For the year

ended
December 31,
PYNE) 2017
fin mitlion)
Balance at beginning of period $ 1941 § 078
Addstions based on tax positions related to the current year 0.3 72
Additiens for tax positions of prior years 437 202
Reductions fur 1ax pasitions related to the current year (10.6} an
Reductions for tax positions of prier years (23.2) an
Scttlements 162.7) 36 7)
Balance at end of peniod (1)

§ 42.1 3 1941
4]

If recognized. $4 9 million of the above amount of unrecopmized tax benefits would reduce our 2018 effective income tax rate We recogmize interest and penalties related to
usnceTtaIm tax posnons \n operating expenses within the consolidated statements of aperaupns
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As of December 31, 2018 and 2017, we had recognized $1.6 million and $125.5 million of accumulated pre-tax interest and penalties related to unrecognized
tax benefits, respectively. We do not believe there is a reasonable possibility the total amount of the unrecegnized tax benefits will significantly increase or
decrease in the next twelve months considering recent settlements and the status of current and pending Internal Revenue Service ("IRS") examinations. Settlement
agreements applicable to tax vears 1995 10 2003 were executed in 2018 with the Department of Justice, as previously approved by the Joint Committee of Taxation
in August 2017. An IRS 30-day letter on examination of tax years 2009 through 2012, and the start of IRS examination of tax years 2015 through 2017 are
expected in 2019

Net Deferred Income Taxes

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for tinancial reporting
purpeses and the amounts used for income tax purposes. The deferred tax balances as of December 31, 2017, were remeasured as a resuit of the U.S. tax reform
reducing the U.8. statutory tax rate from 35% to 212 effective January 1, 2018. This was because the new rate was applicable to the reversal of cumulative
temporary difterences thereafter. Our significant components of net deferred income taxes were as fellows:

December 31,
2018 2017
({in mitlivny)
Deferred income tax assets

Inaurance habihues 3 — 5 263
Tnvestments, including denvatives i 205.8
Net operating and capital loss carryforwards £0.8 683
Tax credit carryforwards W 307.5
Fmployee benefits 327.3 3145
Foreign currency translation m 204
Other deferred 1ncome 1ax assets 33.8 4217

Gross deferred income 1ax assets u o 79:- 985.5

Valuation allowance {17.0) {52}

Total deferred income tax assets T o ] 980 3

Deferred meconte tax habilives

Deferred acquisition ¢osts mm (587.0}
Investments, mgluding derivanuves {298.1) (3439
Net unrealized gains on available-for-sale securities [ T e (597.9)
Real estate (144.9) (147 1}
Intangible assets MR O (253
Insurance habilities (60.2) —_
Repatriation toil charge {19 8)
Other deferred income tax Liabilitics (7.9} (74 8)

Tonal deferred income tax Liabilites P sooToMl (2024 )

Total net deferred income tax liabilines 3 (817.1} § 1.044 1)

Our net deferred income 1axes by jurisdiction were as follows:

December 31,
2018 2017
fin mitfions)
Deferred income tax assets.

State § 1082 % 109
Foreign 33.1 375
Net deferred income tax assets 141.3 484
Deferred income tax liabilines
U federal (708.2) (803 9)
Foreign {250.2) (288.6)
Net deferred income tax Liabilities {958.4) 1.0925)
Total net deferred income tax liabilities $ (817.1) § _(1.0441)

In management's judgment, total deferred income tax assets are more likely than not to be realized Included in the deferred income tax asset are tax
carryforwards available to offset future taxable income or income taxes. As of
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December 31, 2018 and 2017, we had tax credit carryforwards for 1.8, federal income tax purposes of $163.3 million and $307 5 million. respectively. Alternative
minimum, foreign and general business tax credit carryovers were generated during and since the period we utilized net operating losses, primarily attributable to
our captive reinsurance companies that joined our consolidated U S. federal income tax return beginning in 2012 and 2G13. The AMT credit carryforwards became
refundable in 2018 and will be fully recovered by 2021, and the other tax credits will expire by 2023 if unused. As of December 31, 2018, all accumulated U.S
federal 1ax credit carryforwards are anticipated to be utilized before expiration; therefore, no valuation allowance has been provided tor the reflated deferred income
tax assets.

As of December 31, 2018 and 2017, domestic state net operating loss carryforwards were $309.6 million and $366.1 million, respectively. and will expire
between 2026 and 2036 As of December 31, 2018 and 2017, foreign net operating loss carryforwards were $191.3 million and $125.6 million. respectively, with
some expiring in 2019 while others never expirc. We maintain valuation allowances by jurisdiction against the deferred mcome tax assets related to certain of these
carrvforwards and other items, as utilization of these income tax benefits fail the more likely than net criteria in certain jurisdiciions. As of December 31, 2018 and
2017, valuation allowances of $17.0 million and $5.2 million, respectively, had been recorded agamst the income tax benefits associated primarily with foreign net
operating loss carryforwards. Adjustments to the valuation allowance will be made if there is a change in management's assessment of the amount of the deferred
income tax assets that are more likely than not 1o be realized Provisions of the U.S. tax reform did not affect the valuation allowance assessment

The effects of tax legislation on deferred taxes are recognized in the period of enactment. The primary impact of U.S. tax reform on our 2017 financial resuits
was associated with the effect of reducing the U.S_ statutory tax rate from 35% to 21% on our deferred tax balances as of December 31, 2017, and a one-time
deemed repatriation tax on certain unremitted earmnings of forcign subsidiaries. The effecis of the ULS. tax reform were reflected in the 2017 finapeial stalements as
determined or as reasonably estimated provisional amounts based on available information subject to interpretation in accordance with the SEC's Staff Accounting
Bulietin No. 118 ("SAB 118"} The provisional amounts were primarily associated with estimation of the one-titne deemed repatriation tax coasidering complexity
as well as limited and changing technical tax guidance. Further, the provisional amounts alse apply in regard to other potential technical interpretations of
accounting and taxing authorities refated to elements of the .S, tax reform subject 1o change. Proposed reguiations (ssucd August {, 20i8, clanfying the
calculation of the one-time deemed repatriation tax, allowed for final determination of the 2017 provisional amount The impact of tinal §965 regulations issued on
January 15, 2019, 1s expected to be immaterial, however, analysis is stil! being completed. The one-time deemed repatnation tax in 2017 was based on the greater
of unremitted eamnings and profits from foreign operations of our subsidiaries determined as of November 2. 2017 or December 31, 2017, which amounted to
$43.0 million. The provisional amount of $43 0 million reperted in 2017 was adjusted by $5.9 million in 2018 to $48.9 millwon to reflect the SAB 118 final
determination within the required one-year measurement period.

Deferred tax liabilities are recognized for taxes payable on the unremitted earnings from toreign operations of our subsidiatics. eacept where it 13 our mtention
to indefinitely reinvest a portion or all of these undistributed carnmgs. As of December 31, 2018 and 2017, any applicable taxes that swould be due upon repatriation
were not provided on approximately $1.184.0 million and $1,331.2 mullien, respectively, of such accumulated but undistributed eamings from operations of foreign
subsidiaries. We currently do not intend te repatriate these unremitted earnings because we have several liquidity options to fund our domestic operations and
obligations. These options include investing and financing actvities, such as issuing debt. as well as cash flow and dividends from domestic vperations As of
December 31, 2018 and 2017, it was not practicable to determine the amount of the unrecogmzed deferred tax liability that would arise if foreign eamings were
remitted, due to the complexity of our international holding company structure, and other significant tax attributes and varying state tax Jaws. Under the
participation exemption available on distributions post-U.S. tax reform. taxes on remittances would be limited to foreign currency gains or losses, foreign
withholding taxes. and state income taxes, which we would anticipate to be (numsaterial. As of Decerber 31. 2018, deferred taxes were also not provided on the
approximately $106.2 million of excess book carrying value over tax basis with respect to the original investment in our foreign subsidiaries. A tax liability will be
recognized when we no fonger plan to indefinitely reinvest a portion or all ef these earnings or when we plan to seil a portion or all of bur ownership interest

Other Tax Information

Income tax returns are fitled in U.S. federal jurisdiction as well as various states and foreign jurisdictions where we and one or more of our subsidiarics
conduct business Although determined by jurisdiction, with tew exceptions our tax uncertainties relate pnmarily to the U.S federal jurisdiction The IRS has
completed examination of our consolidated U.S. federal income tax returns for years prior to 2009, A settlerment was reached in 201§ with the Department of
Justice involving a suit in the Court of Federal Claims, requesting refunds for the years 1995-2003. IRS claims for refund for tax
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vears 2004 through 2018. as a result of the settlement of earlier years with the Department of Justice. are pending. As of December 31, 2018 and 2017, we had
$193.0 million and $231.8 million, respectively, of current income tax receivables associated with outstanding audit issues reported as other assets in our
consolidated statements of financial position

We filed clams for refund for tax vears 2006 through 2008 in 2015 and tax year 2012 in 2016. The IRS commenced audit of our U.S. federal income tax
return for 2009 in the fourth quarter of 2011, 2010 in the first quarter of 2012, 2011 in the first quarter of 2013, and 2012 in the third quarter of 2015, The U.S.
federal statute of limitations expired for years prior to 2009, except for pending audit issues. The statute was extended until June 30, 2019 for 2009 through 2012,
has expired for 2013 and 2014, and remains open for years thereafter. The ultimate settlement of earlier tax years can be adjusted into subsequent tax years
regardless of statute status. We do not expect the resulis of these audits, subsequent related adjustiments or developments in other tax areas for all open (ax years to
significantly change the possible increase in the amount of unrecognized tax benefits, but the outcome of tax reviews is uncertaim and unforeseen results can occur.

We believe we have adequate delenses agawnst, or sufficient provisions for, contested 1ssues, but final resolution could take several years while legal remedies
are pursued Consequently. we do not expect the resolved issues from tax years 1995-2003 or those that might arise in tax years subscquent to 2003 te have a
material impact on our net income.

11. Employee and Agent Benefits

We have defined benefit pension plans covering substantially all of our UL.S. emplovees and certain agents. Some of these plans provide supplemental pension
benefits to emplovees and agents with salaries and/or pension benefits in excess of the qualified plan limits imposed by U.S. federal tax law. The employces and
agents are generally first eligible for the pension plans when they reach age 21, For plan participants employed prior to January 1, 2002, the pension benefits are
based on the greater of a final average pay benefit or a cash balance benefit. The final average pay benefit is based on the years of service and generally the
employvee’s or agent’s average annual compensation during the last five years of employment. Partial benefit accrual of final average pay benefits is recognized
from first eligibility until retirement based on attained service divided by potential service to age 65 with a minimum of 35 years of potential service. The cash
balance portion of the plan started on January 1, 2002, An employec's account is credited with an amount based on the employee's salary, age and service. These
credits accrue with interest. For plan participants hired on and after January 1, 2002, only the cash balance plan applies Our policy is to fund the cost of providing
pension benefits in the years that the employees and agents are providing service to us. Our funding policy for the qualified defined benefit plan is to contribute an
amount annually at least equal to the minimum annual contribution required under the Employce Retirement Income Security Act ("ERISA"), and, generally, not
greater than the maximum amount that can be deducted for U.S. federal income tax purposes. Qur funding policy for the nonqualified benefit plan is to fund the
plan in the years the employees are providing service, taking into account the funded status of the trust While we designate assets to cover the computed lLiability of
the nonqualitied plan, the assets are not included as part of the asset balances presented m this foctnote as they do not qualify as plan assets in accordance with
U.5. GAAP.

We also provide certain health carc, life msurance and long-term care benefits for retired employees. Subsidized retiree health benefits are provided for
employees hired prior o January 1, 2002 and who retire prior to January 1, 2020. Employees hited on or after January 1, 2002, or hired prior to January 1, 2002,
and retire on or after January 1, 2020, have access to retiree health benefits but it is intended that they pay for the full cost of the coverage. The health care plans are
contributory with participants' contributions adjusted annually, The contributions are based on the number of vears of service and age at retirement for those hired
prior to January 1, 2002, and who retired prior to January 1, 2011. For emplovees hired prior to January 1, 2002, and who retire on or after January 1, 2011, but
prior to January [, 2020, the contributions are 60% of the expected cost. As part of the substantive plan, the retiree health contributions are assumed to be adjusted
in the future as claim levels change. The life insurance plans are contributory for a small group of previously grandfathered participants that have elected
supplemental coverage and dependent coverage. The retitee group term life coverage is not subsidized for those who retire on or after January 1, 2020.

Covered employees are first cligible for the health and life postretirement benefits when they reach age 57 and have completed ten vears of service with us.
Retiree long-term care benefits arc provided for employees whose retirement was effective prior te July 1, 2060. Our policy is to fund the cost of providing retiree
benetits in the yvears the employees are providing service, taking into account the funded status of the trust.
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The plans' combined funded status, reconciled to amounts recognized in the consolidated statements of financial position, was as follows:
p g p

Other
postretirement
Pensicn benefits benefits
December 31 Decenber 31,
2013 2017 2018 2017
{irs mitlions)
Change in benelit obligation
Benefit obligabhen at beginning of year § (3.3836) 3 (10562) § (19.1) § (1098)
Service cost {713.00 {67 1) o.n (RS
Interest cost (119.5) (124 4) (3.5) (19)
Actuarial gam (loss) 2209 {268 0} 19 (1.7}
Participant contributions — — 3.7) (35}
Benefits paid 109.6 1090 9.7 29
Plan amendments 6.4 239 —
Other — — _{o.n —
Benefit obligation at end of year 5 _(3.2392) 8 (3.3836) & (989 & (10910}
Change in plan assets
Fair value of plan assets at beginning of year € 25422 0§ 21908 % 6968 §  olRo
Actual return on plan assets {122.2) 3083 @1.n 739
Employer contribution 187.8 921 0.8 07
Participant contributions — —_ 37 35
Bernefits pad {199,6} {109 0) 2.7 (99
Fair value of pian assets a1 end of year $ 24982 § 25422 % 6439 § 60638
Amount recagnized in statement of financial position
Other assets H — 3 — § 5469 $ 3895
Other Liabilities (741.0) (841 4) (1.9} {18}
Total §  (410) § {8414) § 5450 § 3877
Amaunt recagnized in accumulated sther comprehensive {income) [oss
Total net actuarial (gan) loss 5 £73.3 6828 § 402 § {347
Prior service benefit 26.T) {23 7} (10.2) 24 1)
Pre-tax accumulated other comprehensive (income) loss § 646.6 $ 6391 S 300 $ (588

The accumuiated benefit obligaion fur all defined benefit pension plans was $3,029.0 million and $3.139.3 mullien as of December 31. 2018 and 2017.
respectively.

Employer contributions to the pension plans include contributions made directly to the qualified pension plan assets and contributions from corporate assels to
pay nonqualified pension benefits, Benefits paid from the pension plans include both qualified and nonqualitied plan benefits. Nonguahfied pension plan assets are
not included as part of the asset balances presented in this footnote. The nonqualified pension plan assets are held in Rabbi trusts for the benefit of all nonqualified
plan participanis The assets held in a Rabbi trust are available to satisfy the <laims of general creditors only in the event of bankruptcy. Therefore, these assets are
fully consolidated in our consolidated statements of financial position and are not reflected in our funded stawus as they do not qualify as plan assets under
U S. GAAP. The market vaiue of assets held in these trusts was $348.8 million and $352.0 mullion as of December 31, 2018 and 2317, respectively

Pension Plan Changes and Plan Gains/Losses

On January 1, 2010, benefits under the Principal Pension Plan were frozen for certain panicipants. The nonqualified plan was amended January 1. 2019, 10
change the basis for determining lump sums. This gave rise to a total prior service benefit of $6.4 million as of December 31, 2018 The quabfied plan and agent
nonqualified plan were amended on December 28, 2017, to freeze final average pay accruals for agents afier December 31, 2018, but continue cash balance
accruals. This gave rise to a total prior service benefit of $23.1 million as of December 31. 2017 The amendments also freeze plan eligibility for agents under bath
the qualified and nonqualificd plans.
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For the year ended December 31, 2018, the pension plans had an actuarial gain primarily due to an increase in the discount rate. For the yvear ended
December 31. 2017, the pension plans had an actuarial loss primarily due to a decrease in the discount rate and white collar mortality for the nonqualified plans.

Other Postretirement Plan Changes and Plan Gains/Losses

For the year ended December 31, 2018, the other postretirement benefit plans had an actuarial gain primarily due to an increase in the discount rate and a gain
from actual and projected medical claims cost being lower than expected. For the year ended December 31, 2017, the other postretirement benefit plans had an
actuarial loss primarily due to a decrease in the discount rate offset by actual and projected medical claims costs being lower than previously expected.

Infermation for Pension Plans With an Accumulated Benefit Obligation in Excess of Plan Assets

For 2018 and 2017. both the qualified and nonqualified plans had accumulated benefit obligations in cxcess of plan assets. As noted previously. the
nonqualified plans have assets that are deposited in trusts that fail to meet the U.5. GAAP requirements to be included in plan assets; however, these assets are

included in our consolidated statements of financial posttion

De¢ember 31,

2018 2017
(i mitlivns}
Projected benefit obligation § 32392 § 33836
Accumulated benehit obliganon 3,029.9 3,1393
Fair value of plan assets 2,498.2 25422

Information for Other Posteetivement Benefit Plans With an Accumulated Postretivement Benefit Ohligation in Excess of Plan Assets

December 31,

2018 2017
{int rritfionsy
Accumulated postretirement benefit obligation $ 21§ 22
Fair value of plan assets 0.2 04

Components of Net Periodic Benefit Cost

Other postretirementi

Pension benefits benefits
For the vear ended December 31,
2018 2017 2016 2018 2017 2016
(in millions)
Service cost $ 730 % 671 % 650 8§ 01 3 o1 8 21
[nterest cost 119.5 1244 1349 35 19 62
Expected return vn plan assets (157.0) {144.2) {155.0) {33.6) 27.5) (32.6)
Amortization of prior service benefir {3.4) 2% (2.2) (13.9} (34 6) (25.9)
Recogmzed net actuarial (gain) loss 67.8 68 O 70 {1.5) — 0.2
Net penodic benefil cost (income) $ 999 § 1130 § 1197 8 (454 § (581) & (500

The components of net penedic benefit cost including the service cost component are included in operating expenses on the consolidated statements of

operations.

The pension plans' actuarial gains and losses are amortized using a straight-line amortization method over the average remaining service period of plan

participants. For the qualified pension plan, gains and losses are amortized
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without use of the 10% allowable corridor. For the nonqualified pension plans and other postrstirement benefit plans, the corridors allowed are used.

Other
Peusion postretirement
benefits benefity
Kar the vear ended December 31,
1818 20317 2018 2017
(i millinns)
(hher changes recognized in accumulated other comprehentive (income) loss
Net actuanial (gain} loss $ 583 0§ 439§ 734§ AT
Prior service benefit (6.4) 230 _ —_
Amortization of gawn {loss) {67.8) (A8 1.5 —
Amertization of prior service benefit 34 23 13.9 346
Tatal recognized i pre-tax accumulated other comprehensie (income} lass § (125 5 (449 3 888 % {lpl}
Total recognized in net periodic benefit cost and pre-tax accumulated other comprehensive {income) loss 5 874 % 681 $ 434 5 (682

Net actuarial {gain) loss and net prior service cost benefit have been recognized in AOCL

The estimated net actuarial (gain) Yoss and prior service cost {benefit) that will be amertized from AOCIT into net periodic benefit cost for the pension benefits
during the 2019 fiscal year are $67.3 million and $(3 7) million. respectively. The estimated net actuarial (gain) loss and prior service cost (benefit) for the
postretirement benefits that will be amortized from AOCI into net periedic benefit cost during the 2019 fiscal yvear are $0.1 million and $(1.2) miliion, respectively.

Assumptions
Weighted-average assumptions used to determine benefit obligations as disclosed under the Obfigations and Funded Status section

Pension benefity
For the year ended

December 31,
2018 2017
Dhscount rare 4.15% 3 60%
Rate of compensation increase
Cash balance benefit 4.94% 4.96%
Tradihenal benefit 2.73% 7%
Other
postretirement
benefits
Far the year ended
December 31,
018 2017
Discount rate 3.95% 3135%
Rate of compensation increase NiA 2 39%
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Weighted average assumptions used to determine net periodic benefit cost

Pension benefits
For the year ended
December 31.

2018 2017 2016

[scount rate 3.60% 4 15% 450%
Expected long-lenm return an plan assets 630%  670%  T20%
Rate of compensation increase
Cash balance benefit 4.96% 502% 524%
Traditional benefit 2.77%  282% 3 11%
Other
postrelirement
henelits

Far the year ended
December 31,
2018 207 2016

Discount rate {1) 135%  375%  335%
Expected long-term return on plan assets 4.85%  440% 5 24%
Rate of compensation increase 2.39% 244%  482%
(b} The funded statuses of the other postreurement employee benefit (*“OPER") plans for which subsidies were eliminated in 2016 were remeasured as of Qcteber 31, 2016, and a pornion

of the npact was reflected i the 2016 net periodic postrenrement benefit cost A diseount rate of 4 15% was used unul the remeasurement date at which ume a discount rate of
3 35% was used

The assumed salary growth rates used to project benefits for the projected benefit cbligation are age-based for home office employees. The rate labeled cash
balance benefit {relative to emplovees accruing a cash balance) is the hifecount-weighted average rate of satary growth in the coming year only, as the impact of
salary assumption for cash balance benefits are limited to the upcoming year service cost. The rate labeled traditional benefit (relative to employees still accruing a
final average pay benefit) 1s the lifecount-weighted average (at each age) of the single annual growth rate at the age that is equivalent to applving the scale from
that age to assumed termination or retirement ages.

For the pension benefits, the discount rate i1s determined by projecting future benefit payments maherent in the projected benefit obligation and discounting
those cash {lows using a spot yield curve for ngh quality corporate bonds. The plans' expected benefit payments are discounted to determine a present value using
the vield curve and the discount rate 1s the level rate that produces the same present value. The expected return on plan assets is the long-term rate we expect 1o be
earned based on the long-term investment policy of the plans and the various classes of invested funds. A weighted average rate was developed based on those
overall rates and the target asset allocation of the plans.

For other postretirement benefits, the discount rate is determined by projecting future benetit payments inherent in the accumulated postretirement benefit
obligation and discounting those cash flows using a spot yield curve for high quality corporate bonds. The plans' expected benefit payments are discounted 1o
determine a present value using the vield curve and the discount rate is the level rate that produces the same present value. The 4.85% expecied long-term return on
plan assets for 2018 was based on the weighted average expected long-term asset returns for the medical, life and long-term care plans, The expected long-term
rates for the home coffice medical/life, agent medical/life, long-term care and post-63 medical plans were 4.90%. 4.60%, 3.75% and 4.80%, respectively.

Assumed Health Care Cost Trend Rates

December 31

—emner e,
2018 2017
Health care cost trend rate assumed for next year under age 65 7.0% 7 0%
Health care cost trend rate assumed for next year age 65 and over 6.0% 7 0%
Rate to which the ¢ost trend rate is assumed to decline (the ultimate trend rate} 4.5% 4.5%
Year that the rate reaches the ulimate trend rare (under age 65) 2026 2024
Year that the rate reaches the ultimate trend rale (65 and older) 2025 2024
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Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans. A one-percentage-point change in assumed
health care cost trend rates would have the fellowing effects:

1-percentage l-percentage
point increase _point decrease
{in milfions}
Effect on total of service cost and interest cost components H LA (0.1
Effect on accumulated postretirement benefit obliganon {1.2) 12

Pension Plan and Other Postretirement Benefit Plun Assets

Fair value is defined as the price that weuld be received to sell an asset in an orderly transaciton between market participants at the ineasurement date (an exit
price). The fair value hierarchy prioritizes the inputs to valuauon techruques used to measure fair value into three levels.

Level 1 — Fair values are based on unadjusted quoted prices in active markets for identical assets. Our Level 1 assels include eash, U.S. Treasury
bonds. fixed income investment funds, exchange traded equity securities and alternative mutual fund investments.

Level 2 — Fair values are based on puts other than quoted prices within Level J that are observable for the asset, either directly or indirectly. Our
Level 2 assets primarily include fixed income securities, fixed income and equity investment funds and real estate investments.

Level 3 — Fair values are based on significant unobservable inputs for the asset.

Our pension plan assets consist of invesuments in pooled separate accounts and single client separate accounts. Net asset value ("NAV™) of the pooled separate
accounts is calculated in a manner consistent with US GAAP for investment companies and is determinabive of their fair value. Several of the pooled separate
accourlts nvest in publicly quoted mutual funds or actively managed stocks. The fair value of the underlying mutual tunds or stocks is used to determine the NAV
of the separate account. which is not publicly quoted. Some of the pooled separate accounts also invest in fixed income securities. The fair value of the underlying
securities is based on quoted prices of similar assets and used to determine the NAV of the separate account. Some of the pooled separate accounts invest i real
estate properties. The fair value is based on discounted cash flow valuation models that utilize public real estate market data inputs such as transaction prices,
market rent growth. vacancy levels, leasing absorption, market capitalization rates and discount rates.

The single client separate accounts invest in fixed income securities, hedge funds, a pooled separate account investment and other assets. [he fxed wioue
securities include U.S. Treasury bonds for which the fair valug is based on quoted prices of identical assets in active markets. The fair value of the other fixed
income securities is determined either from prices obtained from third party pricing vendors who use observable market information to determine prices or from
internal modcls using substantially all observable inputs or a matrix pricing valuation approach The hedge funds are measured at fair value using the NAV per
share {or its equivalent) practical expedient and have not been classified in the fair value hierarchy. The NAV of the pooled separate account investent is
caleulated in a manner consistent with U.S, GAAP for investment companies and is determinative of its fair value. The carrying amounis of other assets. which are
highly liquid in nature, are used to approximate fair value

Our other postretirement benefit plan assets consist of cash, investments in fixed income security portfolios. investments in equity security portfolios.
investments in allernative mutual fund portfelios and investment in a real estate mutual fund. Because of the nature of cash. its carrying amount approximates fair
value. The fair value of fixed income investment funds, U.S. equity portfolics and international equity portfolios is based on quoted prices in active markets for
identical assets. The fair value of the alternative mutual fund portfolios and the real estate mutual fund are based on quoted market prices, which represent the NAV
of shares held by the other postretirement benefit plan.
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Pension Plan Assets

December 31,2018

The fair value of the qualified pensien plan's assets by asset category as of the most recent measurement date was as follows:

Assel category
Pooled separate account investnents.

December 31, 2018

Assets
measured at
fair value

Amaount Fair value hierarchy level
measured at

net asset value Level 1 Level 2 Level 3

(in muitlions}

U8 large cap equity portfolios (1) 3 3877 § — 5 — 5 3877 8 —
US small‘nud cap equity portfuling (2) 64.4 — —_ 64,4 —
Balanced asset portfolios (3) 116.3 —_ — 1163 —
International equily partfolios (4} 2209 — — 220.9 —
Real estate investment portfolios {5) 133.6 — — 133.6 —_
Single ¢lient separate account nvestnenls
Frxed income secunties,
LS government and agencies 4188 — 418.8 — —
States and political subdivisiong 24.0 _ — 4.0 —
Corporate 934.5 —_— — 934.5 —
Commercial mortgage-backed securnies 30,7 — — 30.7 —
Other debt obhganons 8.0 —_ —_ 8.9 —
Hedge funds (8) 124.7 114.7 — — —_
Pooled separate account investment | 7) 3.9 — — 23.9 —
Other (8) 10.7 - 0.3 10.4 —
Total 3 24982 3 1247 3 4191 8§ 19544 § =
December 31, 2017
Assets Amounnt Fuir value hierarchy level
measured at mensured at
fair value nel asset value Level | Level 2 Level 3
{ir millions)
Assel category
Pooled separate account investnenty
U S large cap equity portfelios (1) 3 6512 % — 3 — 3 6512 % —
U S smallimud cap equity parttolios (2) 1122 — — 1zz —
Balanced asset portfolios (3) 1284 — _ 1284 —
International equity portfelios (4) 3258 — — 3258 —
Real estate investment portfolios (5) 126 2 — — 1262 —
Single client separate account nvestments
Fixed income securities:
U'S government and agencies 2927 —_ 2927 — —
States and pohtical subdivisions 165 — —_ 169 —_
Corporale 7452 - — 7452 —_
Commercial mortgage-backed securities 203 — e 213 —
Other debt obligations 34 — — 34 -
Hedge funds (6} 120.4 1204 — — —
Pocled sepaiate account investment {7) 44 — 46 —
Other {8) (61 — 08 (6.5} —
Tetal 5 25422 3% 1204 3 2935 5 21283 § —
th The portfolies invest prumanly in publicly traded equity secunities of large U S companies

12 The portfolios invest pnmarnly in publicly traded equity securities of mid-sized and small U § companies
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{3y The portfolios are a combination of underlying fixed ncome and equity mvestment oprions ‘These invesiment options may mclude balanced, asset allocanon. target-date and target-
sk nvestment aptions Although typteally lower nsk than mvestment options that invest selely 1 equities, all investment options in this category have the potential to lase value

4y The porifolios invest pnmanly in publicly traded equity secunues of non-U 5 companies

(5) The portfohe mvests pnimarily in 1.8 commercial real estate propectes through a separate atcount

{6y The hedge funds have varying investment strategies that also have a vaniety of redemption tenms and conditions. We do not have unfunded commitments associated with these hedge
funds

(N The single client separate accounts invest 1n a meney market pooled separate account

(83 Includes cash and nct {payablesyrecervables for the single client separate accounts

We have established an {nvestruent policy that provides the investment objectives and guideliaes for the pension phan. Our investment strategy is 10 achieve
the following;

Obtain a reasonable Jong-term return consistent with the level of nsk assumed and at a cost of operation within prudent levels. Performance
benchmarks are monitored.

Ensure sufficient liquidity 10 meet the emerging benefit liabilihes for the plan.

Provide for diversification of assets in an effort to avoid the risk of large losses and maximtze the investment return to the pension plan consistent
with market and economic risk

In administering the qualified pension plan’s asset allocation strategy, we consider the projected hiability streant of benefit payments, the relationship between
current and projected assets of the plan and the projected actuarial labilitics streams, the historical performance of capital markets adjusted for the perception of

firture short- and long-term capital market performance and the perception of future economic conditions

According to our investment policy. the target asset allocation for the qualified pian is.

Asset category Target allocation
Fixed wivunie sesunty portfolioe 215% - 80%
Equity portfohios 5% - 60%
Real estate investment portfolios 10%
Alternatives 8%

Other Postretirement Benefit Plan Assets

The fair value of the other postretirernent benefit plans' assets by asset category as of the most recent measurcinent date was as follows:

December 31, 2018

Assets Fair value hierarchy level
measured at
fair value Level | Level 2 Level 3

fin millions}
Asset category

Cash and cash equivalents $ 03 $ 03 § — 3 —
Fixed income security porifohes

Fixed income investment funds (1) 2037 166.2 315 -
U8, equity portfolos (2) 1358 [61.0 348 —_
International equity porifolios (3) 61.2 47.4 13.8 —_—
Alternatrve tnutual fund partfolios (4) 2354 2354 —_ —
Real estate mutual fund (5) 7.5 7.5 = -
Total 3 6439 § 5578 § 861 $ —-—

] —— e — 1
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December 31, 2017
Assets Fair value hierarchy level
measured at
fair value Level 1 Level 2 Level 3
{in millians)

Asset category

Cush and cash gquivalents 3 03 s 203 3 — 5 —
Fixed income security portfolios,

Fixed income investment funds (1) 2098 1777 21 —
US equity portfolios (2} 159 4 108 5 509 —_—
International equity portfolios (3) 678 517 101 —
Alternative mutual fund portfolios (4} 251.4 2514 —_— —
Real estate mutual fund (5) 8| Bl — —
Total 3 6568 $ 6037 $ 81 % —
(1 The portfolios invest i vanous (ixed income secunnes, primanly of US ongin These include, but are not Linited 1o, corporate bonds, residential mortgage-backed secunties,

commercial mortgage-backed secunnes, U S Treasury securities, agency secunues, asset-backed securities and collateralized morigage obligations

{2y The purtfelios invest primanly 1n publicly traded equity secunities of farge U 8 campanies

(3) The portfelios invest pnmanly 1 publicly traded equity securinies of non-U 8 companies

{H The portfehios invest pnmanly in equities, carporate bends, forelgn currencies, converuble secunities and dernvatives
(5) The muwwal fund 1nvests primarily in U § commercial real estate properties

As of December 31, 2018 and 2017, $86.1 million and $93.2 million of assets, respectively, in cash, tixed income security pertfolies, U.S. equity portfolios
and international equity portfolios were included in a trust owned life insurance contract.

The reconciliation for a Principal Life general account investment that was previously included in plan assets and measured at fair value using significant
unchservable inputs (Level 3) 15 as follaws

For the vear ended December 31, 2016
Actual return gains

lusses! on Elﬂﬂ Assels

Beginning Relating te Ending
assels assets still Relaring ta Net assets
balance as held at the assets sold purchases, Translers Transfers balance as
al December 31, reporling during the sales, and into out of of December 31,
2015 date period seltlements Level 3 Tevet 3 2016

(in millians)
Assel category
Principal Lite general account
investment 5 315 % (7 3 336} § 18 % — 5 — ¥ —

The investment strategies and policies for the other postretirement benefit plans are similar to those emptoyed by the qualified pension plan. According to our
investment policy, the target asset allocation for the other postretirement benefit plans is:

Assel category Target allocation

U S equity portfolios 24%
[nternational equity portfolios 15%
Fixed income security portfolios 32%
Alternans es 24%
Real estate 5%
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Contributions

Our funding policy for the qualified pension plan is to fund the plan annually in an amount at least equal to the minimum annual contribution required under
ERISA and, generally, not greater than the maximum amount that can be deducted for U §. federal income tax purposes. We do not anticipate contributions will be
needed o0 satisfy the minimum funding requirements of ERISA for our qualified plan. We are unable 1o estimate the amount that may be contributed, but # is
possible that we may fund the plans i1 2019 up to $25.0 million. This includes funding for both our gualificd and nonqualified pension plans. While we designate
assets to cover the computed liability of the nonqualified plan. the assets are not included as part of the asset balances presented in this footnote as they do not
qualify as plan assets in accordance with U S. GAAP. We may contribute to our other postretirement benefit plans in 2019 pending future analysis.

Estimated Future Beaefit Payments

The estimated future benefit payments, which reflect expected future service, are:

Other postretirement
benefits (gross benefit
payntents, including
Pension benefits prescription drug benefits)
fin mittions)
Year ending December 31,

2009 3 1544 § 14.2
2020 1433 12.8
o 1492 11.8
2022 i58.6 tei
2023 168.1 10.2
2024-2028 939.2 39.7

The above table reflects the total estimated future benefits to be paid from the plan, including both cur share of the benefit cost and the participants’ share of
the cost, which is funded by their contributions to the plan.

The assumptions used i caleulating the estimated future benefit payments are the same as those used to measure the benefit obligation for the year ended
December 31, 2018,
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Defined Benefit Pension Plans Supplemental Information

Certain key summary data 1s shown below separately for qualified and nonqualitied plans.

For the vear ended December 31,

2018 017
Qualified Nongquatified Qualified Nonqualified
Plan Ptan Total Plan Plan Total

{in millions)
Amountt recogaized in statement of financial position

Other assets 3 — 3 — 3 — & — 3 — % —

Other liabilities {266.3) {(474.7) {741.0) (340 0) (501 4} (841.4)
Tatal 3 (266.3) § (4747 8 (741.0) § (3400 § (5014) § (841 4}
Amount recognized in accumulated other comprehensive loss

Total net actuanaf loss $ 5444 8§ 1289 § 6733 % 5164 % 1664 § 6828

Prior service benefit {11.0} {15.7 {26.7} {12.5) (11.2) (23.7}
Pre-rax accumulated other comprehensive loss 3 5334 § 1132 § 64606 3% 3039 % 1332 % 6591

Companents of net periodic benefit cost

Service cost 3 657 § 73 8 730 % 603 % 68 § 67 1

Interest cost 102.0 i7.5 119.5 1060 184 124 4

Expected return on plan assets (157.0) — {157.0y {144 2) —_ (144 2)
Amortization ¢f prior service benefit {1.5) {1.9) (3.4} {12) tn 23)
Recogruzed net actuarial loss 53.6 14.2 67.8 592 %8 680

Net periedic benefit cost § 628 § 371§ 999 § %01 § 329 % 1130

Other changes recognized in accumulated other comprehensive
(income} loss

Net actuanal {gain) loss 3 817 $ {23.4) § 583 § (119 % 558 § 439
Prior service benefit — {6.4) (6.4} {1z 2) (109) (23 1)
Amortization of net loss (53.6) {14.2) (67.8) {59.2) {8.8) (68 0)
Amortization of prior service benefit 1.5 1.9 34 12 1l 23
Total recegnized in pre-tax accumulated other comprehensive

{income) loss $ 296 3§ “ny s (125 3 {82.1) ¥ 3722 8 (M9
Total recognized in net periodic benefit cost and pre-tax

accumulated other comprehensive (income} loss 3 24 8 {5.0) § 874 3 20 S ol S 68 |

Defined Contribution and Deferred Compensation Plans

In addition, we have defined contribution plans that are generally available to all U.S. employees and agents. Eligible participants could not contribute more
than $18.500 of their compensation to the plans in 2018. Effective January 1, 2006, we made several changes to the retirement programs. In general, the pensien
and supplemental executive retirement plan benefit formulas were reduced and the 401(k) matching contribution was increased. Employees who were ages 47 or
older with at least ten years of service on December 31, 2005, could elect to retain the prior benefit provisions and forgo receipt of the additional matching
contributions, The employees who elected to retain the prior benefit provisions are referred te as "Grandfathered Choice Participants.” We match the Grandfathered
Choice Participant's contribution at a 50% contribution rate up to a maximum maiching centribution of 3% of the pariicipant's compensation. For all other
participants, we match the participant's contributions at a 75% contribution rate up to a maximum matching contribution of 6% of the participant's compensation.
The defined contribution plans allow employvees to choose among various investment options, including our commen stock. which is avatlable through our
Employee Stock Ownership Plan ("ESOP”). We contributed $53.4 million, $48.9 miltien and $46.6 million in 2018, 2017 and 2016, respectively, fo our qualified
defined contribution plans.

The number of shares of our common stock allocated 10 participants in the ESOP was 2.4 million and 2.1 million as of December 31, 2018 and 2017,
respectively  As of December 31, 2018 and 2017, the fair value of the ESOP. which includes earned and unearned common stock, was $165.1 million and
$149.4 million, respectively. The ESOP's total assets include our common stock and cash. The ESOP purchases our common stock on the open market. The number
of
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shares of our comimon stock held withit the ESOP s treated as outstanding in both our baste and diluted carnings per share calculations.

We also have nonqualified deferred compensation plans available to select etnployees and agents that allow them to defer compensation amaunts i excess of
itmits imposed by U.S. federal tax law with respect to the qualified plans. For certain nonqualitied deferred compensation plans that nclude an employer matching
coniribution, in 2018 we matched the Grandfathered Choice Participant's deferral at a 50% match deferral rate up to a maximum matching deferral of 3% of the
participant's compensation. For all other participants in nonqualified deferred compensation plans that incfude an employer matching contribution, we matched the
participant's deferral at a 75% match deferral rate up o a maximum matching deferral of 6% of the participant's compensation We contributed $3 4 million,
$3.8 million and $3.3 nuillion in 2018, 2017 and 2016, respectively, to our nonqualitied deferred compensaton plans

12. Contingencies, Guarantees and Indemnifications
Litigation and Regulatory Contingencies

We are regularly involved in litigation, both as a defendant and as a plawntiff. but primardy as a defendant, Litigation naming us as a defendant ordimarily
arises out of our business operations as a provider of asset management and accumulation products and services, individual life insurance. specialty benefits
insurance and our investment activities. Some of the lawsuits may be class actions, or purport to be, and some may include claims for unspecified or suhstantial
punitive and treble damages.

We may discuss such litigation in one of three ways. We accrue a charge to income and disclose legal matters for which the chance of loss is probable and for
which the amount of loss can be reasonably estimated. We may disclose contingencies for which the chance of loss is reasonably posstble and provide an estimate
of the possible Joss or range of loss or a statement that such an estimate cannot be made. Finally, we may voluntarily disclose loss contingencies for which the
chance of loss is remote in order to provide information concerning matters that potentially expose us o possible losses.

In addition, reguatory bodies such as state insurance departments. the SEC, the Financial Industry Regulatory Authority ("FINRA"). the Department of Labor
("DOL"} and other regulatory agencies i the U.S, and in international locations i which we do business. regularly make inquiries and conduct examittations or
investigatiotis concerring our compliance with, amoeng other thuigs. msurance laws, securitics laws, ERISA and laws governing the activities of broker-dealers. We
receive requests from regulators and other governmental authorities relating lo industry issues and may receive additional requests. including subpeenas and
interrogatories, n the future.

As of December 31, 2018, we had ne litigation or regufatory contingencies for which we believe disclusurc 13 appropriate.
Guarantees and indemnifications

In the nommal course of business. we have provided guaraniees to third parties primaniy related to former subsidiaries and joint ventures. The terms of these
agreements range in duration and often are not explicitly defined The maximum exposure under these agreements as of Deceraber 31, 2018, was approxamately
$126.0 million. At inception, the fair value of such guarantees was insignificant. In addition, we believe the likelihood is remote that matenial payments wil! be
required Therefore, any liability accrued within our consolidated statements of financial position 18 insignificant. Should we be required to perform under these
guarantecs, we generally could recover a portion of the loss from third parties through recourse provisions included in agreements with such parties. the sale of
assets held as collateral that can be ligwidated in the event performance is reguired under the guarantees or other recourse generally available to us; therefore, such
guarantees would not result in a material adverse effect on our business or financial position. While the likelihood is remote, such outcomes conld matenally affect
net income 1 a particular quarter or annual period. Furthemmore, in connection with our P-Caps contingent funding agreements. we are required 10 purchase any
principal and interest strips of U.S. Treasury securities that are due and not paid from the associated unconsolidated trusts. The maxmmum exposure under these
agreements as of December 31, 2018, was $730.0 million. See Nate 9, Loag-Term Debt, for further details

We manage mandatory privatized social security funds in Chile. By regulation, we have a required mrinimunn guarantee ci the fands' relative returmn. Because
the guarantee has no limitation with respect to duration or amount. the maximum exposure of the guaranteg fn the tuture s indeterminable.
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We are alse subject te various other indemnification obligations issued in conjunction with divestitures, acquisittons and financing transactions whose terms
range in duration and ofien are not explicitly defined. Certain portions of these wmdemnifications may be capped, while other pertions are not subject to such
limitations: therefore, the overall maximum amoeunt of the obligation under the indemnifications cannot be reasonably estimated. At inception, the fair value of
such indemnifications was insignificant. In addition, we believe the likelihood is remote that material payments will be required. Therefore, any liability accrued
within our consolidated statements of financial position is insignificant. While we are unable to estimate with certainty the ultimate legal and financial lability with
respect to these indemnifications. we believe that performance under these indemnifications would not result in a material adverse effect on our business or
financial position. While the likelikood is remote, performance under these indemnifications could materially affect net income in a particular quarter or annual
period.

Guaranty Funds

Under state insurance guaranty fund laws, insurers doing business in a state can be assessed, up to prescribed linuts, for certain obligations of insolvent
insurance companies to policvholders and claimants. A state's fund assesses its members based on their pro rata market share of written premiums in the state for
the classes of insurance for winch the insolvent insurer was engaged. Some states permit member insurers 10 recover assessments paid through full or partial
premium tax offsets. We accrue liabilities for guaranty fund assessments when an asscssment 15 probable, can be reasonably estimated and when the event
obligating us o pay has occurred. While we cannot predict the amount and timing of any future assessments, we have established reserves we believe are adequate
for assessments relating 1o insurance companies that are currently subject 10 insolvency procecdings. As of December 31, 2018 and 2017, the liability balance for
guaranty fund assessments. which is not discounted. was $22.2 million and $23.3 million, respectively, and was reported within other liabilities in the consolidated
statements of financial position. As of Iecember 31, 2018 and 2017, $10.4 millien and $11.3 million. respectively, related to premium tax offsets were included m
premiums due and other receivables in the consolidated statements of financial position.

Operating Leases

As a lessec, we lease office space. data processing equipment, office furniture and office equipment under various operating Jeases. Rental expense for the
vears ¢nded December 31, 2018, 2017 and 2016, was $26.1 million, $44.0 million and $40.4 million, respectively.

The following represents payments due by period for operating lease obligations (in millions):

Year ending December 31

2009 § 503
2020 44.3
2021 355
2022 285
2023 20.2
2024 and thereafter 564
Total aperatng lease obligations 2382
Less. Future sublease remal income on noncancelable leases 8.7
Total fature nunmuni lease payments § 2298

Capital Leases

We lease buildings and hardware storage equipment under capital leases. As of December 31, 2018 and 2017, thesc leases had a gross asset balance of
$67 9 milhon and $60 8 million and accumulated depreciation of $35.3 million and $32.8 million, respectively. Depreciation expense for the years ended
December 31, 2018, 2017 and 2016 was $12.9 million. $13 4 million and $14.8 million, respectively.
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The following represents future minimum lease payments due by period for capital lease obligations (in millions).

Year ending December 31+

2019 5 27
2020 11.0
2021 8.2
2022 18
2023 0.4
2024 and thereafter &2
Total 343
Less Amounts representiag interest 14
Net present value of mimimum lease payments 5 319
_—
13. Stockholders' Equity
Common Stock Dividends
For the year ended
December 31,
2018 2817 2016

Dividends declared per commimon share $ 210 %5 187 % 161

Reconciliation of Qutstanding Common Shares

For the year ended
December 31,
2018 M7 2016
(in millions)
189.0 2877 291 4
2.8 44 30
{12.1) (36) &N
279.5 289Q 2877

Beginning balance
Shares 153ued

Treasury stock acquired
Ending balance

In October 2015, our Board of Directors authorized a share repurchase program of up o $150.0 mi{lion of our outstanding commen stock. which was
completed in March 2016, In February 2016, our Board of Directors authorized a share repurchase program of up to $400 0 mullion of our outstanding common
stock, which was completed in February 20i8. In May 2017. our Board of Directors authonzed a share repurchase program of up to $250.0 million of our
outstanding common stock. which was completed in April 2008, fn May 20(8, our Board of Duwrectors authorized a share repurchase program of up to
$300.0 million of our outstanding common stock. which was completed in December 2018. In November 2018, our Beard of Directors authorized a share
repurchase program of up to $50¢.0 million of our outstanding common stock. which has no expiration. Shares repurchased under these programs are accounted for
as treasury stock, carned at cost and reflected as a reduction w stockholders' equity.
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Other Comprehensive Income (Loss)
For the year ended
December 31, 2018
Pre-Tax Tax After-Tax
{in millions)

Net unrealized losses on available-for-sale secunties durning the period $ 25175 8 5154 § (2,002.1)
Reclassification adjusiment for losses included in net income {1} 56.4 5.3 511
Adjustments for assumed changes in ameization patteras 185.9 {39.1) 146.8
Adjustments for assumed changes in poheyholder habihnes 346.9 {72.3) 274.6
Wet unrealized losses on available-for-sale securities {1,928.3) 398.7 {1,529.6)
Noncredit compenent of impairment losses on fixed maturities, available-for-sale during the period 39,7 {8.4) 33
Adjustments for assumed changes in amortization patterns 5.3 i1 {4.2)
Adjustiments tfor assumed changes in palicvholder habilibes (0.8) 0.1 (0.7}
Noncredit component of impairment losses on fixed matwrities, avatlable-for-sale (2} 33.6 (1.2} 16.4
Net unrealized gains on denvative instruments duning the penod 50.4 (3.4} 47.0
Reclassification adjusiment for gains included 1n net income (3) (40.1) 4.2 {35.9)
Adjustments for assumed changes in amortization patterns 0.3 (0.1} 0.2
Adjustments for assumed changes in policyholder liabibties 57 {1.0) 4.7
Ner unrealized gains on denvanve instruments 16.3 (0.3} 16.0
Foreign currency translation adjustment {303.9) 16.3 (287.6)
Uniecognized postrenirement benetit abhganon during the period {125.3) 29.4 {95.9)
Amaortization of amounts in¢luded 1n net periodic benefit cost (5} 49,0 {14.0) 350
Net unrecogmzed posirenrenient benefit obligation (76.3) 15.4 (60.9)
Other comgprehensive loss 3 (22586) § 4229 § (1,8357)

For the year ended
December 31, 2017
Pre-Tax Tax After-Tax
(in millions)
sl it enadf il TEVDETE $ 10742 3 (3416) § 7326
Reclassification adjustment for losses included in net ncamme (l) 6738 (23 5) 44.3

(262) 91 (16.9)
(184 6) 641 (120 5)
931.2 {251 7} (2]
for-sale dunng the pernod 531 {170 361
64} 23 “@n
(13 05 (0 8)
ylesfor-sale (2) 454 (142) 3.2
(46 7} 160 (3o
________ djustmentffoggainslincludedhninetfincomens) (316} 108 {20 8)
Adjuslmenrs for assumed changes in amortzation patierns 39 {13} 26
mjuslmems forgassumedjchanges]ingpolicyholdes lm 96 (3.3) 6.3
Net unreahzed Iosses on derivative msrrumnms (64 8} 222 {42 6)
hoveane Vo rifixe TinEhepeod S 1716 47 176.3
ReCIdSSIfcalmn adjuslmem for lasses 1ncluded in net income (4) 16 — 20
FOrégntchrten cygiransiationyad) Istm ety i T 1742 47 1789
Unrecognized postretirement benefit obilg,arlon durlng the perlod 240 (3 8) 20.2
Amortizationjoffamountsy ncligedininetjper odiclbenciiteosges) 311 {14 0) 17.1
Net ynrecognized postretirement benefit obligation 551 (17 8) 373

ch_er!c_omp;e_h'egmemcpe B

§ L14tl § (2968) & 8443
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For the year ended
December 31,2046
PreTax Tax After-Tax
fire miltions)

Net unrealized gains on available-for-sale securities during the period § 2546 % (781) $ 176.5
Reclassification adjustment for losses theluded o net inceme (1} 679 (235 444
Adjustments for assumed changes in amortization patterns 58 (¢ 49)) 35
Adjustments for assumed changes in paheyholder Trabilutes 1772 51% 125 4)
Net wirealrzed gains on available-for-sale securies 1509 (51 8 991
Noncredit component of impairment losses on fixed matunues, avalable-for-sale during the penod on {15) (U3
Adjustments for assumed changes in amorhizalion paherns (34) 12 {2.2)
Adjustments for assumed changes tn polteyholder habihines 08 (03) g5
Noncredit component of impawrment losses on fixed maturities, available-for-sale (2) 29 (06} 35
Net unrealized gains on dernvative instruments dunng the penod 3z6 (76) 250
Reclassification adjustment for gans included in net income {3) 27 54 (220
Adjustments for assumed changes i amartizagon patteris 2@ (t 0} 19
Adjustments for assumed changes in policyholder liabilities 169 6.0) 109
Net unrealized gams on derivative instruments 247 (92 155
Forewgn currency transiation adjustment 756 (75 68.1
Unrecogruzed postretiremient benefit obligation during the penod 02 (6 8} 134
Amortization of amounts included in net periodic benefit cost (5) 491 {207 284
Net unrecogmzed postretiremient benefit obligation 693 (27 5) 418
Other comprehensive income 3§ 3176 § (96¢6) § 2210
48] Pre-tax reclassification adjustments relating 10 available-for-sale secunties are reported i net realized capital gamns (losses) on the conselidated statements of operanons
3] Represents the net impact of (1) unrealized gans resulting from reclassification of previously recogmzed novcredit impairment losses from OCT to net reahized capital zains (losses)

for fixed malunnes with lifureated OTT1 that had addrional credit losses or fixed maturities that previously had bifurcated OTTT that have now been sold or are mtended to be sold
and (2) unreahized losses resulting from reclassification of noneredst impairment losses for fixed matunities with tifurcated OTTI from net realized capital gains (losses) o OCI

(3) See Note 5, Derivative Financial Instruments ~— Cash Flow Hedges, for further details

{4) Pre-tax reclassification adjustments relating to deconsolidated sponsored nvesiment funds are reported 10 net realized capital gains (losses) on the consohidated statements of
operations $2 0 mullion of this reclassification relates 1o noncontrofhing nterest and 15 reported in net income attnbutable 1o noncontrolling merest on the cansolidated statements of
OPErauens

(5) Amount 1s comprised of amoruzation of prior service cast (benefit) and recognized net actuanal (gan} loss. which 15 reported In operating expenses on the consohidated sutenivnits ufl

aperatiohs See Note 11, Employee and Agent Benetits -— Components of Net Penodic Benefit Cost, for further details
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Accumulated Other Comprehensive Income (Loss)
Nencredit
Net unrealized component of Net unrealized Fereign Unrecognized Accumulated
gains an impairment losses gains CUrrency postretirement other
available-for-sale on flixed maturities on derivative translatien benefit comprehensive
securities available-for-sale instrum ents adjustment obligation income (loss)
{int smillions)
iibmas oo ofilnngs atlle 8 721§ #60) § 698 5 (1,1482) § (4502) § (882 5)
Other comprehensive income during the
period, net of adjustmerits 547 (35 KRR 637 13 4 1661
Ao ool tos AQET 44 4 — (22.3) — 284 50.5
Other comprehenslve ncome 991 {35) 15.5 637 418 216.6
E chase
e e — (93) — [CE)}
831 2 (29°5) 353 (1,093 8) (40% ) 675 2)
595.2 — {218) 174.7 202 7683
4 44 3 3Lz {20 8) 0é 171 724
Gthegfcompreliensivelncome 639.5 31z {42 6) 175.3 373 840.7
Balances as of December 31,2017 ] 14707 (58 3) 427 {218 5) 371 1) 165 5
& - p
el RN ] (1,580.6) — 51,9 (283.2) (95.9) {1,907.8)
Amuunls recla55|ﬂed {rom AOC{ 51.1 26,4 {35.9 — 35.0 16.6
(Ot copmdiaialas = ] (15295) 264 16.0 (283.2) (60.9) (1812)
Purchase of subsidiary shares from
nonconlrollmg interest — —_ —_ {1.6} —_ {1.6)
amch gge relatedfiolequity, mvestmen {5 Tyt (1.0} —_ — — — {1.0)
Effects of implementation ofa accounting
change accounting change related to
o JEyenue recog.muon net — —_ —_ 25.6 —_ 5.6
B
. : 249.8 (15.2) 57 (81.8} {80.9) 7.6
Balances as of Decem ber 31,2018 3 1500 § {471.1) § 644 5 (1,259.5) § (512.9) § (1,565.1)

Noncontrolling Interest

Interests held by unaffiliated parties in consolidated entities are reflected in noncontrolling interest, which represents the noncentrolling partners' share of the
underlying net assets of our consolidated subsidiaries. Noncontrolling interest that is not redeemable 15 reported in the equity section of the consolidated statements
of financial position.

The noncontrolling interest holders in certain of our consolidated entities maintain an equity interest that is redeemable at the option of the holder, which may
be exercised on varying dates, Since redemplion of the noncontrolling interest is outside of our control, this interest is excluded frem stockholders' equity and
reported separately as redeemable noncontrolling interest on the consolidated statements of financial pesition. Qur redeemable noncontrolling interest primarily
relates to consolidated sponsored investment funds for which interests are redeemed at fair value from the net assets of the funds.

For our redeemable noncontrolling mterest related to other consolidated subsidiaries, redemptions are required to be purchased at fair value or a value based
on a formula that management intended to reasonably approximate fair value based on a fixed multiple of earnings over a measurement period. The carrying value
of the redeemable noncontrolling interest 15 compared 1o the redemption value at each reporting pertod. Any adjustments to the carrying amount of the redeemable
noneontrolling miterest for changes in redemption value prior to exercise of the redemption option are determined after the attribution of net income or loss of the
subsidiary and are recognized in the redemption value as they oceur. Adjustments to the carrying value of redeemable noncontrolling interest result in adjusiments
to additional paid-in capital and/or retained eamnings. Adjustments are recorded in retained earnings to the extent the redemption value of the redeemable
noncontrolling interest exceeds its fair value and will impact the numerator in our earnings per share caleulations All other adjustments to the redeemable
nonconirolling iterest are recerded in additional paid-in capital.
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Following is a reconciliation of the changes in the redeemable noncontrolling interest {in millions):

For the year ended
December 31

2018 2017 216
{in millians)

Beginning balance $ 1013 § 975 % 857
Net income (loss) atinibulable to redeemable noncontrothing interest 2.1y 70 168
Redeemabie noncontrolling interest of newly consolidated entities (1) —_ - 1795
Redeemabie noncontrolimg interest of deconsohidated entities (1) (10.4) {611y (251 5)
Contributions from redeemable noncontrolling interest 355.0 941 1351
Dustributions o redeemable noncontrolhing interest (36.8) (390) (57 1)
Purchase of subsichary shares from redeemable noncontrolling interest {7.h @ 4) (82)
Change 1 redempuion value of redeemable noncontroihing interest (7.0) 59 472
Stock-based compensation altributable to redeemable noncontrolling interest [N} — —
Other comprehensive come {loss) attributable to redeemable noncontrolhng interest (1.6} 13 33
Ending balance $ 3912 § ol3 $ 975
{1y Effective January 1. 2016, certain sponsored investment funds were consolidated as a result of the implementation of new accounting guidance
{2y We Jeconsolidated certain sponsored investment funds a5 thev no lenger met the requirements for conselidation

Dividend Limitations

The declaration and payment of our common stock dividends is subject to the discretion of our Board of Directors and will depend on our overall financial
condition, results of operations. capital [evels, cash requiremenis, future prospects, receipt of dividends from Principal Life (as described below), risk management
considerations and other factors deemed relevant by the Board, No significant restrictions limit the payment of dividends by us. except those generally applicable to
corporations incorporated in Delaware.

Under lowa law, we may pay dividends only from the earned surplus arising from our business and must receive the prior approval of the Commissioner of
Insurance of the State of lowa ("the Commissioner”) to pay stockholder dividends aor make any other distribution 1f' such distribution would exceed certam statutory
limitations. lowa law gives the Commissioner discretion to disapprove reguests for distributions in excess of these limutations Extraordinary dividends include
those made, together with dividends and other distributions. within the preceding twelve months that exceed the greater of (i) 10% of our statutery polieyholder
surplus as of the previous year-end or (1) the statutory net gain from operations from the previous calerrdar year, not to exceed carned surplus. Based on this
limitation and 2018 statutory results, Principal Life could pay approximately $1.085.7 million in ordinary stockholder dividends i 2019 without prior regulatory
approval. However, because the dividend test is based on dividends previously paid over relling (2-month periods, of pawd before a speafied date during 2019,
some or all of such dividends may be extraordinary and require regulatory approval.

On May [, 2017, Principal Life sold its ownership interest in Principal Global [nvestors. LLC to Principal Life's direct parent, Principal Financial
Services, Ine. in connection with a corporate reorganization designed to beiter utilize and allocate capital internally. Subsequent to the sale, Principal Life paid an
extraordinary dividend of $1.068 4 million to its parent. which was approved by the Commssioner, primarily from proceeds received from the sale.

14. Fair Value Measurements

We use fair value measurements to record fair value of certain assets and liabilities and to estimate fair value of financial instrumenis not recorded at fair value
but required to be disclosed at fair value. Certain financial instruments, particularly policyholder liabilities other than investment contracts. are excluded from thesc
fair value disclosure requiremients.

Valuation Hierarchy

Fair value is defined as the price that would be received to sell an asset or paid to transfer a Liability in an orderly transaction betwecn market participants at
the measurement date (an exit price). The fair value hierarchy prioritizes the
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inputs to valuation techniques used tc measure fair value into three levels, The level in the fair value hierarchy within which the fair value measurement in its
entirety falls is determined based on the lowest level input that is significant to the fair value measurement in its entirety considering factors specific to the asset or
liability.

' Level 1 — Fair values are based on unadjusted quoted prices in active markets for identical assets or habilities Our Level § assets and liabilities
primarily include exchange traded equity securities, mutual funds and U S. Treasury bonds

* Level 2 — Fair values are based on inputs other than quoted prices within Level] | that are observable for the asset or liability, either directly or
mdirectly. Qur Level 2 assets and liabilities primarily include fixed maturities (including public and private bonds), equity securities, cash
equivalents, derivatives and other investments.

- Level 3 — Fair values are based on at least one significant unobservable input for the asset or hability. Our Level 3 assets and liabilities primarily
include fixed maturitics, real cstate and commercial mortgage loan investments of our separate accounts, complex derivatives and embedded
derivatives.

Determination of Fair Value

The following discussion describes the valuation methodologies and inputs used for assets and labilitics measured at {air value on a recurring basis or
disclosed at fair value The techniques utilized in estimating the fair value of financial instruments are reliant on the assumptions used. Care should be exercised in
deriving conclusions about our business, its value or financial position based on the fair value information of financial instruments presented below,

Fair value estimates are made based on available market information and judgments about the financial instrument at a specific point in time. Such estimates
do not consider the tax impact of the realization of unrealized gains or losses. In addition, the disclosed fair value may not be realized in the immediate settlement
of the financial instrument. We validate prices through an investment analyst review process, which includes validation through direct interaction with external
sourees, review of recent trade activity or use of internal models. [n circumstances where breker quotes are used to value an instrument, we generally receive one
non-binding quote. Broker quotes are validated threugh an investment analyst review process, which includes validation through direct interaction with external
sources and use of internat medels or other relevant information. We did not make any significant changes to our valuation processes during 2018.

Fixed Maturities

Fixed maturities include bonds, ABS. redeemable preferred stock and certain non-redeemable preferred securities. When available, the fair value of fixed
maturities is based on quoled prices of 1dentical assels in active markets. These are reflected in Level | and primarily include U.S. Treasury bonds and actively
traded redecmable corporate preferred securities.

When queted prices of identical assets m active markets are not available, our first priority is to obtain prices from third party pricing vendors. We have
regular interaction with these vendars to ensure we understand their pricing methodologies and to confirm they are utlizing observable market informatéion. Their
methodologies vary by asset ¢lass and include inputs such as estimated cash flows, benchmark yields, reported trades. broker quotes, credit quality, industry events
and economic events. Fixed matunihies with validated prices from pricing services, which includes the majority of our public fixed maturities in all asset classes, are
generally reflected m Level 2 Also included in Level 2 are corperate bonds when quoted market prices are not available, for which an internal model using
substantially all observable inputs or a matrix pricing valuation appreach is used. In the matrix approach, securities are grouped inte pricing categories that vary by
sector, rating and average life. Each pnicing category is assigned a risk spread based on studies of observable public market data from the investment professionals
assigned to specific security classes. The expected cash flows of the security are then discounted back at the current Treasury curve plus the appropriate risk spread.
Although the matrix valuation approach provides a fair valuation of each pricing category, the valuation of an individual security within each pricing category may
also be impacted by company specific factors.

If we are unable to price a fixed maturity security using prices from third party pricing vendors or other sources specific to the asset class, we may obtain a
broker quote or utilize an internal pricing model specific to the asset utilizing relevant market information, to the extent available and where at least one significant
unobservable input is utilized. These are reflected in Level 3 in the fair valuc hicrarchy and can include fixed maturities across all asset classes. As of December 31,
2G18, less than 1% of our totai lixed maturities were Level 3 securities valued using internal pricing models.
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The primary inputs. by asset chass, for valuations of the majority of our Level 2 investments from third pary pricing vendors or our internal pricing valuation
approach are described below.

U.S. Govermment and Agencies/Non-U.S. Governments.  Inputs include recently executed market transactions, inicrest rate yield curves, maturity dates.
market price quotations and credit spreads relating to similar instruments.

States and Political Subdivisions. [nputs include Municipal Sccunties Rulemaking Board reported trades, U.S. Treasury and other benchmark curves,
material event netices, new issue data and obligor credit ratings

Corporate.  Inputs include recently executed transactions, market price guotations, benchmark yields, issuer spreads and observations of equity and credit
default swap curves related to the issuer. For private placement corporate sccuritics valued through the matrix valuation approach mnputs inciude the current
Treasury curve and risk spreads based on sector, rating and average life of the issuance.

RMBS, CMBS, Collateralized Debt Obligations and Other Debr Obligations.  Inputs include cash flows. priority of the tranche in the capital structure.
expected time to maturity for the specific tranche, reinvestment period remaining and performance of the underlying collateral including prepayments. defaults.
deferrals, loss severity of defavlted collateral and. for RMBS. prepayment speed assumptions Other inputs include market indices and recently executed market
transactions.

Equity Securities

Equity sccurities include mutual funds, common stogk, non-redeemable preferred stock and required regulatory investments. Fair values of equity sceurities
arc determined using quoted prices in active markets for identical assets when available, which arc reflected in Level 1. When quoted prices are not available, we
may utilize internal valuation methodologies appropriate for the specific asset that use observable inputs such as underlying share prices or the NAV, which are
reflected in Level 2. Fair values might also be determined using broker quotes or through the use of internal models or analysis that incorporate significant
assumptions deemed appropriate given the circumstances and consistent with what other market participants would use when pricing such securities. which are
reflected in Level 3.

Derivatives

The fair valucs of exchange-traded derivatives are determined through quoted market prices, which are reflected in f.evel 1. Exchange-traded derivatives
include futures that are settled daily, which reduces their fair value in the consolidated statements of financial position The fair values of OTC cleared dervatives
are determined through market prices published by the clearinghouses, which are reflected in Level 2. The clearinghouses may vtilize the overnight indexed swap
{"OfS") curve in their valuation. Variation margin associated with OTC cleared derivatives 1§ settled daily. which reduces their fair value in the consolidated
statements of financial position. The fair values of bilateral OTC derivative instruments are determined using either pricing valuation maodels that utiitze market
observable inputs or broker quotes. The majority of our bilateral OTC derivatives are valued with models that use market observable wnputs, which are reflected in
Level 2. Significant inputs include contractual terms, interest rates, currency exchange rates, credit spread curves, equity prices and volaulities These valuation
models consider projected discounted cash flows, relevant swap curves and appropriate implied volatilities. Certain bilateral OTC derivatives utilize unobservable
market data. primanly independent broker quotes that are nonbinding quotes based on models that do not reflect the result of market transactions, which are
reflected in Level 3.

Our non-cleared derivative contracts are gencrally documented under ISDA Master Agreements, which provide for legally enforceable set-off and close-out
netting of exposures to specific countetparties. Collateral arrangements are bilateral and based on current ratings of each entity, We utilize the LIBOR Interest rate
curve to value our positions, which includes a credit spread. This credit spread incorporates an appropriate level of nonperformance risk into our valuations given
the current ratings of our counterparties, as well as the collateral agreements in place Counterparty credit risk is routineiy monitored to ensure our adjustment for
non-petformance risk is appropriate. Our centrally cleared derivative contracts are conducted with regulated centralized clearinghouses, which provide for dailly
exchange of cash coliateral or variation margin equal to the difference in the daily market values of those contracts that eliminates the non-performance risk on
these trades.

Interest Rate Contracts.  For non-cleared contracts we use discounted cash flow valuation techniques to determine the fair value of interest rate swaps using
observable swap curves as the inputs. These are reflected in Level 2. For centrally cleared contracts we use published prices from clearinghouses. These are
reflected in Level 2. In addition, we have interest rate options and have had a lLimited number of complex intlation-linked interest rate swaps and swaptions that are
valued using broker quotes. These are reflected in Level 3.
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Foreipn Exchange Contracts.  We use discounted cash flow valuation techniques that utilize cbservable swap curves and exchange rates as the inpuis to
determine the fair value of foreign currency swaps. These are reflected in Level 2. Currency forwards and currency options are valued using observable market
inputs, including forward currency exchange rates. These are reflected in Level 2. In addition, we have a limited number of non-standard currency swaps and
currency options that are valued using broker quotes. These are reflected within Level 3.

Equity Contracts.  We use an option pricing model using observable implied volatilities, dividend yiclds, index prices and swap curves as the inputs to
determine the fair value of equity options These are reflected in Level 2

Credit Contracts. We use gither the ISDA Credit Default Swap Standard discounted cash flow model that utilizes observable default probabilities and
recovery rates as mputs or broker prices to detennine the fair value of credit default swaps. These are reflected in Level 3.

Other Investments

Other investments reporied at fair value include invested assets of consolidated sponsored investment funds. unconsolidated sponsored investment funds. other
inwvestment funds reported at fair value, commercial mortgage loans of consolidated VIEs for which the fair value option was elected, equity method real estate
investments for which the fair value option was elected and certain redeemable preferred stock. Ir: addition, in 2017 we had other investment funds for which the
fair value option was elected.

[nvested assets of consolidated sponsored investinent funds include equity securities, fixed maturities and other investments, for which fair values are
determined as previously described, and are reflected in Level 1 and Level 2.

The fair value of unconsolidated sponsored investment funds and other investment funds is determined using the NAV of the fund. The NAV of the fund
represents the price at which we would be able to initiate a fransaction. Investments for which the NAV represents a quoted price in an active market for identical
assets are reflected in Level 1. Investments that do not have a quoted price in an active market are reflected in Level 2.

Commercial mortgage loans of consolidated VIEs are valued using the more observable fair value of the liabilities of the consolidated collateralized financing
entities ("CCFEs")y under the measurement altemmative guidance and are reflected in Level 2. The liabilities are affiliated so are not reflected in our consolidated
results.

Equity method real estate investments for which the fair value option was elected are reflected in Level 3 The equity method real estate invesiments consist of
underlying real cstate and debt. The real estate fair value is estimated using a discounted cash flow valuation model that utilizes public real estate market data
inputs such as transaction prices. market rents, vacancy levels, leasing absorption, market cap rates and discount rates. The debt fair value is estimated using a
discounted cash flow analysis based on our incremental borrowing rat¢ for similar borrowing arrangements.

The tair value of certain redeemable preferred stock is based on an internal model using observable inputs and is included in Level 2.
Cash Equivalents

Certain cash equivalents are reported at fair value on a recurring basis and include moncy market instruments and other short-term investments with maturities
of three months or less. Fair valucs of these cash equivalents may be determined using public quotations, when available, which are reflected in Level 1. When
public quotations are not available, because of the highly liquid nature of these assets, camying ameounts may be used to approximate fair values, which are
reflected in Level 2.

Separate Account Assets

Separate account assets mclude equity securities, debt securities, cash equivalents and derivative mstruments, for which fair values are determined as
previously described, and arc reflected in Level 1, Level 2 and Level 3. Separate account assets also include commercial mortgage loans, for which the fair value is
cstimated by discounting the expected total cash flows using market rates that are applicable to the vield, credit quality and maturity of the leans. The market
clearing spreads vary based on mortgage type, weighted average life, rating and liquidity. These are reflected in Level 3. Finally, separate account assets include
real estate, for which the fair value 1s estiunated using discounted cash flow valuation models that utilize various public real estate market data inputs. In addition,
cach property is appraised annually by an independent appraiser. The real estate included in separate account assets is recorded net of related mortgage
encumbrances for which the fair value is estimated using discounted cash flow analysis based on our incremental borrowing rate for similar borrowing
arrangements. The real estate within the separate accounts Is reflected m Level 3.
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Investment Contracts

Certain annuity contracts and other investment contracts mclude embedded derivatives that have been bifurcated from thie host contract and are measured at
fair value on a recurring basis, which are reflected in Level 3. The key assumptions for calculating the fair value of the embedded derivative liabilities are market
assumptions (such as equity market returns, (nterest rate [evels. market volatility and correlations) and policyhelder behavior assumptions {such as lapse, mortality.
utilization and withdrawal patterns). Risk margins are included in the policyholder behavior assumptions. The assumptions are based on a combination of historical
data and actuarial judgment. The embedded derivative liabilities are valued using stochastic models that incorporate a spread reflecting cur own creditworthiness

The assumption for our own non-performance risk for investment contracts and any embedded derivatives bifurcated from certain annuity and investment
contracts is based on the current market credit spreads for debi-like instruments we have issued and are available in the market,

Other Liabilities

Cecrtain obligations reported in other liabilities include embedded derivatives to deliver underlying securities of structured investments to third parties The fair
value of the embedded derivatives is calculated based on the value of the underlving securities that are valued based on prices obtained trom third party pricing
vendors as utilized and described in our discussion of how fair value is determined for fixed matvrities, which are reflected in Level 2.

Certain abligations of consolidated VIEs for which the fair value option was ¢lected were included in other liabulities. The synthetic entity thal had these
obligations matured in the first quarter 0f 2017, The VIEs' unaffiliated abligations were valued utilizing internal pricing models, which were reflected in Level 3,

Assets and Liabilities Measured at Fair Value on a Recurring Basis
Assets and liabilitics measured at fair value on a recurring basis were as follows

December 31, 2018

Assels/ Amount Fair value hierarchy level
(Viabilities) easured at
measured at nel asset
fuir value value (3} Level 1 Level 2 Level 3
{in millions}

Assets
Fixed maturities, available~for-sale

U S government and agencies 5 14410 % - § 10278 § 4132 % —

Non-U § governmenls 890.5 — 2.7 8832 4.6

States and pohtical subdivisrons 6.225.7 _— - 62257 —_

Corporate 35,5393 - 19.2 354622 §7.9

Residential mortgage-backed securities 2,460.6 — - 2,460.6 —

Commercial mertgage-backed securitics 3.945.6 —_ — 3936.1 9.5

Collateralized debt abligations {1} 2,420.8 — — 2,412.5 8.3

Other debt obliganons 7,185.0 — — 7,126.5 58.5
Total fixed maturities, available-for-sale 60,108.5 —_ 1,04%.7 28.920.0 138.8
Frved maturties, tradimg 636.1 — — 636.1 —
Equity securities 1,843.7 e 561.2 L1825 —
Derivative assets {2) 194.0 — — 175.4 18.6
Other investments 828.6 754 1159 610,1 17.2
Cash equivalents 17753 — 45,3 1,729.6 —

Sub-total excluding separate account assets 65,3868 T5.4 1,883.1 63,2537 174.6
Separale account assets 144,987.9 124.6 79,572.0 56,675.8 8.615.%
Total assets $ 2103747 8§ 2000 § 85,4581 0§ 1199295 §  8,790.1
Liabilities
Investment contracts {3) $ (45.2) % — § — & — 8 45.2)
Dervative habilities (21 (157.1) — — (141.6) (15.5)
Other liabilities (3) {%1.% - — (91.5) —
Total liabilities s {293.8) § —~ 8 — 8 233.1y 8 (60.7)
Net assets LY 210,080.9 §$ 2000 3§ 814551 $ 1196964 3 87294
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14. Fair Value Measurements — (continued)

December 31, 2017

Assets/ Amount Fair value hierarchy level
{liabilities) measured at
measured nt net asset
frir vakoe value {4) Level 1 Level 2 Level 3

fin mitlions)

Assets

Fixed matunties. available-for-sale
U.S. government and agencies

s ]
— 5 s -
29

Non-U § governments — 8912 74
States and polinical subdivisions — m —
Corporate — 20.7 36.884 4 128

Residential mortgage-backed securities — = A5 238 —

Commercial mortgage-backed secunties — 106
Collaterahized debt obligations {1} — 125.0
Other debt abligations — 23
Total fixed matuninigs, avarlable-for-sale — 27133
Fixed matunties, trading — —_
Equity securities, available-for-sale —_ 27
Equity securities, rading — —
Dernivative assets (2) —_ 242
Other investments 858 65
Cash equivalents — —
Sub-total excluding separate account assets 64,416.3 858 3067
Separate account assets 503267724 120 4 7.651.4
Total assets § . 2236890 % 2062 3 918252 3 1236895 § TF9581
Liabilities AR [ ]
Investment contracts {3) 5 160.3) § — 5 — % — §  (1503)
Dernivative liabilities (2) (2305 — L ) | 6 1)
Other Liabihues (3} 253.4) -— — 253.4) —
Total liabilities s Tl — 3 C § &g ST
Net assels $ 2230006 % 2062 § 918252 § 1231775 § 77917
{1 Prumartly consists of collaterahized loan obligations backed by secured corporalg loans.
(2} Within the consohdated stalements of (inangial position, detivanive assets are reported with other investments and derivative liabslities are reported with other liabihtres The amounts

are presented 2ross in the tables above to refiect the presentation on the consolidated statements of financial pesitton, however, are presented net for purposes of the roilforward in the
Changes in Level 3 Fair Value Measurements bles Refer to Note 5, Derivanive Financial Instruments, for further mformation on fair value by class of denvative instruments

(3) Includes ifurcated embedded derivatives that are reported at net asset (liability) fair value wathin the same hine item i the consehidated statements of financial position in which the
hest contract is reported

{4} Certann invesuments are measured at fair value using the NAV per share (or its equivalent) practical expedient and have not been classified i the fwe value hierarchy Other
investments using the NAV pracuical expedient consist of certain fund interests that are restricted unul maturity with unfunded comnutments totaling $32 0 million and $46 1 mullion
as of Pecember 31, 2018 and December 31, 2017, respectively Separate account assets using the NAY practical expedient consist of hedge funds with varying investment strategies
that also have a variery of redemption ternis and conditons We do not have unfunded commutments associated with these hedye funds
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Changes in Level 3 Fair Value Measurcments

The reconciliation tor all assets and liabilities measured at fair value on a recurring basis using significant unobservable inputs (Level 3) was as follows:

For the year ended December 31, 2018 Changes in
Total realized/unrealized unrenlized
Beginning gains (losses) Ending gains {losses)
Asset/ Net purchases, Aasset/ included in
. {liability} Incladed sales. {Liability} net fnncome
! balance as of Inciuded in other issuances Transfers  Transfers balance as of relating to
December 31, in et comprehensive and into out of December 31, positions still
2017 income (1) income (3) settlements (4} Level 3 Level 3 2018 held (1)
{in millions)
Assets
Fixed matunities, avalable-
for-sale
Non-U.8. governmestis § 74 5 — 3 0.1 5 (L4} § — ¥ (131 % 46 % —
Corporate 128.0 (L0 o1 (18.2) 1.0 {54.8) 57.9 —_
Commercial mongage-
backed securities 10.6 (3.5) 0.2 0.1 38 (1.5} 9.5 (1.9)
, Collateralized debt
obligations 125.0 0.9) 0.2 66.3 54,7 (237.0) 2.3 0.9)
Other debt abligations 23 — {0.2) 147.4 — {91.0) 58.5 —
Total fixed matunties,
available-for-sale 2733 {5.4) — 197.2 59.3 (385.6) 1388 (2.8)
Fixed maturities, trading — —_ — EN) —_ 3.7 — —_
Equity secunines 2.7 129 —- (15.6) —_ —_ — —
Other investments 6.5 1.7 — 9.0 — — 17.2 1.7
Separate account assets (2} 7.651.4 869.5 (0.3) 133.7 2.3 {41.1) §,615.5 829.8
Liabilities
Investment contracts {160.3) 107.5 0.1 7.5 — —_ (45.2) 109.%
Derivatives
Net derivative assets 18.1 20.2) —_ 52 — — 31 {18.4)
For the year ended December 31,2017
Changes in
Tolal realized/unrealized unrealized
Beginning gains {losses) gains {losses)
asset/ Ending asser/ included in
{Liability) Included Net purchases, {liability} net illcoihe
balaace as af Inctuded in other sales, Transfers Transfers balance us of relating ta
December 31, in net comprehensive  issuances and inte out of December 31,  paositions still
2016 income (1) income (3} seftlements {4 Level 3 Level 3 21017 held (1)
(in millinns}
Assets
Fixed matunties. available-
for-sale.
Non-U1.8. governments § 621 % ©2) % ©3) § smn s — 3 {352 % 74 % (k)]
Corparate 250 ¢ (3 35 (202} 222 (125 3) 1780 (0 §)
Commercial mortgage-
backed securities 7L (127) i (0.7 263 {84.5) 106 40
' Collaterahized debt
obligatons 36 — 17 71 1837 (101 3 1250 —
Other debt obligations 915 — {02) (0 8) 01 (88 3) 23 —
Total fixed maturties,
available-for-sale 5174 f152) 158 (42 4) 2323 (434 5) 2733 51
Fixed maturities, trading 929 (24} e (92 4) 1.9 — — —_
£quity secunties, available-

' for-sale 27 — — — — - 27 -
Equity securities, trading — _ — ©o7n 0.7 — —_ —
Other investments 369 39 — {34 3) — — 65 18
Separate account assets (2) 73548 798 ) {Lh {464 8) 31 {387} 7,651 4 696 D
Linl
Investment contracts {176.5) 8.4 0.4 74 — — (160.3) 5.7
Cther habilities (599) @1} — 600 — — — —
Derivatives
Net derivauve assets I3 313 — 37 — — 18] 49
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For the yvear ended December 31, 2316 Changes in
unrealized
Total realized/unrealized gains (losses)
Beginning pgains (losses) Ending included
assel/ Net purchases, asset/ in net
(liability) Inciuded sales, {liability} income
balance as of Included in other issuances Transfers  Transfers balance as of relating to
December 31, innet comprehensive and into oul of December 31, positiens
2015 income (1) income (3) settlements {4} Level 3 Level 3 2016 still held (1)
{in miflions)
Assets
Fixed maturitigs, available-
for-sale
Non-U §. gevernments % 791 § 03 % 14 % 145 % — % (328) % 621 % {03
Corporate 2239 22) 32) 266 157 a7 2591 (22)
Commercial mortgage-
backed securiigs 48 [EX]] 88 327 354 23 711 (83)
Cellateralized debt
obliganons 635 - 08 (307 — — o —
Other debt obligations 7.5 _ 05 180.1 — (16 6) 91.5 —
Tatal fixed maturities,
available-for-sale 378 8 (16 38) §3 1432 511 (53 2) 3174 (10.8)
Fixed maturities, trading 1355 a5 {#3.1) — —_ 929 0t
Ecquity securities, available-
for-sale 41 {13 N —_— —_ _ 27 S
Other investments 351 15 — 03 — — 3.9 1.5
Separate acgount assets (2} 70139 7189 —_ {382 5) 53 {08} 7,354 8 669 7
Linbilities
Investment contracts (177 4} {59 — 68 — — {176 5) (126)
QOther liabilities (68.1) 92) — 17.4 — e {599} (7.5)
Derivatives
Net derivative assets
(habilities} 3.3 I3 0% z8 — — 1.3 10.4
on Both realized gains {losses} and mark-to-market unrealized gains (losses) are generally reported in net realized capital gains (losses) within the consohidated slatements of operations

Reulized and unrealized gains (losses} on cerfain secunties with an investment objective 10 realize econonue value through mark-te-market changes are reported in net investment
mcome within the consolidated statements of operations

) Gains and losses for separate accounl assels do nol impact net ticome as the change in value ot separate account assets 1s offset by a change in value of separate account liabihities
Foretgn currency translation adjustments related (o the Prin¢ipal Internatonal segment separate account assets are recorded m AQC! and are offsel by foreign currency translation
adjustments of the carrespending separate account liabilities

3) Includes toregn curréncy translaton adjustments related ro our Principal Tnternational segment
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(4) Gross purchases, sales, 1ssuances and settlements were
For the vear ended December 31,2018
Net purchases,
sales, issuances
Purchases Sales Issuances Settlements and settlements
(in miffions)
Aszets
Fixed maturities, available-for-sale.
Non-U §. governments 5 — % — 3 — 3 (1.4 s (1.4)
Corparate 12.% {103}y — {18.0} {15.2}
Commercial mortgage-backed securities —_ — — 01 0.1
Collateralized debt obligations 93.6 — — (27.3} 66.3
Other debt obligations 152.0 —= — {4.6) 1474
Total fixed maturities, available-tor-sale 2585 (10.ty — (51.2% 197.2
Fixed matunities, trading 7 — — — 3.7
Equity securities — (15.6) — — (15.6}
Other investments 9.0 —_ — —_ 9.0
Separale account assets {5) T43.0 {608.4) (206.5) 205.6 133.7
Liabilities
Investment contracts —_— -— 28 4.7 1.5
Derivatives
Net derivative assets {habiities) 1.8 34 —_ — 52
For the year ended December 31, 2017
Net purcitases,
sales, issuznces
Purchases Sales Issuamces Settlements Aid gettlements
(in milflions)
Aasels
Fixed maturities, avatlable-for-sale
Non-U 8 governments % 674 %3 (8501 & —  § 14 8 (190
Corporate 1123 {89 4) — 32 0 {29 2}
Commereral morigage-hacked securities — — — 0.7 (on
Collateralized debt abligations 229 —_ — (156) 73
Other debt obligations — — (A {0 8)
Total fixed maturhies, available-far-sale 026 (174 4y - 73 6) 425
Fixed matunities, tracing —_ — {92 4y (92 4)
Equity secunities, trading —_ —_ — (@7 (@7}
Other investments 24 (36.7) -— -— (343)
Separate accaunt assets {5} 401 4 (851 4) 1284 & 698 {464 8}
Liabilities
Tnvestment contracts - — [{tha} 76 74
Other liabilities - —_ — 60.0 60.0
Derivatives
Net derivative assets (Llatalities) L5 22 — — 37
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For the vear ended December 31, 2016
Net purchases,
sales, issuances
Purchases Sales Issuances Settlements and settlements
(in miflions)
Assels
Fixed maturinies, available-for-sale
Non-U § governments 3 193 § (34 $ — (14 § 145
Corporate o6 (137 — 257 266
Commercial mortgage-backed securities 357 — — (3.0} 327
Collaterahized debr obtigations — — — 307 (307
Other debt obligations 105 0 {(23) — (26) 100.1
Totaf fixed matunities, available-for-sale 2260 {194} — (63 4) 1432
Fixed matunues, trading — {183 0) — 250 {43.1)
Other investmenis a7 (04} — — 03
Separate account assets (5) 5280 (654 5) {345.4) 89.4 (382 5)
Liabilities
Investment contracts — — 18 50 68
Other hab:ilities —_ 174 — — i74
Derivatives
Net derivative assels (liabilities) 05 23 — — ZB8
{5) lssuances and settlements include amounts refated (o mortgage encumbrances associated with real estate in our separate accounts

Transfers

Transters of assets and liabilities measured at fair value on a recurring basis between fair value hierarchy levels were as follows:

AsseLs

Fixed maturities, available-for-sale
INorgWiSRecyeinments)
Corporate . . )
_ mogagbacked

- PR
Collateralized debt obligations

f Ghorakinshilmatin. -]

Total fixed maturities, available-for-sale

Erxedfmacuriiesmtrading:

Separate account assets

Assets

Fixed matunities, available-for-sale
Non-U.S govemnments
Corporate
Commercial mortgage-backed

securities

Cullateralized debt obligations
Other debt abligations

Total fixed matunties, available-for-sale

Fixed maturities, trading

Equity securities, tradiig

Separate account assets

For the vear ended December 31, 2018

Transfers oul
of Level 1 into

Translers out
of Level 1 into

Transfers out Transfers oul
of Level 2 inte of Level 2 inte

Transfers out
of Level  into

Transfers out
of Level 3 into

Level 2 Level 3 Level 1 Level 3 Level 1 Level X
(in milliany)
-— — § — 3 — — 3 1.3
— — — 1.¢ — 54.8
—_ —_ _— 3.6 —_ 1.5
— —_ _ 54.7 — 237.0
— — — e — 81,0
—_ — — 303 —_ 385.6
— — — — — 3.7
1932 —_ 0.8 2.3 0.2 40.9

For the vear ended December 31, 2017

Translers out
of Level 1 into

Transfers out
of Level 1 into

Transfers out Transfers out
of Level 2 into of Level 2 into

Transfers out
of Level 3 into

Transfers out
of Level 3 inte

Level 2 Level 3 Level 1 Level 3 Level 1 Level 2
fin mitfions)

3 — 3 — % — % — % — % 35.2
— — — 222 — 1253

— — — 263 —_ 845

— — — 1837 —_ 1013

— — — o1 — 883

—_ — — 2323 — 434 6

— — — 19 —_ —

— — — 07 — —

1z5 — 59 31 —_ 387
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For the vear ended December 31, 2016

Transfers out Transfers out Transfers out Transfers out Transfers out Transfers ont
of Lavel 1 into af Level 1 into of Level 2 inte of Level 2 into of Level 3 into of Level 3into
Level 2 Leval 3 Level 1 Leved 3 Level 1 Level 2
(i millions)
Assels
Fixed maturities, avadable-for-sale
Non-UJ § governments g — 8 — % — § — % — 5 326
Corporate — —_— — 157 — V7
Commercial mortgage-backed
securities — — — 354 —_ 23
Other debt obligations —_ — — — — \6 6
Total fixed maturitics, available-for-sale — -— - 511 — 532
Separate account assets 454 —_ 19 53 — 08

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

Separate account assets transferred from Level | to Level 2 during 2018, primarily inchuded cash equivalents as a resull of additional analysis to clarify the
source of the price. Separale account assets transferred between Level | and Level 2 during 2017 and 2016, primarily related to foreign equity securitics. When
these sccurities are valued at the close price of the local exchange where the assets traded. they are reflected in Level 1. When events materially affecting the value
oceur between the close of the local exchange and the New York Stock Exchange, we use adjusted prices determined by a third party pricing vendor o update the
foreign market closing prices and the fair value is reflected in Level 2.

Assets transferred into Level 3 during 2018, 2017 and 2016, primarily included those asscts for which we are now unable to obtain pricing from a recognized
third party pricing vendor as well as assets that were previously priced using a mafrix vafuation approach that may no longer be relevant when applied to asset-
specific simations,

Assets transferred out of Level 3 during 2018. 2017 and 2016, included those for which we are now able to obtain pricing from a recognized third party
pricing vendor or from internal models using substantially all market observabie informaton

Quantitative Information about Level 3 Fair Value Measurements
The following table provides quantilative wiformation about the significant nnobservable iputs used for recurring far value measurements categorized within
Level 3. excluding assets and liabilities for which significant quantitative unobservable inputs are not developed internally, which primarily consists of thuse valucd

using broker quotes or the
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measurement altemative for CCFEs. Refer to "Assets and liabilities measured at fair value on a recurring basis” for a complete valuation hierarchy summary.

December 31, 2018

Assets /
(liabilities)
measured at Valuntion Unabservable loput/range of Weighted
fair value technigue(s) input description inputs average
fin mitlfians)
Assels
Fixed maturities, available-
for-sale
Non-U.8. governments 4.6  Discounted cash flow Discount rate (1} 13% 3.2%
[hqudity prenum 50 basis points {"bps") S0bps
Comparahility adjustment {25)bps (25)bps
Corporate 254 Discounted cash flow Discount rate {1) 3 -435% 39%
fIhquidity prenuum Obps - 6Gbps I6bps
Other debt obhgauens 1.7 Discounted cash flow Dhscount rate t1} 50% 50%
hgquidity premium 500bps 500bps
Separate account assets Discounted cash flow — Dhscount rate (1) 33%-47% 4 2%
8,440.8 mortgage loans
Tlliquidity premium Gbps - 60bps 56bps
Credit spread rate 85bps - 172bps 168bps
Discounted cash flow — real Discount rate (1) 56%-11.5% 6.7%
estate
Terminal capitahization rate 43% -9 3% 58%
Average market rent growth
rate 20%-47% 29%
Discounted cash flow — real Loan to value 11 0% .69 3% 45 9%
estate debt
Market interest rate 39%-6.0% 43%

Liabilities
[nvestment contracts {5}

(45.2) Discounted cash flow

176

Long duration interest rate

Long-term equity market
valatility

Non-performance risk
Uuhzatien rate
Lapse rate

Mortality rate

28% - 29% (2}

16 7% - 27 8%
0.6% - 1.6%
See note {3)

1 3% - 16.0%

See note (4)
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December 31, 2018

December 31,2017

Assets /
{liabilities)
mensured at Valuntion Unobservable Inpui/range of Weighted
fair value technigue(s) input description inputs __averape
{in millions)
Assels
Fixed matuntes, avanlable-for-
sale
Non-U 5. governments $ 61 Discounted cash fiow Thscount rate {1} 2% 2%
Thquidity premium $0bps S0bps
Comparabibty adjustment 25)bps. (25)bps
Cuorporate 510 Discounted cash flow Duscount rate {1} 1 9% -7 5% 4 6%
lhiguidity premum 0bps » 60bps 21bps
Discount rate (1} 600 6 (g
Commercial mortgage-backed
securities 45 Dhscounted cash [low Probabiliy of defaul 85 (0% &5 (%%
Potential loss severity 2.0% 320%
Other debt obligations 23 Discounted cash flow Discount7ate (1} 5% 50%
Hhquidity premium 500bps 500bps
Separate account assets 74845  Discounted cash Now —
! mangage |oans Discount rate (1) 23%-850% 4 K%
Uliguidiry premium Obps - 60bps 1 7bps
Credn spread rate 62bps - 6%0bps 293bps
Discounted cash flow — real
estate Discount rate {1} 58%-172% 6 5%
Terminal caputalization rate 4 3% -9 1% 61%
Average market rent growth rate 0 5% -47% 29%
Discounted cash flow -— real
estate debt Loan to valye 12 1% - 71 4% 15 8%
Market interest rate 3 1% -4 5% 3 8%
Liabilities
Investrent contracts (5} (1663} Discounted cash flow Long duration 1nterest rate 2 8% - 2 794 (2)
Long-term equity market
volatility 18 7%5-41 %
Nan-performance risk 0.2%-1 2%
Unlizaton rate Seenote (1)
Lapse rate 13%-160%
Mortality rare Sec note (4)
() Represents market conparable mterest rate or an index adjusted rate used as the base rate n the discaunted cash flow anafysis prior to any iliquedity o7 other adjustments, where

applicable

' @)

between vanous observable swap rates
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{3) This input factor 15 the number of contractholders tak ing withdrawals as well as the amount and tuming of the withdrawals and a range does nol provide a meaningful presentation
{4 This inpur is based on an appropnate industry mortality table and a range does not provide a meaningful presentation
{5) Includes bifurcated embedded denvanves that are reported at net asset (liabihity) far value within the same line izem in the consolidated statements of finanaial position in which the

host contract 1s reported

Market comparable discount rates are used as the base rate in the discounted cash flows used to determine the fair value of certain assets. [ncreases or
decreases in the credit spreads on the comparable assets could cause the fair value of the assets to significantly decrease or increase, respectively. Additionally, we
may adjust the base discount rate or the modeled price by applying an illiqudity premium given the highly structured nature of certain assets. Increases or
decreases in this itliquidity premium could cause significant decreases or increases, respectively, in the fair value of the asset.

Embedded derivatives within our investment contracts [iability can be in either an asset or liability pesition, depending on certain inputs at the reporting date.
Increases to an asset or decreases to a liability are described as increases to fair value. Increases or decreases in market volatilities could cause significant decreases
or increases, respectively, in the fair value of embedded derivatives in investment contracts. Leng duration interest rates arc used as the mean reiurn when
projecting the growth in the value of associated account vaiue and unpact the discount rate used in the discounted future cash flows valuation. The amount of
claims will increase if account value is not sufficient to cover guaranteed withdrawals. Increases or decreases in risk-free rates could cause the fair value of the
embedded derivative to significantly increase or decrease, respectively. [ncreases or decreases in cur own credit risks, which impact the rates used to discount
future cash flows, could signiticantly increase or decrease, respectively, the fair value of the embedded derivative, All of these changes in fair value would impact
net income.

Deereases or mereases in the mortality rate assumption could cause the fair value of the embedded derivative to decrease or increase, respectively. Decreases
or increases 1n the overall lapse rate assumption coutd cause the fair value of the embedded derivative to decrease or increase, respectively. The lapse rate
assumption varies dynamically based on the relationship of the guarantee and associated account value. A stronger or weaker dynamic lapse rate assumption could
causc the fair value of the embedded derivative 1o decrease or increase, respectively. The utilization rate assumption includes how many contractholders will take
withdrawals, when they wili take them and how much of their benefit they will take. Increases or decreases in the assumption of the number of contractholders
taking withdrawals could cause the fair value of the embedded derivative to decrease or increase, respectively. Assuming contracthelders take withdrawals earlier
or later could cause the fair value of the embedded derivative to decrease or mcrease, respectively. Assuming contractholders take more or less of their benefit
could cause the fair value of the embedded derivative to decrease or increase, respectively.

Assets and Liabilitics Measured at Fair Value on a Nonrecurring Basis

No significant assets and liabilities were measured at fair value on a nonrecurring basis tor the years ended December 31, 2018, 2017 and 2016
Fair Value Option

We elected fair value accounting for,

* Certain commercial mortgage loans of censolidated VIEs for which it was not practicable for us to determine the carrying value. In addition, we had
certain obligations of consolidated VIEs held by a synthetic entity for which it was not practicable for us to determine the camrying value. The
synthetic entity matured in the first quarier of 2017

- Certain real estate ventures that are subject to the equity methed of accounting because the nature of the investments is to add value to the properties
and generate income from the operations of the properties. Other equity method real estate investments are not fair valued becaunse the investments
mainly generate income from the operations of the underlying properties.

* In 2017, we had certain investment funds for which we did not have enough influence to account for under the equity method in order to reflect the
economics of the investment in the financial statements We did not elect the fair value option for other simular investments as these investments are
generally accounted for under the equity method of accounting.
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The following tables present information regarding the asscts and liabilities for which the fair value option was elected.

December 31, 2018 December 31,2017

i millions)

Commercial marigage loans of consolidated VIEs (1} (2}
Fair value 3 64 § 93
Aggregate contractual principal 6.5 92

Real eslate ventures (1)

Fair value 17.2 65
Investment funds (1)

Fair value — 452
(1 Reported wath other investments im the consahidated statements of financial posihon
[#3] None of the loans were more than 90 days past due or (n nen-accrual status

For the vear ended
Ducember 31,
2018 2017 26

Commercial mortgage loans of consolidated V1Es

Change in fair value pre-tax loss {13 (2) £ (02 $ 04 5 (O
Interest income (3} 0.7 09 12
Obligations of consolidated YIEs
. Change 1 fair value pre-lax foss -— instrument specific credit nsk (2} (4) - wn {98)
Change in farr value pre-tax loss (2} — on (7 8)
Interest expense (5) —_ 03 11

Real estate ventures

, Change in fair value pre-tax gain {6) 17 ig 15
investment funds
Change 1n tair value pre<tax gain (5] (7) — 17 2.
Duvidend tncomte (&) — 1y U3
(1} Nome of the change m fair value refated to instrument-specific credit risk
(2) Reported 1n net realized capital gans (losses) on the consohdated statements of eperations
3 Reported in net investment incomie on the consolidated statements of operations and recorded based on the effective interest rates as deternuned at the elosing of the loan
) (4) Estimated based on credit spreads and quahity ratings
(5} Reported i operating expenses on thie consolidated statenients of aperations
(6} Reported in net investment incodne on the consohdated statetients of operalions
(7 Absent the fair value election, the change in fair valug on the investments would be reported 1n OCI
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Financial Instruments Not Reported at Fair Value

The carrying value and estimated fair value of financial instruments not recorded at fair value on a recurring basis but required to be disclosed at fair value
were as follows:

December 31, 2018

Fair value hierarchy level

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

Assets (linbilities)

Mortgage loans s 153369 § 15,3836 % — % — 3 15,383.6

Policy loans 801.4 965.5 —_ —_ 965.5

Other investments 247.4 2398 — 157.5 323

Cash and cash equivalents 1,201.6 1,201.6 1,1486 53.0 —_—

Investment contracts (32.572.1) (31,428.2) — {4.085.7) {27,342.5)

Short-term debt (42.9) {42,9) — f42.9) —_

Long-term debt (3,259.6) (3.257.1) — (3.129.3) {127.8)

Separate account habilibes {132,562.9) (131,491.4) — — (131,491.4)

Rank deposits (1} (500.0} (489.1) — {48%.1} —
Cash collatgral payable (79.5) {79.5) {79.5) —_ —

December 31, 2017
Fair value hierarchy level
Carrying amount Fair yvalue Level 1 Level 2 Level 3
{in millions}

Assets (linbilities}

Mortgage loans $ 14,1508 ¢ 14,4432 § — % — % 14,443 2
Policy loans 308.3 998.4 —_ _ 998 4
Other mvestments 2368 2340 — 159 4 746
Cash and cash equivalents 677.% 677.5 659.9 176 —
Investment contracts (31,003.0) (30,468 8) — 4,736 1) (25,732 7)
Short-term debt 35 5) {39.5) — (39.3) -
Long-term debt (3,178 1) (3,442 %) —_ (3,393 %) (490}
Separate account liabilities (145,552.5) (144,300 5) — — (144,300 5)
Bank deposits (1) (2,336.4) (2,328 9) (1.730 %) (548 8) —
Cash collateral payable {125.8) (125.8) {125.8) — —

(1) Deposit habilities without defined or contractual matunties are no longer in seope of these disclosures upon adoption ot authantative guidance effective January 1, 2018

15. Statutory Insurance Financial Information

Principal Lifc, the largest indirect subsidiary of PFG, prepares statutery financial statements in accordance with the accounting practices prescribed or
permitted by the lnsurance Division of the Department of Commerce of the State of Iowa {the "State of lowa") The State of lowa recognizes only statutory
accounting practices prescribed or perimited by the State of lowa for deterntining and reporting the financial condition and results of operations of an insurance
company to determine its solvency under the lowa Insurance Law. The National Association of Insurance Commissioners' ("NAIC"} Accounting Practices and
Procedures Manual has been adopted as a component of prescribed practices by the State of lowa. The Commissioner has the right to permit other specific practices
that deviate from prescribed practices. For the years ended, December 31, 2018 and 2017, Principal Lite's use of prescribed statutory accounting practices resulted
in higher statutory surplus of $546.3 million and $2735.6 million, respectively, relative to the accounting practices and procedures of the NAIC due to its accounting
for reserve credits associated with a reinsurance transaction with an affiliated reinsurer. In addition, as of December 31, 2018 and 2017, Principal Life's permitted
statufory accounting practice relating to variable annuities with a guaranteed living benefit rider resulted in lower statutery surpius of $69.9 miilion and
$123.9 million, respectively, relative to carrying certain interest rate swaps at book value rather than fair value, as if they received hedge accounting treatment for

statutery. Statutory accounting practices differ from U S. GAAP primarily due to charging policy acquisition costs to expense as incurred, establishing reserves
using different actuarial
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assumptions. valuing investments on a different basis and not admitting certain assets, including certain net deferred inconre tax assets.

Principal Life cedes certain term and universal [ife insurance statutory reserves 1o our affiliated reinsurance subsidiaries on a funds withheld coinsurance basis.
The reserves arc secured by cash, invested assets and financing provided by highly rated third parties. As of December 31. 2018 and 2017, our affiliated
reinsurance subsidiaries assumed stanttory reserves of $6,858.3 million and $5,977.3 million from Principal Life, respectively. In the states of Vermont and
Delaware, the affiliated reinsurers had permitted and preseribed practices allowing for the admissibility of certain assets backing these rescrves. As of
December 31, 2018 and 2017, assets admitted under these practices totaled $2.852.0 million and $2.417.7 million, respectively.

Life and health insurance companies are subject to certain risk-based capital ("RBC") requirements as specified by the NAIC. Under those requirements. the
amount of capital and surplus maintained by a life and health insurance company is to be determined based on the various risk factors related o it As of
December 31, 2018, Principal Life met the minimum RBC requirements.

Statutory net income and statutory capital and surplus of Principal Life were as follows:

As of or for the year ended
December 31

2018 2017 2016
(i midtions}
Statutory net inconte $ 11,0076 $ 19767 § 996 7
Statutory capital and surplus 5,319.6 45468 1,643 &

16. Segment Information

We provide financial products and services through the following segments. Retirement and !ncome Solutions, Principal Global Investors, Principal
International and U.S, Insurance Solutions, [n addition, we have a Corporate segment. The segments are managed and reported separately because they provide
different products and services, have ditferent strategies or have different markets and distribution channels.

The Retirement and Income Solutions segment provides retirement and related financial products and services primarily to businesses. their employvees and
other individuals. The segment is organized into Retirement and [ncome Solutions — Fee, which includes full service accumulation. trust services and indwvidual
variable annuities: and Retirement and Income Solutions — Spread, which includes individual fixed annuities. investment only. pension nsk transter (formerly
known as full service payout) and banking services.

The Principal Global lovestors segment provides asset management services to our asset accumulation business. our insurance operations, the Corporate
segment and third party clients. This segment also includes our mutual fund business.

The Principal International scgment has operations in Latin America (Brazil, Chile and Mexice) and Asia (China. Hong Kong Special Administrative Region,
India and Southeast Asia). We focus on locations with large middie classes, favorable demographics and growing long-term savings. ideally with voluntary or
mandatory pension markets We entered these locations through acqusitions. siart-up operations and joint ventures

The U.S Insurance Solutions scament focuses on selutions for individuals and small-to-medium sized businesses and their employees. The segment is
otganized into Specialty Benefits insurance, which provides group dental and vision insurance, individual and group disability insurance. critical illness, accident.
group life insurance and non-medical fee-for-service claims administration; and Individual Life msurance, which provides universal life, varable universal life.
indexed universal life and traditiona! life insurance.

Our Corporate segment manages the assels representing capital that has not been allocated to any other segment. Financial resuits of the Corporate segment
primarily reflect our financing activities (including financing costs), income on capital not allocated to other scgments, inter-segment eliminations, income tax risks
and certain income, expenses and other adjustments not allocated to the segments based on the nature of such items. Results of Principal Securitics. Inc. ("PSI").
our retail broker-dealer and registered investment advisor ("RIA™): RobustWealth, [nc. {"RobustWealth"). our financial technology company. and our exited group
medical and [ong-term care insurance businesses are reporied in thus segment.
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16. Segment Information — (continucd)

Management uses segment pre-tax operating earnings in evaluating performance, which is consistent with the financial results provided to and discussed with
securities analysts, We determine segment pre-tax operating eamings by adjusting U.5. GAAP income before income taxes for pre-tax net realized capital gains
(losses), as adjusted. pre-tax other adjustments that management believes are not indicative of overall operating trends and certain adjustments related to equity
method nvestments and noncontrolling interest. While these ilems may be significant components in understanding and assessing the consolidated financial
performance. management believes the presentation of pre-tax operating earnings enhances the understanding of our results of operations by highlighting pre-tax
earnings attributable to the normal, ongoing operations of the business.

The pre-tax net realized capilal gains (losses), as adjusted, excluded from pre-tax operating eamings reflects consolidated U.S. GAAP pre-tax net realized
capital gamns (losses) excluding the following items that are included in pre-tax operating carmings:

' Periodic settlements and aceruals on derivative instruments not designated as hedging instruments and

- Certain market value adjustments of embedded derivatives.

Pre«tax net realized capital gains (losses). as adjusted, are further adjusted for:

* Amortization of hedge accounting book value adjustments for certain discontinued hedges,

' Certain market value adjustments to fee revenues,

* Pre-tax net realized capital gains (losses} adjusiments related to equity method investments,

* Pre-tax net realized capital gains (losses} adjustments related to sponsored investment funds.

. Recognition of deferred front-end fee revenues for sales charges on retirement and life msurance preducts and services,
’ Related changes in the amortization pattern of DAC and related actuarial balances and

. Net realized capital gains (losses) distributed.

Segment operating revenues reflect consolidated U.S. GAAP total revenues excluding

. Net realized capital gains (Josses). except periodic settlements and accruals on derivatives not designated as hedging instruments, and their impact
on’
- Amortizaton of hedge accounting book value adjustments for certain discontinued hedges,
* Certain market value adjustments to fee revenues.
‘ Pre-tax net realized capital gains (losses) adjusiments related to equity method investments,
* Pre-tax net realized capital gains (losses) adjustments related to sponsored investment funds and
* Recognition of deferred front-end fee revenues for sales charges on retirement and life insurance products and services.
* Pre-tax other adjustments and income taxes of equity method investments and
* Pre-tax other adjustments management believes are not indicative of overall operating trends

The accounting policies of the segments are consistent with the accounting policies for the consolidated financial statements, with the exception of:
(1} pension and OPEB cost allocations and {2} mcome tax allocations. For purposes of determining pre-tax operating earnings, the segments are allocated the
service component of pension and other postretirement benefit costs. The Corporate segment reflects the non-service components of pension and other
postretirement benefit costs as assumptions are established and funding decisions are managed from a company-wide perspective. The Corporate segrment functiens
o abserb the risk inherent in interpreting and applying tax law, For purposes of determining non-GAAP operating earnings, the segments are allocated tax
adjustments consistent with the positions we took on tax returns. The Corporate segment results reflect any differences between the tax returns and the estunated

resolution of any disputes
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The fotlowing tables summarize select financial information by segment. including operating revenues for our products and services, and reconcile segment
totals to those reported in the consolhidated financial statements.

December 31, 2018 December 31, 2017

{in mitlions)

Assels:
Renrement and Income Solutons $ 1638336 § 169,757 8
Principal Global Investors 2,301.0 2,229
Principal Internauonal 46,701.2 51,6840
LS. Insurance Solutions 25,5882 25,0929
Corperate 48121 50836
Total consolidated assets 3 243,036.1 § 253.941.2
For the year ended
Decermber 31,
2018 2017 2016
Tn miilians)
Operating revenues by segment: w
Retrement and Income Salunons
Retirement and income Solutions — Fee m 18210 % 1,743.2
Retrement and Income Salutions — Spread 5,454.9 5344 6 4,407 3
Total Retirement and Income Solutions (1} R0 7656 61507
Principal Global Investors (2) 1,736.3 1,444 4 1,3871
Pnncipal International msﬂzm 125135 1,252.0
U8 Insurance Selutions
Specialty Benefits insurance mﬁm 2,171.8 20114
Inchividual Life insurance 1,751,7 17310 1,626.1
Eliminations [ )] (0.2 (0.2)
Total US Insurance Solutions 4,080.% 19026 36373
Coerporate (5182), (60.8% (46.3)
Tuotal segment uperating revenues 14,4248 13,703 3 12,3808
Net realized capital gains (losses), net of related revenue adjustments 4722 209
Adjustments related to equity method investments (82 3) (67 6)
Total revenues per consolidated statements of operations LMs 140932 § 12,3941
Pre-tax operating earnings {lesses) by segment;
Retirement and Income Solutions m 8958 3 794.5
Principal Global [nyestors 553.2 4697 4438
Principal International RSN 3300 288 1
U S Insurance Solunons 443.6 3847 3612
Corporate (1y78:6) {210.5} (218.9)
Total segment pre-tax operating earmings 1,954.5 18737 1,668 7
Pre-tax net realized capital gains {losses), as adjusted (3) ME)‘ 5203 463
Pre-tax other adjustments (4) —_ {100) {86.4)
Adjustiments related to equity method investments and nencontrolling interest m (71.3) (36.5)
Income before income taxes per consolidated statements of operations $ 17844 § 22522 3 1,591 7
1) Reflects inter-segment revenues of $393 & mulhion, $402 8 million and $373 3 miliien for the years ended December 31, 2018, 2017 and 2016, respectively
2) Reflects iner-segment revenues of $262 8 nullion, $250 9 miltion and $235 7 mulhoen {or the years ended December 31, 2018, 2017 and 2816, respectively
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(1) Pre-tax net realized capital gams {osses), as adjusted, 15 derived as follows.
For the year ended
{tecember 31
2018 2017 2016
{irr millivns)

Net realized capital gans (losses) $ (54 5 5242 § I
Derwvanve and hedging-related adjustments (64.9) (59 4) (24 1)
Market value adjustments to fee revenues 0.1 o 25)
Adustrtents celated to equity miethad mvestirents {5.4) 1.4 &
Adjustments related 1o sponsored investment funds 129 63 6.1
Recogmition of front-end fee res enue 0.4 02y 02

et realized capital gains (fosses), net of related revenue adjustments (132.3) 4722 8G9
Amortization of deferred acquisttion costs and other actuarial balances {27.0) 530 {771
Capital (gains) losses distributed 14.4 {550} (7.2)
Market value adjustments of embedded derivatives 18,5 48 340

Pre-tax net realized capital gains (losses), as adjusted {a) § (1264 $§ 5203 § 463
(a} As adjusted before noncontrolling nterest capital gains (losses) and net reahized capital gans (losses) associated with exited group medical insurance business

(4} For the vear ended December 31, 2017, pre-tax other adjustments included the negative effect of a contibution to The Pringipal Financial Group Foundation, Ing

For the vear ended December 31, 2016, pre-tax other adjustments included the negative effect of one-time costs 1ncurred ta extinguish long-term debst

The following is a sumumary of income tax expensc {bencfit) allocated to our segments for purposes of determining non-GAAP operating earnings. Segment
income taxes are reconciled to income taxes reported on our consolidated statements of operations.

For the year ended
December 31.
2018 2017 2014
i millions)

Income tax expense (benefit) by segment:
Retrement and [ncome Salutions

s 769 S s % 98 ¢
Principal Global Investors

i47.2 1819 166 8

Principal International 69.3 813 6z 7
U &. Insuranee Selutions 80.7 1242 [NEE]
Corporate {17.6}) 102 3) 169 3)
Total segment income taxes from operating earnings 3570 3951 3376
Tax expense {benefit) related 1o net realized capital iosses, as adjusted (71.4) 2091 (66}
Tax benefit related to other after-tax adjustments (1} f— {594 5) (34 43

Certawn adjustments related 10 equity method investments and noncontrolling interest

(54.9) (820) 66 7)
Total income taxes per consolidated statements of operations

5 2307 % 723y § 2299

48] The 2017 tax benefit mcludes $568 3 miihon associated with the U S tax reform
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The following 1s a summary of depreciation and amortization expense allocated to our segments for purposes of determining pre-tax operating carmnings.
Segment depreciation and amortization is reconciled to depreciation and amortization included in operating expenses in our consolidated statements of operations.

For the year ended
December 31,
1018 2017 1016
{in millionsy

Depreciation and amortization expense by segment:

Retirement and Income Solutions 5 325 3% 300 § 304
Principal Global fnvestors 219 19.8 188
Principal International 59.6 531 501
U.S. Insurance Solutions 262 28.1 268
Corporate 10.8 g2 7.4

Total depreciation and amortization expense included i our consolidated statements of operations $ 1510 $_ 1398 $ 1335

17. Revenues from Contracts with Customers

The following tables summarize disaggregation of revenues from contracts with customers, including select financial information by segment, and reconcile
totals to those reported in the conseolidated financial statements. Revenues from coutracts with customers are included in fees and other revenues on the
conselidated staterents of operations.

For the year ended
December 31,
2018 7 2016
fin millions)

Revenue from contracts with customers by segment:
Renrement and Income Solunens

Reticement and Income Solutions — Fee $ 2524 3 2580 % 259.1
Retirement and In¢ome Solutions — Spread 10.5 102 B8
Total Retrement and [ncome Solutions 262.9 268.2 2675
Principal Global Investors 1,700.5 1,406 1 1,3489
Principal International 477.1 426 4 3987
U S Insurance Solutians
Specalty Benefits insurance 14.83 139 13.4
Individual Life insurance 424 364 66
Ehminatiens {0.2) {02 {02)
Total U'S Insurance Solutions 570 301 498
Corporate 1614 148 4 1257
Tortal segiment revenue trom centracts with customers 2.658.9 2,299 2 2,191 0
Adjusnments for fees and other revenues not within the scope of revenue recognition gardance (1} 16144 15934 14387
Pre-tax other adjustinents {2} 0.5 W3 (2 3)
Total fees and other revenues per consolidated statements of operations $§ 42738 5 38923 § 36274
{y Fees and other revenues not within the scope of the revenue recogmbon gudance primanly represent revenue on contracts accounted for under the financial instruments or insurance

contracts standards
2 Pre-tax other adjustments relate te the recogmbion af deferred front-end fee revenues lor sales charges on retirement and lite insuranee products and certain market value adjustments
to fre revenues

Retirement and Income Solutions — Fee

Retirement and Income Solutions — Fee offers service and (rust agreements for defined contribution plans, including 401(k) plans, 403(b) plans, and
emplovee stock ownership plans. The investment components of these service agreements are in the form of mutual fund offerings. In addition, plan sponsor trust
services are also available through an affiliated trust company.

Fees and other revenues are earned for administrative activities performed for the defined contribution plans including recordkeeping and reporting as well as
trust, asset management and investment services. The majority of these activities are performed daily over time. Fee-for-service transactions are also provided upon
client request. These services

185




Table of Contents

Principal Financial Group, Ine.
Notes to Consolidated Financial Statements — {¢ontinued)

December 31, 2018

17. Revenues from Contracts with Customers — (continued)

are considered distinct or grouped into a bundle until a distinct performance obligation is identified. Some performance obligations are considered a series of
distinet services, which are substantially the same and have the same pattern of transfer to the customer.

Fees and ather revenues can be based on a fixed contractual rate for these services or can be variable based upon contractual rates applied to the market value
of the clicnt's investment portfolio each day. If the consideration for this series of performance obligations is based on daily market value, it 15 consideted variable
each day as the services are performed over time. The consideration becomes unconstrained and thus recognized as revenue for each day's series of distinct services
once the market value of the clients' investment portfolios is determined at market close or carried over at the end of the day for days when the market is closed
Additionally, fixed fees and other revenues are recognized point-in-time as fee-for-service transactions upon completion.

The types of revenues from contracts with customers were as follows:

For the year ended
December 31,
2018 2017 20156
{ir mitlions)
b3 2507 % 2564 % 249 1

Adminstrative service fee revenue

Other fee revenue L7 16 104G

Total revenues from contracts with customers 2824 258.0 2591
Fees and other revenues not within the scope of revenue recognition guidance 1,132.9 INERD] 10215
Total fees and other revenues 1,385.3 1,369.2 1,280.6
Premuums and other considerations 4.4 18 a3
Net investment income 441.7 4480 462.3

Total operating revenues S 18310 § 18210 § 17432

Retirement and Income Solutions — Spread

Retirement and Income Solutions — Spread offers individual retirement accounts {"I{RAs") through Principal Bank. which are primarily funded by returement
savings rolled over from qualitied retirement plans. The [RAs are held in savings accounts, money market accounts and certificates of deposit. Revenues are earned
through fees as the performance of establishing and maintaining IR A accounts is completed. Fee-for-service transactions are also provided upon clicnt request. The
cstablishment fees and annual maintenance fecs are accrued into earnings over a period of time using the average account hife. Upfront and recurring bank fees are
related to performance obligations that have the same pattern of transfer to the customer and are recognized in income aver time with control transferred to the
customers utilizing the output method. These fees are based on a fixed contractual rate. Fixed fees and other revenues are also recognized puinl-i=time as fee-for-
service transactions upon completion,

The tvpes of revenues from contracts with customers were as follows:

For the year caded
December 31,
2018 17 2016
(e miflions)

Depasit account fee revenue p 0.5 % 02 % 23

Total revenues from contracts with customers 1.5 102 38
Fees and other revenues not within the scope of revenue recognition guidance 12.5 150 153
Total fees and other revenues 230 252 241
Premims and other considerations 3,631.3 3.6673 2.8606
Net mvestment income 1,800.0 1,652 1 1,522 8
Total operating revenues $_54549 § 53446 § 44075

Principal Global Investors

Fees and other revenues earned for assel management. investment advisory and distribution services provided to institutional and retail clients are based
fargely upon contractual rates applied to the specified amounts of the clients’ portfolios. Each service is a distinct performance obligation. or a series of distinct
services that are a single performance
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obligation 1n that the services are substantially the same and have the same pattern of transter to the customer. Fees and other revenues received for performance
obligations such as asset management and other services are typically recognized over time utitizing the output method as the service is performed. Performance
fees and transaction fees on certain accounts are recognized in income when the probability of significant reversal will not occur upon resolution of the uncertainty,
which could be based on a variety of factors such as market performance or other internal metrics. Asset management fees are accrued each month based on the fee
terms within the applicable agreement and are generally billed quarterly when values used for the calculation are available. Management fees and performance fees
are variable consideration as they are subject to fluctuation based on assets under management ("AUM") and other constraints. These fees arc not recognized until
unconstrained at the end of each reporting pered.

The types of revenues from contracts with customers were as follows:

Fer the year ended
December 31
2018 2017 2016
(in millionsj
§ 1,2445 & 12170 & 11202

Management fee revenue

Other tee revenue (1) 456.0 189 | 2287
Total revenues from coniracts with customers 1,700.5 1,406 1 1,348.9
Fees and other reyenues not within the scope of revenue recognition guidance 30.4 281 242
Total fees and other revenues 1,730.9 1,434 2 1,373.1
5.4 102 14 0

Net investment income
Total operating revenues

§ 1,7363 & 14444 $ 13871

i1 During the third quarter of 2018, we recogmized a $253 1 million accelerated performance fee resufting from the reahgnment of a real estate investment team

Principal International

Fees and other revenues are eamned for asset management and distribution services provided to retail and institutional clients in addition to trustce and/or
administrative services perfermed for retirement savings plans. Each service is considered a distinet performance obligation; however, if’ the services are not
distinet on thetr own, we combine them into a distinct bundle or we have a series of distinct services that are substantially the same and have the same pattern of
transfer to the customer. Fees and other revenues are typically based upon contractual rates applied to the market value of the clients’ investment portfohos and are
considered variable consideration The transaction price generally includes the amount determined at the end of the reporting pered, whereby fees are deducted
from the clients’ investment portfolios and are recognized as revenue when no longer constramned and satisfied as the services are performed over time utilizing the
output method. In addition, payments to customers can take the form of an incentive given by us to entice the customer to purchase its goods or services. Incentives
offered to customers are recognized as part of the transaction price as a reduction of revenue either over the pertod the customer remains in order to receive the

in¢entive or monthly throughout the life ot the contract.

Incentive-based fees are recognized in income when the probability of significant reversal will not oceur upoen the resolution of the uncertainty, which is based

on market performance.

Fees for managing customers' mandatory retirement savings accounts in Chile are collected with each monthly deposit made by our customers. 1f a customer
stops contributing before retirement age. we collect no fees but services are still provided. We recognize tevenue from these contracts as services are performed

over the life of the contract and review annually.
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The types of revenues from contracts with customers were as follows:

Management fee revenue
Gther fee revenue
Total revenues from contracts with customers
Fees and other rexenues not within the scope of revenue recogruition guidance
Total fees and other revenues
Premiums and cther considerations
Net investment mcome
Total operating revenues
Revenues from contracts with customers by regian:
Latin Amenca
Asia
Principal International corporate / regronal vifices
Eliminations
Total revenues fram coniracts with customers

U.S. Insurance Solutions

Fees and other revenues are carned for administrative services performed including recordkeeping and reporting services for fee-for-service products.
ponqualified benefit plans, separate accounts and dental networks. Services within contracts are not distinet on their own, however. we combine the services into a
distinct bundle and account for the bundle as a single performance obligation, which is satistied over time utilizing the output method as services are rendered. The
transaction price cotresponds with the performance completed to date, for which the value is recognized as revenue during the period. Varability of consideration

is resolved at the end of each period and payments are due when lled.

Commission income is carned through sponsored brokerage services. Performance obligations are satisficd at a point in time. upon delivery of a placed case,

and the transaction price calculated per the compensation schedule is recognized as revenue

18R

For the year ended

December 31,
2018 2017 2016
fin miffions)

3 4731 ¥ 4146 § 3928
5.0 118 59
4778 4264 1587
7.3 T 87
484.4 4335 407 4
3172 2180 2746
571.3 600 0 570.0
§ 13729 S 123515 § 12520
3 3708 § 3189 8§ 0% 6
106.3 1083 39.7
8.9 o7 o
(0.9) {15y {1.5)
$ 4771 8 4264 § 1681
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The types of revenues from contracts with customers were as follows:

For the year ended
December 31,

2018 2047 2016
(in millions)
Specialty Benefits Insurance: W
Admunistrative service fees 5 4.8 § 13 § i34
Total revenues from contracts with customers m 139 13.4
Fees and other revenues not within the scope of revenue recogmihion guidance _20.6 213 226
Total fees and other revenues |0 ] 352 36.0
Premuums and other considerziions 2,134.1 1,985 9 1,826 3
Net investment income m 150.7 1451
Teotal operating revenues § 23294 $ 21718 §_20114
Individual Life Insurance;
Admunistrative service fees $ 218 & 215 % 186
Commission inconme m 149 170
Total revenues fram contracts with customers 42.4 ELE) 360
Fees and other revenues not within the scope of revenue recognition guidance mﬁ‘ 703 5 6222
Total fees and other revenues 7694 7399 658 8
Premiums and ether considerations m!" 3424 3373
Net investment income 0. 648 7 6300

Total operating revenues .S 1731.0 5§ 16261

Corporate

Fees and other revenues are earned on the performance ot selling and servicing of securities and related products offered through PSI. an introducing broker-
dealer registered with the FINRA.

PSI enters into selling and distribution agreements with the obligation 1o sell or distribute the securities products, such as mutual funds, annuities and products
sold through RIAs, o individual clients in return for a front-cnd sales charges, 12b-1 service fees, annuity fees and asset-based fees. Front-end sales charges, 12b-1
fees and annuity fees are related to a single sale and are eamned at the time of sale. PS] also enters into agreements with individual customers to provide securitics
trade exccution and custody through a brokerage services platform in return for ticket charge and other service fee revenue. These services are bundled as one
single distinct service referred to as brokerage services, This revenue is related to distinet fransactions and is earned at a point in time.

PSI also enters nto agreements with individual customers to provide trade execution, clearing services, custody services and invesunent research services
through our proprietary offered fee-based products. These services are bundled as one single distinet service referred to as advisery services. In addition, for outside
RIA business PSI performs sales and distribution services only The revenues are earned over time as the service is performed utilizing the output method.

A majority of our revenue is based upon contractual rates applied to the market value of the clients' portfolios and considered variable consideration.
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The Corporate segment also includes inter-segment eliminations of fees and other revenues The npes of revenues from contracts with customers were as
follows:

For the year ended
December 31,

2018 2017 2016
{tet millions)
Cammission income $ 3161 § 2997 § 2793
Other fee revenue 358.4 301 39
Ehminations (1sly _ {1814) {17175)
Total revenues from contracts with customers k614 148 4 1287
Fees and ather revenues not within the scope of revenue recognition guidance _(316.3) {292.8) {275.8)
Total fees and other revenues (154.9) (144 4y (ISR
Net investment income 103.7 83.6 103 8
Tolal operaung revemues F {52y §_ {(60% § (463

Contract Costs

Sales compensation and other incremental costs of obtaining a contract are capitalized and amortized over the period of contract benefit if the costs are
expected to be recoverad The contract cost asset, which is included in other assets on the consolidated statements ot financial position, was $137 6 umullien as of
December 31, 2018

We apply the practical expedient for certain costs where we recognize the incremental costs of oblaining these contracis as an cxpense when incwred if the
amortization period of the assets is one year or less. These costs, along with costs that are not deferrable. arc included in pperating expenses on the consolidated
statements of operations

Deferred contract costs consist primarily of commissions and variable compensation, We amortize capitalized contract costs on a straight-line basis aver the
expected contract life, reflecting lapses as they are incurred. Deferred contract costs on comtracts are subject to impairment testing on an annual basis, or when a
triggering event occurs that could warrant an impairment. To the extent future revenues less fulure maintenance expenses are nol adequate 10 cover the assel
balance, an impairment is recognized For the vear ended December 31, 2018, $23.8 million of amortization expense was recorded in operating expenses on the
cansolidated statements of operations and no impairment loss was recognized in relatton to the costs capitalized.

18. Stock-Based Compensation Plans

As of December 31, 2018, we had the 2014 Stock Incentive Plan, the Emplovee Stock Purchase Plan. the 2014 Directors Stock Plan. the Amended and
Restated 2010 Stock Inceative Plan, the 2005 Directors Stock Plan, the Stock Incentive Plan and the Dircctors Stock Plan ("Stock-Based Compensation Plans”). As
of May 20, 2014, no new grants will be made under the Amended and Restated 2010 Stock [ncentive Plan or the 2003 Directors Stock Plan. No grants have been
made under the Stock Incentive Plan or the Directors Stock Plan since at least 2005, Under the terms of the 2014 Stock Incentive Plan. grants may be nonqualified
stock options. incentive stock options qualifying under Section 422 of the Internal Revenue Code. restricted stock, restricted stock units, stock appreciation rights,
performance shares. performance units or other stock-based awards. The 2014 Directors Stock Plan provides for the grant of nongualified stock options. restricted
stock, restricted stock units or other stock-based awards to our nonemplovee directors, To date, we have not granted any incenlive stock options, restricted stock or
perfosmance units under any plans.

As of December 31, 2618, the maximum nwmber of new shares of commion stock available for grant under the 2014 Stock lncentive Plan and the 2614
Directors Stock Plan was 8.7 million.
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18. Stock-Based Com pensation Plans — {(continued)

For awards with graded vesting, we use an accelerated expense attribution method. The compensation cost that was charged against net income for stock-
based awards granted under the Stock-Based Compensation Plans was as follows:

For the year ended
December 31,

2018 2017 1016
{in miflions)
Compensation cost $ 775 § B6 § 738
Related imcome tax benefil 16.7 271 215
Capitalized as part of an asset 1.9 2.5 28

Nonqualified Stock Options

Nonqualified stock options were granted (o certain empioyees under the 2014 Stock Incentive Flan, the Amended and Restated 2010 Stock [ncentive Plan and
the Stock Incentive Plan, Options outstanding were granted at an exercise price equal to the fair market value of our common stock on the date of grant and expire
ten years after the grant date. These options have graded vesting over a three-year period, except in the case of specific types of terminations. Total eptions granted
were 0.8 million, 0.7 mullion and .1 million during 2018, 2017 and 2016, respectively

The following is a summary of the status of all ef our stock option plans:

Weighted-
average
Number of options exercise price Intrinsic value
(in mitlians) (in millions)

Options outstanding as of January |, 2018 43 8 42.65

Ciranted 0.8 63.98

Ex¢reised 0.8 3913

Expired 0.1 §7.26
Options outstanding as of December 31, 2018 42 3 4677 § 20.0
Options vested or expected to vest as of December 31, 2018 42 3 4674 § 20.0
Options exercisable as of December 31, 2018 28 3 4143 § 17.5

The total intrinsic vaiue of stock options exercised was $18.7 million, $53.0 million and $25.7 million during 2018, 2017, and 2016, respectively.

The following is a summary of weighted-average remaining contractual lives for stock options outstanding and the range of exercise prices on the slock
eptions as of December 31, 2018:

Weighted-
Number of options average remaining
Range of exercise prices outstanding contractual life
(it mullions)

$1107 - 821,69 0.1 0.1
21 70 -$32 32 0.7 3.5
53233 -84295 1.0 6.4
$4296- 853 58 Lo 57
$53 59 - 364 22 1.4 8.7
$11 07 -$64 22 1.2

The weighted-average remaining contractual lives for stock options exercisable is approximately 5.4 years as of December 31, 2018.
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The fair value of stock options is estimated using the Black-Scholes option pricing model. The following 15 2 summary of the assumptions used i this model
for the stock options granted during the period

For the year ended
December 31,

Qptiong 208 2007 2016
Expected volatlity 26.0% 27 &% 31.7%
Expected term (in vears) 74 70 a3
Rusk-free interest rate 2.8% 22% 15%
Expected devidend yield 3.19% 287% 4.07%
Wesghted average estimated fair value $ 1485 S5 1531 $ 8®

We detennine expected volatility based on a combinatien of historical velatility using daily price ebservations and implied volatility from traded options on
our common stock We believe that incorporating beth historical and implied volatility into our expected volatility assumption calculation better reflects market
expectations. The expected term represents the period of time that options granted are expected to be cutstanding. We determine cxpected term using historical
exercise and employee termittation data. The risk-free rate for periods within the expected term of the option 13 based on the U.S. Treasury nsk-free interest rate in
effect at the time of grant. The dividend yield is based on lustorical dividend distributions compared to the closing price of our commen shares on the grant date.

As of December 31, 20i8, we had $1.6 million of total unrecognized compensation costs refated to nonvested stock options. The cost Js expected to be
recognized over a weighted-average service peried of approximately 1.8 years

Cash received from stock options exercised under these share-based payment arrangements during 2018. 2017 and 2016 was $29.0 million. $133 9 million and
$15 3 million, respectively The actual tax benefits realized for the tax deductions for options exercised under these sharc-based payment arrangements dunng
2018. 2017 and 2016 was 33 9 miltion, $18 1 milhhon and $9 G milfion, respectively.

Performance Share Awards

We granted performance share awards to certain employees under the 2014 Stock Incentive Plan and the Amended and Restated 2010 Stock Incentive Plan
The performance share awards are treated as an equity award and are paid in shares Whether the performance shares are earned depends vpon the participant's
continued employment through the performance period {except in the case of specific types of terminations} and our perfonmance against three-year goals sct at the
beginning of the performance period. Performunce yoals based on various factors must be achieved for anv of the performance shares to be eamed. If the
performance requiremenis are not met, the perfornnance shares will be forfeited. no compensation cost will be recognmized and any previously recognized
compensation cost will be reversed. These awards have no maximum contractual term. Dividend equivalents are credited on petformance shares outstanding as of
the record date. These dividend equivalents are only paid on the shares released. Total performance share awards granted were 0.2 million, 4.2 miilion and
0.3 million m 2018, 2017 and 2016. respectively.

The following is a summary of activity for the nonvested performance share awards:

Number of Weighted-
perforniance average grant-date
share awards fajr value
(it rmidlions)

Nenvested performance share awards as of January 1, 2018 g 8 48.82
Granted 4.1 63.98
Vested 0.4 51.33

Nonvested performance share awards as of December 31, 2018 s § £2.50

The total intrinsic value of performance sharc awards vested was $21.5 million, $15.9 mitiion and $18. 1 million during 2018, 2017 and 2016. respectively.
Performance share awards above represent initial target awards and do not reflect potential mcreases or decreases resulting from the final performance
objectives to be determined at the end of the respective performance period. The actual number of shares to be awarded ai the end of each performance period will

range between 0% and 150% of the initial target awards.
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The fair value of performance share awards is determined based on the closing stock price of our commoen shares on the grant date. The weighted-average
grani-date fair value of performance share awards granted during 2018, 2017 and 2016 was $63.98, $62 98 and $37.38, respectively.

As of December 31, 2018, we had $2.0 million of total unrecognized compensation cost related to nonvested performance share awards granted. The cost is
expected to be recognized over a weighted-average service period of approximately 1.6 years.

Actual tax benefits realized for the tax deductions for perfermance share awards paid out under these share-based payment arrangements for 2018, 2017 and
2016 was $3.3 million. $5.4 million and $4 8 million, respectively.

Restricted Stock Units

We issue restricted stock units under the 2014 Stock incentive Plan, the 2014 Darectors Stock Plan, the Amended and Restated 2010 Stock Incentive Plan, the
2005 Directors Stock Plan. the Stock Incentive Plan, and the Directors Stock Plan. Restricted stock units are treated as an equity award and are paid n shares.
These awards have no maximum contractual term. Dhvidend equivalents are credited on restricted stock units outstanding as of the record date. These dividend
equivalents arc only paid on the shares released. Restricted stock units granted were 0.8 millien, (.8 million and 1.3 million in 2018, 2017 and 2016, respectively

Restricted stock units were issued to certain employees and agents pursuant to the 2014 Stock Incentive Plan, the Amended and Restated 2010 Stock [ncentive
Plan and Stock [ncentive Plan. Under these plans, awards have graded or ¢hiff vesting over a three-year service period. When service for PFG ceases (except in the
case of specific types of terminations). all vesting stops and unvested units are forfeited.

Pursuant to the 2014 Directors Stock Plan and the 2005 Directors Stock Plan. restricted stock units are granted to cach nen-emplovee directer in office
immediately following cach annual meeting of stockholders and, at the discretion of the Nominating and Governance Committee, to each person who becomes a
member of the Board other than on the date of the annual meeting of stockholders. Under these plans, awards are granted on an annual basis and ¢lift vest aficr a
one-vear service period. When service to PFG ceases. all vesting stops and unvested units are forfeited.

The following 1s a summary of activity for the nonvested restricted stock units;

Number of Weighted-
restricted average grant-date
stock units fair value

{in millions}

Nonvested restricted stock units as of January 1, 2018 28 % 48,70
Granted 0.8 63.68
Vested 08 51.63
Canceled [+ | 51.90

Nonvested restricted stock units as of December 31, 2018 27 % 52.17

The total intrinsic value of restricted stock units vested was $351.1 million, $59.9 million and $46.2 during 2018. 2017 and 2016, respectively.

The fair value of restricted stock units is determined based on the closing stock price of cur common shares on the grant date. The weighted-average grant-
date fair value of restricted stock units granted during 2018, 2017 and 2016 was $63.68, $62.85 and §37.59. respectively.

As of December 31, 2018, we had $42 .6 million of total unrecognized compensation cost related to nonvested restricted stock unit awards granted under these
plans. The cost is expected to be recognized over a weighted-average period of approximately 1.7 years.

The actual tax benelits realized for the tax deductions for restricted stock unit payouts under these share-based payment arrangements tor 2018, 2017 and 2016
was $10.8 million, $20.8 mullion and $16.1 million. respectively.

Employee Stock Purchase Plan

Under our Emplovee Stock Purchase Plan, participating employees had the opportunity 1o purchase shares of our common stock on a semi-annual basis
through 2017, Beginning in 2018, paricipating employees had the opportunity to purchase shares of our common stock on a quarterly basis. Employees may
purchase up to $25.000 worth of company
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stock each year. Fmployees may purchase shares of our commen stock at a price equal 10 85% of the shares’ fair market value as of the beginning or end of the

purchase period. whichever is lower. Under the Employee Stock Purchase Plan, emiployees purchased 0.7 million, 6.5 million and 0.7 mullion shares during 2018,
2017 and 2016, respectively.

We recognize compensation expense for the fair value of the discount granted to employees participating in the employee stock purchase plan in the peniod of
grant. Shares of the Employee Stock Purchase Plan are ireated as an cquity award. The weighted-average fair value of the discount on the stock purchased was
$9.27. $14.72 and $14.00 during 2018, 2017 and 2016, respectively. The total intrinsic value of the Employee Stock Purchase Plan shares setiled was $6.1 million.
$7.9 million and $16.2 million during 2018, 2017 and 2016, respectively

Cash received from shares issucd under these share-based payment arrangements for 2018, 2017 and 2016 was $30.1 mullion, $27.6 million and $25.5 million,
respectively. The actual tax benefit realized for the tax deductions for the settlement of the share-based payment arrangements for 2018, 2017 and 2016 was
$0.7 million, $2.0 million and $0.6 million, respectively.

As of December 31, 2018, a total of 2.2 niitlion of new shares were available to be made issuable by us for this plan
19. Earnings PPer Common Share

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

For the year ended
December 31,

2018 2417 2016
(in millians, exceps per
share data}
Net income $ 15837 5 23245 § 13618
Subtract
Net income attributable to noncentrolling interest 12 141 451
Total § 15465 % 23104 $ 13165
Weighied-average shares outstanding:
Basic 2858 2889 2854
Dilutive effects’
Stack aptions 1.0 0 13
Resmncizd stock units 1.7 20 17
Performance share awards 0.3 02 03
Diluted 288.5 293 1 2927
Net intcome per commen share
Basic 3 541 § 800 § 455
Diluted $ 536§ 78% % 4 50

The calculation of diluted earnings per share for the years ended December 31, 2018, 2017 and 2016, excludes the ncremental effect related to certain
autstanding stock-based compensation grants due to their anti-dilutive effect.
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20. Quarterly Results of Operations (Unaudited)
The following 1s a summary of unaudited quarterly results of aperattons.

For the three months ended,
December 31 September 30 June 30 March 31
fin millians, except per share data)

2013

Total revenues g 3,770.6 5 43480 § 32349 3 1,883.6
Toral expenses | gy = 3,779.0 2,719.5 2,426.6
iNet income 231.7 460.0 459.5 402.5
Net income attributable 10 PFG RN 456.3 456.6 3971
Basie garmings per common share 0.84 1.60 1.59 1.37
Diluted earnings per common share -~ @O ] 1.59 1.58 1.36
2017

Total revenues s DR 46278 8 31783 5 30454
Total expenses 2,9229 34700 28127 26354
Net income BN TR 8132 3148 3536
Net income attrihutable te PEG 8418 8102 3095 3489
Basic earnings per commaon share 291 2.80 | 07 121
Diluted earnings per comimon share 287 27 | 6o 119

21, Condensed Consolidating Financial Information

Principal Life has cstablished special purpose entities 1o issue secured medium-term notes. Under the program, the payment obligations of principal and
interest on the notes are secured by funding agreements issued by Principal Life. Principal Life's payment obligations on the funding agreements are fully and
uncoenditienally guaranteed by PFG. All of the outstanding stock of Principal Life is indirectly owned by PFG and PFG is the only guarantor of the pavment
obligations of the funding agreements.

The following tables set forth condensed consolidating financial information of (1} PFG. (it} Principal Life, (iii} PFS and all other direct and indirget
substdiaries ot PFG on a combined basis and (iv) the eliminations necessary to arrive at the information for PFG on a consolidated basis as of December 31, 2018
and December 31, 2017, and for the years ended December 31, 2018, 2017 and 20G16.

In presenting the condensed consolidating financial statements, the equity method of accounting has been applied to (1) PFG's interest in all direct subsidiaries
of PG, (ii) Principal Life's interest in all direct subsidiarics of Principal Life and (iii) PFS's interest in Principal Life ¢ven though all such subsidiaries meet the
requirements to be consclidated under U.S. GAAP. Eamings of subsidiaries are, therefore, reflected in the parent's investment and earnings. All intercompany
balances and transactions, including elimination of the parent's investinent in subsidianes, between PFG, Principal Life and PFS and all other subsidiaries have
been elinumated, as shown in the column "Eliminations.” These condensed consolidating financial statements should be read in conjunction with the consolidated
financial statements. The financial information may not necessarily be indicative of results of operations, cash flows or financial positien had the subsidianes
operated as independent entities.

PIFG sponsors nenqualified benefit plans for select employees and agents and is responsible for the obligations of these plans. Nonqualified plan assets are
held in Rabbi trusts for the benefit of all nonqualified plan participants. The Rabbi trusts are separate legal entities and are not a part of PFG on a stand-alonc basis.
The plan assets are available to satisfy the claims of general creditors only in the event of bankruptey and are, therefore, consolidated n our statements of financial
position.
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Cendensed Consolidating Statements of Financial Position
December 31, 2018

Principal Principal Life Principal Financial Principal
Finaneial Insurance Services, lnc. and Financial
Group, Inc. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined (1) Eliminations Consolidated
(in millicns)
Assets
Fixed maturities, avalable-for-sale $ 2115 % 53,4017 % 68579 § (362.6) § 61,108.5
Fixed matunities, trading 308.9 165.5 161.7 —— 636.1
Equity securities — 84.8 1,758.9 — 1,843.7
Mortgage toans — 14.478.0 1,615.5 {756.6) 15,336.9
Real estate — 1.9 1,727.8 —_ 1,7290.7
Policy loans - 755.9 455 o 801.4
[nvestment 1n unconsohidated entities 13,862.4 13244 68538 (22,171.8) 868.8
Other tnvestments 10.7 55491 2,517.4 (4,635.9) 34415
Cash and cash equivalents 3349 1,313.9 2,014.8 (696.1) 21,9775
Acerued investment income 1.4 563.2 T7.5 (5.9} 636.2
Premiums due and other receivables — 1,818.1 3,781.3 (4.186.3) 1.413.1
Deferred acquisttion costs _ 3,6%80.2 133 — 3,693.5
Property and equipment — 661.3 106.4 — 767.3
Goodwil{ — 54.3 1,045.7 — 1,180.8
Other mtangbles -— 197 1,295.4 — 1,315.1
Separale account assets _ 107,343.0 37,6449 —_— 144,987.9
Other assets 375.0 1,135.1 4.418.3 (4.549.5) 1,378.%
Total assets s 15,104.8 § 1233601 3 71,9359 § {37,364.7) § 243,036.1
Liabilities
Contractholder funds 5 — % 36,861.7 § 3,189 8§ (351.2) § 39,699,7
Future policy benefits and claims — 30,690.3 6,128.¢ (L154.1) 35,6648
Other policyholder funds — 7157 165.3 (2.6} 888.4
Short-term debt — —_ 419 —_ 42.9
Leng-term debt 31198 — 8512 {7121.4) 3.259.6
Income taxes currently pavable —_ — 80.7 {55.4) 283
{leferred income laxes —— 4053 1,056.4 (503.3) 958.4
Separate account liabihities — 1497,343.0 37,6449 — 144,987.9
Uther Labilinies £36.0 REMA R,586.5 {12.012.8) 5,661.9
Total habnliues 17148 18,5202 &7 7148 7 {14.800.8) 231.188.9
Redeemable noncontrolling interest — — 391.2 — 391.2
Stockholders' equity
Lontiton stock 8 2k — 2.5 4.8
Additional paid-in capital 10,060.7 63316 9.461.2 {15,792.8) 19,060.7
Retained garnings 10,2502 2,441.2 53550 (8,296.2) 10,290.2
Accumulated ether comprehensive income (loss) {1.565.1} 55.6 (1,583.2) 1,527.6 (1,565.1)
Treasury stock, at cost {7.400.6) - — — {7,400.6)
Total stockholders' equity attributable to PF(: 11,390.0 3,330.% 13,733.0 {22.563.9) 11,3900
Naoncentrolling interest — — 66.0 — 656.0
Total stockholders' equity 11,3%0.0 8,830.9 13,799.0 (22,563.%) 11,456.0
Totai liabilities and stockhotders’ equity p3 I'SEHM.E 5 i93 3681 8 71,9359 § (37,3647} 8 243,036.1
(40 PEG sponsors nongualified benefit plans Nonguahified benefit plan assets and Liabilities held in Rabbi trusts were $671 7 million and $542 4 mullion, respectively
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Condensed Consolidating Statements of Financial Position
December 31, 2017

Principal Pringipal Lile Principal Financiat Principal
Financial Insurance Services, Inc. and Financial
Group. Inc. Company Other Subsidiaries Group, Inc,
Parent Only Only Combined (1} Eliminations Consolidated

(in eniflions)

$ — 3 5216321 § 71203 § (3640) § 59,3884
1518 49.1 1651 — 566.0
— 1001 1766 5 — 1 866 6
AR NS ETERs . — 13,389 6 1,449 6 (688 7) 14,150.5
Real estate — 30 1,733 7 — 1,736 7
hey o = - — 7657 426 — 8083
Investmeni in unconsalidated entities 15,063 2 26582 7,491 4 124,392 ) 8206
Oftehrestnen s IR 102 49860 22319 (5,462 5) 27656
Cash and cash equlvalems 842 8 426 7 1,526 4 (325 1) 24708
‘Atcruedlinvestmentjineonie] 1.1 5388 777 (7.0) 6106
Premiums d d other receivables — 1,720 1 33624 (3,6127) 14698
Deferredfacquis o 33315 2092 — 35407
Broperty and eqmpment — 6533 1062 — 759§
formgltl = ot — 543 LIS - 1.068 8
Other intangibles — 2lé 1,263 1 — 1,314 7
B cosampanmn - o] — 1173008 41971 ¢ — 159,272 7
3897 1,177 § 4,346 0 {4,582 3) 13305
b3 166588 % 1998084 % 759085 % (384345) 8 253541 2
Lmbllmes -
fehpmeitalir St -] ] — 3 353302 8 30028 § (3405) $ 38,0825
-Furure policy benefits and claims — 277940 6,1550 (929 7) 330193
mm%m — 734.5 1286 0.8) 922 3
—_ — 395 —_ 395
i A 3,128.1 — 710 4 (660 1) 3,1784
Income taxes currently payable — - 1662 (149 5) 167
b feam s © —_ 7316 936 9 (626 0) 1,092.5
Separate account Jiabnlities — 17,3008 41,971 9 — 1562727
681.4 7.910.9 7,533.6 (10,831.5) 5294 |
318095 1898620 60,784 6 {13,538 4) 240918 0
— — 101.3 — 1013
Stockholders' equity
Eommontstock 47 2.5 — {25} 47
Addimmional paid-in capital 9,925 2 6,346 0 9,053 5 (15,399 5) 69,9252
Retained earnings 94829 22381 5311.7 (7,549.8} 9,482.%
Accumulated other comprehensive tncome 1655 1,359 8 5794 (1,939 2} 1655
Treasury steck, at ¢ost (6,729 0} — —_ — {6,725 0)
Tutal stockhelders' equity atnributable o PFG 12,8492 9,946 4 14944 6 (24,891 0} 128493
Noncontrolling interest — — 777 {51 726
Toral stockhalders' equity 12.849 3 9,946 4 15022 3 (24,896 1) 12,9219
Total liabilities and stockholders' equuty $ 16,6588 § 1998084 § 759085 § (384345 § 2539412
(1) PFG sponsors nonqualified benefit plans Nongualified benefit plan assets and habilities held in Rabbi trusts were $643 3 muthion and $524 7 mulhon, respectively
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2018

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Graup, Ine. Company Other Subsidiaries Group, Ine.
Parent Only Quly Combined Eliminations Consclidated
(in mifliom)

Revenues
Premiums and aother consuderaticns s — 5 58460 3 3536 % — 3 6,409.6
Fees and other revenues —_ 2,174.4 2.487.0 {387.6) 4273.8
Net investment income 25.8 2,655.7 2,192.6 {1.244.9) 3.629.2
Net realized capital gains (losses), excluding impatrment losses

on available-for-sale securities &2 118.8 (175.1) 182 46.3)
Net other-than-temporary impairment losses on available-for-

sale securities — 14.1 (3.5) — 10.5
Other-than-temporary impairment losses on fixed maturities,

avalable-for-sale reclassified to {from) cther comprehensive

income - ___(d0.1) 0.4 — (39.7)
Net smpairntent losses on available-for-sale securities -— (26.0) 3.1} — 291
Net reahized capital gains {losses) 8. 928 {178.2) 18.2 (75.4}

Total revenues 17.6 10,768.9 5,065.0 (1,614.3) 14,237.2
Expenses
Benefits, claims and settlement expenses —_ TI46.3 B5T.1 (169} 8,191.5
Dividends 1o policyholders — 123.6 — _ 123.6
Operating expenses 191.9 2,320.1 1,982.7 {358.0} 41367

Total expenses 191,9 9,790.0 2,839.8 {368.9) 12,452.8
Income {loss) before mcome taxes {174.3) 918.9 2,225.2 (1,245.4) 1,784.4
Inceme taxes (benefits) {62.5) 60.0 2350 {1.8) 2307
Equity in the net income {loss} of subsidaries 1,658.3 334.7 _1335.3) _ {1,657.7) —
Net income 1,546.5 1,253.6 1,654.9 (2,901.3) 1,583.7
Net income attributable to noncontrolling mnterest — — 1.2 — T2
Net income attnbutable o PFG 3 1,53468 3 12536 $ 1,647.7 § (2,901.3) $ 1,546.5
Net ineome g 1,546,5 § 1,25836 § 1,654.9 § {2,901.3) § 1,583.7
Other comprehensive [oss (1,824.5) (I,548.5) {1,928.5} 3,465.8 _ {1,835.7}
{omprehensive loss b {278.00 % (294.9) § (273.6) & 5645 8§ (282.0)
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2017

Principal Principal Life Principal Financial Principal
Financial Insurance Services, lnc. and Financial
Group, In¢, Company Other Subsidiaries Group, Inc.
Parent Only Ounly Combined Eliminations Consolidated
(in millions)
Revenues
Premums and other considerations 3 — 3 577771 % 4397 % — 3 62174
Fees and other revenues 7.8 21409 21634 {419.8) 38923
Net investment incame 9.7 25331 31809 (2,264 4) 34593
Net realized capital gains (losses), excluding impairment losses
on available-for-sale secunties (0 8) {84.5) 691.8 0.7) 606 0
Net other-than-temporary imparrment losses recovenes on
available-for-sale securities — 282y {05} — 287

Other-than-temporary impairment losses on fixed maturities,
availabie-for-sale reclassified Irom other comprehensive

income — {46 4) (6.7} - (53.1}
Net impairment losses on available-for-sale securities — (74 6) {72 A (818}
Net realized capital gams {losses) {0.6) (159 1) 684 m.o‘!ﬂ:m 5242

Total revenues 169 10,292 6 6,468 6 (2,684.9 14,093 2
Expenses : Eaire:

Benelits, claims and settlement expenses — 7,153 5 679, 10.8 78226
Dividends to pelicyholders — 124.6 —o 1246
Qperating expenses 238 1 21854 18232 352.9) 18938

Total expenses 238.1 9.463.5 2 503 R (553N, 11,841 0
income {loss) before income taxes 2212) 820 1 39655 {2.321.2i 22522
Income taxes (benefits} 63.1 (540.1) 3764] 283 (72.3)
Equity in the net income loss} of subsidianies (1) 25947 GO 5 (1,005 3} {2,490.9) —
Net 1ncome 23104 2.270.7 2,583 S A, TS0 R 23245
Net income atinbutable 1o noncontrelling aterest — — 14| — 141
Net income attributable 1o PFG 3 23104 3 22707 % 2,569?"5_”7 M,SKM$ 23104
Net income b 23104 § 22707 % 25838 % {4,840.4) & 23245
Other comprehensive income 8403 6116 877,m IR 8532 8443
Camprehensive income 3 31507 § 28823 % 34614 § - {632586) § 3,1688
1)) Principal Lafe Insurance Company Cnly includes inceme from discontinued aperations of $35 § nullion related to its sale of Principal Global Investors, LLC to PFS v connection

with a COrporate recrganizarion.
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2016

Principal Principal Life Principat Financial Printipal
Financial losurance Services, Inc. and Financial
Group, Inc. Company ries Group, Inc.
Parent Only Only ed Eliminations Conselidated
(tn millions}

Revennes
Premiums and other censtderations 3 — 3 48690 % 4301 % — % 5,299 1
Fees and other revenues — 1,956.1 20611 {3898} 36274
Net mvesiment income 34 23002 20047 {1011 8 312965
Net realized capital gains, excluding impatriment losses on

available-for-sale securities — 2104 48.1 1.0 2698
Net other-than-temperary impairment losses on available-for-

sale securiies — 922) “6) — (98 8)
Other-than-temporary impairment losses on fixed matunties,

available-for-sale reclassified to {from) other comprehensive

income — 30 34 — 04
Net impairment losses on available-for-sale securities — {95 2) N — (98 1)
Net realized capital gans — 152 449 119 1711

Total revenues 34 92405 45408 (1,320 6) 12354
Expenses
Benetits, claims and settlement expenses — 6.1779 7463 (i1 0y 69132
Dividends to poticyholders — 156 6 — — 156 6
Operating expenses 123 21139 1,620 7 321 37le

Total expenses 3123 8448 4 23760 (334 3y 10,802 4
Income {loss) before income taxes (308 9) 7921 21648 (1,056 3) 15917
Income taxes (benefits) (134.9) 979 2700 3.1} 2299
Equity in the net income (loss) of subsidranes (1) 1490 5 3959 (306 0y {1,520 4} -
Net income 13165 10901 15288 (2,373 6) 1,361.8
Net ingeme attributable to noncontralling interest — — 453 — 453
Net income autributable to PFG 1) 13165 % 1,001 $ 14835 § {25736) % 1,316 5
Net ncome $ 11165 S 1090 1 % 15258 % (25736) § 1361 8
Other comprehensive income 2188 116 5 2181 {332 4} 2210
Comprehensive income 3 _1,53333 3% 12006 % 171649 % 906§ 1,582 8
(1} Prncipal Life Insurance Cempany Only includes ihcome from discontinued operations of $132 6 nullion related to 1ts sale of Principal Glabal Investors. LLC to PFS in cofinection

with a cofporate reorganization
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Condensed Consolidating Statements of Cash Flows
For the yvear ended December 31, 2018

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Inc. Company QOther Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated

(i mitfions)
Operating activities

Net cash previded by (used 1nj operating activities 3 4731 & (595.1) § 5,156.5
Investing activities
Fixed maturities available-for.sale and equity secunities with

mteni to hold

Purchases {210.9) {11,457.5) (2,249.2) T8 (13,909.8)

Sales _ 25579 1,2558.2 — 38131

Maturitics 2.3 5,660.9 554.4 — 6,217.6
Mortgage loans acquired of oTiginated —_ (3,060.0) (497.0) 109.5 {3,447.5}
Mortgage loans sold or repaid — 1,967.4 297.8 (36.8) 22284
Real estate acquired . — (38.1) — (88.1)
Real estate sold _ — 63.5 —_ 63.5
Net purchases of propery and equipment 0.1 {50.5) (41.7) — {92.3)
Purchase of interests in subsidjaries, net of cash acquired — —_— {184.7) —_ {184.7)
Dividends and returns of capital recerved from unconsolidated

entities 1,041.6 50.1 861.6 (1,953.3) —_
Net change in other investments (2.2) (626.1) 120.7 204.9 {302.7)
Net cash provided by (used ) investing activities 3307 (4.957.8) 92.5 (1,667.9} (5,702.5)
Financing activities
Issuance of comman stock 64.0 — — — 64.0
Acquisition of treasury stock (671.6} — — — {671.6}
Payments for financing eletent dernivatives - (65.9) —_ — (65.9)
Purchase of subsidhary shares from noncontrolling interest — — (31.1) — 31.1)
Dividends to commaon stockholders {598.6) — — — (598.6}
1ssuance of long-term debt j— —_ 178.% {98.1) 80.3
Principal repavments of long-term debt j— — (38.1) 36.8 (1.3}
Net proceeds from short-term borrowngs — —-— 8.5 —_ 8.5
Dividends and capital paid to parent — {B61.6) (1,091.7) 1,953.3 —
Investment contract deposits — 7.896.0 412.8 — 33088
Inv estinent contract withdrawgly _— (6,520.1) (69.5) — (6,589.6)
Net increase in banking operation deposits —_ — 553.0 —_— 253.0
Other — (4.3) — — (4.3}
Net cash provided by (used in) financing activilies (1.206.2) 4441 (77.2) 1,892.0 1,052,7
Net increase (decrease) in cash and cash equivalents (507,9) §97.2 4838.4 {371.0) 506.7
Cash and cash equivalents at beginning of penod 542.8 426.7 1,526.4 {325.1) 2470.8
Cash and cash equivalents a1 end of penod $ 3349 § 13139 § 2,0148 § {696.1) § 2,977.5
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Condenscd Consolidating Statements of Cash Flows
For the year ended December 31,2017

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Ine, Company Other Subsidiaries Group, Inc.
FParent Only Only Combined Eliminations Consolidated

fin millions)
QOperating activities
Net cash provided by {used n} operating activities 5 {4432) § 35715 8 (21147 % 11744 % 41880
Investing nctivities
Fixed matunities available-for-sale and equity securifies with
intent to hold

Purchases — {12,054 3) (1,317.1) — (13,371 6)

Sales — 1,005 3 415 ( (16 8) (4136

Maturittes p— 78947 8485 — 8,743 2
Morigage loans acquired or onginated — {26298 (443 1) 3320 2.7558)
Mortgage loans sold or repaid — 1,656 2 3884 212 6) 1,872 0
Real estate acquired — — (200 %) — {200 5)
Real estate sold — — 481 9 — 4819
Net purchases of property and equipment on (as ) 156 6) — (164°8)
Drvidends and returns of capital received from unconsolidated

entities 1,002 5 1497 1,8459 (2,598 1) —
Net change n other investments [AEA) 2819 1354 (507 0y {08
Net cash provided by (used in) investing acivities 1,0013 (3,764 63 212z9 (3.4124) {4,052 8}
Financing activities
I[ssuance of common stock 162.5 —_ —_ _ 1625
Acquisitian of treasury stock 2204 - — — (2204
Proceeds frem financing element derivatives —_ 0l — — 01
Payntents for financing element dervaves — (77 8) — — (774}
Purchase of substdiary shares fram noncontrelling interest — — (16 2) 29 (133
Sale of subsidiary shares to noncontrolling interest — — 29 29 —
Dividends to common stackholders (5400 —_ —_ _ (400
Issuance of long-term debt — — 3308 (377 7) 28
Principal repayments of long-termt debt —_— -— {269 9} 2134 {56 5}
Net repayments of short-term borrowimgs — — {15 5) — (159
Dividends and capital paid to parent {1,815 £1.152.2) 2998 1 —
Investment contract deposits — 9,760 5 919 — 10,1544
Investment contract withdrawats — {98899} @47 - (9.914 6)
Ner increase sn banking operanon depasits — — P304 — 1366
Other — 25 — e 25
Net cash used in financing activities {597 {2,0553) (5640} 28338 (384 0}
Net decrease in cash and cash equivalents (39 8) {248 4) (556 4) 5958 (248 8}
Cash and cash equivalents at beginning of period 882 & 675 1 2,082 8 (920 9 2,796
Cash and cash equivalents at end of perrad £ 8428 % 4267 & 13264 % (32511 % 24708
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Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2016

Principal Principal Life Principal Financial Principal
Financial Insurance Services, Inc. and Financial
Group, Ine. Company Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consolidated

{in nillions}
Operating activities
Net cash provided by (used 1in) operating activities g {(188¢6) & 36575 % 16011 § (1.zizzy $ 38578
Investing activities
Fixed matunities available-for-sale and equity securises with

ntent to hold

Purchases — {12771 1) (1,005.8} 131 (13,761 8)

Sales — 13127 5778 — 1,890 5

Matunties — 7.0974 6454 — 7742 8
Mortgage loans acquired or otiginated — (2,6157) {313 %) a2 {2.885 0)
Mortgage loans sold or repaid — 1.B43 6 2747 (49.6) 20687
Real estate acquired —_ — (109 7) —_ (109 7y
Real estate sold — 35 320 e 355
Net purchases of property and equipment (01 {113 2) {41 0) — {154 9y
Dividends and returns of capital received from unconsolhidated

entities 1,295 3 31 1,195.0 (2,493 4) —
Net change in other 1nvestments 13 3142 (954 B) 465 3 200
Net cash provided by (used 1n) investing activibes 1,286 § (4,925 5) 2795 {1,804 4) (5,153.9)
Financing activities
[ssuance of common stock 378 — — — 378
Aequisition of treasury stock (277 3 — — — (277 3)
Proceeds from financing element denvatives — .4 —_ — 04
Pavments for financing element dervatives — (87 7 — — 877
Excess tax benefits from share-based payment arrangements 07 4.7 66 —_ 120
Purchase of subsidiary shares from noncontrolling interest — — (43) 19 {24)
Sale of subsidiary shares 16 noncentreiling interest —_ —_ 19 (19 —
Dividends to commeoen stockhoelders {464 9) — — —_ (464 9)
Issuance of long-term debn 644.2 — 68 51 656 1
Principal repayments of long-term debt {744 5) — {47 %) 13 (799 3}
Net repayments of short-term borrowings — — {131.4) —_ (131 4}
Dividends and capital paid to parent — {1,185 0} (1,298 4) 2493 4 _—
Investment contract deposils —_ 10,455 8 305.1 — 10,7709
Investment contract withdrawals — {8,373 1) {19 4) — (8,392 7}
Net increase in banking cperation deposits —_ —_ 125.0 —_ 1290
Other — 03 01 — G4
Net cash provided by (used in) financing activities (804.0) 8152 (1,051.5) 2491.2 1,450 9
Net increase (decrease) in cash and cash equivatents 303 9 {452 8} 829.1 {5254) 154 8
Cash and cash equivalents at beginning of pened 378.7 11279 1,253.7 {395.5) 25648
Cash and cash equivalents st end of pened $ 8826 % 6751 % 208528 0§ 0209 § 27196
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Under our current shelf registration that was filed with the SEC and became eftective May 3. 2017, we have the ability to issue, mn unlimited amounts.
unsecured senior debt securities ot subordinated debt securities. junior subordinated debt. preferred stock. conymon stock. warraats, depositary shares, purchase
comtracts and purchase units of PFG. Our whally owned subsidiary, PFS, may guarantee. fully and unconditionally or otherwisc. our obligations with respect 1o any
non-convertible securities, other than commen stock, described in the shelf registration.

The following tables set forth condensed consolidating financial information of (i} PFG. (1) PES, (ii1) Principal Life and all other direct and indirect
subsidiaries of PF(3 on a combined basis and (iv) the eliminations necessary 1o arrive at the information for PFG on a consolidated basis as of December 31. 2018
and December 31, 2017, and for the years ended December 31, 2018, 2017 and 2016.

In presenting the condensed consolidating financial statemers. the equity method of accountmg has been applied te (i) PFG's interest in all direct subsidiaries
of PFG and (ii) PFS's intercst in Principal Life and all other subsidiaries, where applicable. even though all such subsidianies meet the requirements to be
consolidated under U.8. GAAP. Earnings of subsidiaries are. therefore. reflected in the parent's investment and earnings All intercompany balances and
transactions, including elimination of the parent's investment in subsidiaries, between PFG. PFS and Principal Life and all other subsidiaries have been eliminated.
as shown in the column “Eliminations.” These condensed consolidating financial statements should be read in conjunction with the conselidated financial
statements. The financial information may not necessarily be indicative of results of operanons, cash flows or financial pesition had the subsidiaries operated as
indcpendent entities.

PFG sponsors nonqualified benefit plans for select employees and agents and is responsible for the obligations of these plans. Nonqualified plan assets are
held in Rabbi trusts for the benefit of all nonqualified plan participants. The Rabhi trusts are separate legal entities and are not a part of PFG on a stand-alone basis.
The plan assets are available to satisfy the claims of general creditors only in the event of bankruptey and are. theretore, consolidated in our statements of financial
position.
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Condensed Consolidating Statements of Financial Position
December 31,2018

Principal Life

Principal Pringipal [nsurance Company Principal
Financial Financial and Other Financial
Group, Inc. Services, [nc. Subsidiaries Group, Inc,
Parent Only Only Combined {1} Eliminations C lidated
{in mitlions}

Assets S5
Fixed maturities, avalable-tfor-sale $ 2115 8 — % 59897.¢ 3 — & 60,108.5
Fixed maturities, trading 308.9 — 3272 m
Equity securities —_ 1.9 1.831.8 — 1,843.7
Mortgage loans — — 15,336.9 533619
Real estate — - 1,729.7 7
Pohey loans — — 301.4 501745
[nvestment in unconsolidated entities 13,862.4 14,325.5 726.0 X
Other investiments 10.7 1009 3,329.9 . 417
Cash and cash equivalents 3349 649.0 3.096.8 {1,103.2) 2,971.5
Accrued investment incoms 1.4 03 634.5 —_ Glm
Premiums due and other recervables — 0.5 1,779.6 {367.0) 1,413,1
Deferred acquisition costs — — 3,693.5 A G T
Propenty and equipment — — 767.3 — 767.3
Goodwill — — 1,100.0 T 00TOR"
Other intangibles —_ —_ 1,51 —_ 1,315.1
Separate account assets — - 144,987.9 =" YT
Other assets 3150 38.7 1,521.9 (556.7) 1,378.9

Total assets b 15,1048 S 15,1268 § 242,8765 § (30,072.0) 5 SE143703 6 L R
Linhilities
Contractholder funds 3 — § — % 39,6997 % B TS ATe )
Future policy benetits and clamms — —_ 35,664.8 — 38,664.8
Other policyholder funds — — 888.4 m
Short-term debt — — 42.9 — 42.9
Long-term debt 3,129.8 366.7 129.9 (366, 5 TEIERNS 25061
Incame taxes currently payable — a8 61.5 {46.0 253
Deferred income taxes — 13.9 1,446.4 (5013 £} £ 5
Separate account habilities —_ — 144,987.9 — 144,987.9
Other liabilihies 585.0 1,002.9 4,338.1 (764.7) YRR <66 TioWg

Total habitities 3,714.8 1,393.3 227,759.6 {1,678.8} 231,188.9
Redeemable noncontrolling mterest —_ —_ 3912 —_ 321*“15_‘
Stockholders' equity
Common stock 4.8 — 110 (11T IR
Addimonal paid-in capnal 10,060.7 9,100.0 12,004.5 (21,184.5) 10,060.7
Retained earnings 10,290.2 5,716.8 3,549.8 (9,266.6)%0;220,2
Accumulated other comprehensive loss {1,565.1) (1,083.3) (503.6) 1,986.% (1,565.1}
Treasury stock, at cogt (7,400.6) — (2.0) XD - o e (NG |

Total stockholders' equity atnibutabie te PFG 11,390.0 13,733.5 14,659.7 {28,393.2) 11,390.0
Noncontrelhing interest — — 66.0 —= £

Total stockholders' equity 11,396.0 13,733.5 14,7258.7 {28.393.2) 11,456.0

Total habiliues 2nd stockholders' equity 5 151048 % 15,1268 § 2428765 5 (30,072.0)H5¥EE 22303 61ES
(h PFG sponsors nonqualified benefit plans Nonqualified benefit plan assets and liabilines held in Rabbi trusts were $671 7 rmihion and $542 4 million, respectively.
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Condensed Consolidating Statements of Financial Position
December 31, 2017

Principal Principal Insurance Campany Prineipal
Financial Financial and Other Financial
Group, Inc. Services, Inc. Subsidiaries Group, Inc,
Parent Only Only Combined {1} _Eliminaticns _Consalidated
{in millivns)
Assety
Fixed matuiities, avalable-for-sale k3 3 s 59,3884 % — % 59,388 4
Fixed maturities, trading 3518 _ 2142 — 5660
Equity secunties 57 1,860 9 — 18666
Morigage loans — — 14,150 5 —_ 14,150 5
Real estate — — 1.736 7 — 1,736 7
Policy loans — —_ 808.3 — 8083
Investment ia uniconsolidated entrites 15063 2 154497 06 7 {30,395 0} 8106
Other investments 102 1313 2,624 1 — 27656
Cash and cash equivalents 8428 6174 200110 {990 5} 2470%
Acerued investment income 11 02 6093 — 6106
Premums due and other recervables — 20 1.83863 4125 1469 8
Deferred acquisition costs —_ —_ 3,540.7 — 3,540 7
Property and equipment — —_ 7595 — 7595
Goodwill — —_ 1,068 8 —_ 1,068 8
Other intangibles —_ 13147 — 13147
Separate atcount assets — _— 1592721 —_ 159,272 7
(her assets 3897 94 8 16194 (773 0 1,3309
Toial assets 5 166588 63011 § 253,5563 §  (325750) § 2539412
Liabifities
Contractholder funds s — % — % 380825 § — % 38,0825
Future policy benefits and claims — — 330163 — 330193
Other pelicyholder funds _ — 9223 —_ 92213
Shon-term debt — 395 — 395
Long-term debt 31281 4127 503 4127 3,1784
Incante taxes currently pavable — 373 1059 {126 51 167
Deforred income taves — 124 1,705.1 (6250) 1.692 3
Separate account habilities — - 130,270 7 _ 159,272 7
Other lLiabiities 631 4 894 1 4,760 7 1,042 1) 52641
Total hiabilines 38095 1,3565 1379583 2,206 3% 240980
Redeemable nonconirolling interest — — 1033 — 1013
Stockholders' equity
Common stock 47 — {10 (i gy 47
Additional pard-in capnal 99252 90535 11,3360 {20389 5) 99252
Retained eartrings 94829 53117 33941 {8,705 8) 94829
Accumulated other comprehensive income 1655 5794 6850 (1,264 ) 165 %
Treasury stock, at cost {6.729.0) — 12.0) 20 (6729 0)
Total stockholders equity anrhutable to PFG 12,8493 14,934 6 15424 | (30,368 7) 12,849 3
Netcontroiling interest — — 726 — 726
Toral steckholders' equity 12,8491 14,944 6 15,496 7 {30,368 7} 12,9219
Tatal liabilities and stockholders' equity $ 166588 § 153011 8 253,5563 § (32.5750) § 2539412
48] PFG sponsars nonquairfied benefic plans Nonquahfied benefit plan assets and tabilities field s Rabbi trusts were $643 2 mutlwon and 83524 7 aulton, respectively
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Condensed Consolidating Statements of Operations
For the vear ended December 31, 2018

Principal Life

Principal Principal Insurance Principal
Financial Financial Company and Finan¢ial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc,
Farent Qoly Ouly Combined Eliminations Consolidated
(in milliens)

Revenues
Prenuums and olher considerations g — % — 3 54096 § — 3 6,409.6
Fees and other revenues - zwm {15.3) 4,273.8
Net investment income (Joss) 25.8 {6.7) 3,598.0 12.1 3,629.2
Net realized eapiral losses, excluding impairment losses on

available-for-sale securities 8.2) {3.5) (3476) — (46.35y
Net other-than-temporary impairment losses on avallable-for-

sale secuniies — 10.6 — 10.6
Other-than-temporary impairment losses on fixed maturities,

available-for-sale reclassified from other comprehensive

ncome — — (39.7) — (39.7)
Net impairment losses on available-for-sale secuniies — — {29.1) — {29.1)
Net realized ¢apital losses {8.2) {3.5) {63.7) — {15.4)

T'otal revenues 17.6 (7.5) 14,2303 (3.2) 14,237.2
Expenses
Benefits, claims and settlement expenses —_ — 3,192.5 — 8,192.5
Dividends to policyholders — a— 125.6 — 123.6
Operating expenses 191.9 29.1 3.929.5 (13.8) 4,136.7

Total expenses 191.9 29.1 12,245.6 (13.3) 12,4528
Income (loss) before mcome tixes (174.3) {36.6) 1,984.7 10.6 1,784.4
Income taxes (benefits) {62.5) 0.2 293.0 — 230.7
Equity n the net income of subsidiaries 1,658.3 1,684.5 — {3.342.8) —_
Net income 1,546.5 1,647.7 1.691.7 {3.332.2) 1,553.7
Net income attributable to noncontralling interest — - 7.2 — 7.2
Net income attributable to PEG s 1,546.5 § 1.647.7 § 1,684.5 % {3332.2) % 1,546.5
Net mcome s 1,5465 % 16477 § 1,691.7 3§ (3332.2) % 1,553.7
Other comprehensive loss {1,824.5) (1,83%.1}) (1,856.4) 3,684.3 (1,835.7)
Comprehensive loss 3 (278.0) § {1914y § {164.7) & 3521 8 (282.0)
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Condensed Consolidating Statements of Operations
For the year ended Decemtber 31, 2017

Principal Life

Principal Principal Insurance Principal
Financial Financial Company and Financial
Group, Inc. Services, [nc, Other Subsidiaries Groypp, Inc.
Parent Only Only Cumbined Eliminations Consolidated
firr millivnsy

Revenues
Premiums and other considerations $ ) — ¥ 62174 § - 62174
Fees and other revenues 7% 02 38947 (it4) 38923
Net pnvestrrent (meotrre (055} g7 (28} 33565 5549 34563
Met reahized capital gains (losses), excluding impairment losses

an available-for-sale securities (0.6} 4.2 602.4 - 666 G
Net othet-than-temporary imparrment losses on available-for-

sale securities — — (28 7} -— (I8 7Y
Other-than-temparary tmpairment losses on fixed matunties,

availabje-for-saie recfassified from other comprehensive

income — -— (53 1) —_ Gih
Net impairiment lasses on avaslable-for-sale secunties — — (81 &) — 31 %H
Net reahized capital gains (losses) {06 4. 5206 — 5242

Total revenues 169 1 140292 455 14,093 2
Expenses
Benefits, claims and settlement expenses — — 78216 — 78226
Dnadends to policyholders — — 1246 — 124 6
Operanng expenses 2381 48 4 16169 196 318938

Total expenses 238 1 484 11564 1 — (96) 118410
Income (loss) before income taxes @ n (46 8) 24651 $51 12522
income taxes (benefits} 831 [1s4 (280.9) 301 (123
Equuity in the net income of subsidianias 25947 27319 — (5,326 6) —
Net income 23104 25697 2,746.0 {5,301 6) 23245
Netincome attributable to noncontrolling (nterest — — 141 — 141
Net income atributable 10 PEG B 23104 % 25697 % 27315 § {5,301.6) 2,3104
Net income $ 2304 ¢ 25697 % 27460 % {5,301 6} 2324 %
Other comprehensive income 8403 8098 80138 {1,607 &) 844 3
Camprchensive incoma $ 31507 % 33755 % 35478 % (6,509 2) 31,1688
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Condensed Consolidating Statements of Operations
For the year ended December 31, 2016

Principal Life

Principal Principal Insurance Principal
Financial Finarcial Company and Financial
Group, Inc, Services, Inc. Other Subsidiaries Group, Inc.
Parent Only Only Combined Eliminations Consalidated
{in mitlions)

Revenues
Premiums and other consideratiuns 5 -— & 5,299.1 § — % 5,299 1
Fees and other revenues — RN YRR (75) 36274
Ner investment income 34 75 3,296 5
Net realized capital gains {losses), excluding impairment losses

on available-for-sale secunities — 0.l 269.5
Net other-than-temporary impairment losses on available-for-

sale securities — — {98 8
Other-than-temporary impairment losses on fixed maturities,

available-for-sale reclassified to other comprehensive income —_ — 04
Net impairment losses on available-for-sale secunities — — {98 4}
Net realized capital gains {losses) ot 0.1 1711

Total revenues 34 al 12,3941
Expenses
Beneflts, clanns and settlement expenses — —_ 60,9132 — 69132
Dividends to policyholders — — 156 & — 156 6
Operaing expenses 3123 97 3,417 5 (69) 3,732 6

Total expenses 3123 87 10,4873 (69) 10,802 4
Income {loss) before income taves (3089 119 18817 70 1.591 7
Income iaxes {benefits} {134 9) (24.3} 3891 — 2299
Equiry in the net income of subsidharies 1450 5 1,447 3 — (2937 8) —
Net income 13165 14835 14926 (2,930 8) 1,361 8
Net imcome annbutable to noncontroliing interest — — 453 — 453
Net ingome atiributable to PFG 3 13165 % 1,4835 % 14473 % (2,9308) $ 1,316 5
Net mcome b 1,3165 % 14835 § 14926 % (2,9308) % 1,361 8
Other comprehensive income 2188 1743 191.7 {363 8) 2210
Comprehensive income $ 1,5353 % 16578 § 16843 § (3,294 6) § 1,582 8
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Principal Financial Group, Inc,
Notcs to Consolidated Financial Statements — {continued}
December 31, 2018
21. Condensed Consolidating Financial Information -— (continued)

Condensed Consclidating Statements of Cash Flows
Fot the year ended December 31, 2018

Principal Life

Principal Principal Insurance Principal
Financial Financiat Company and Finaacial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Quly Only Combined Elinvinations Censolidated

finn millinns}
Operating activigies
Net cash provided by {used 1n} operating activities § (13245 § 496.3 % 50305 % {438.3} § 51565
Tnvesting activities
Fixed matunines avarlable-lor-sale and eguity securtes wath
intent to hold

Purchases (210.9) — (§3,698.9) — (13,%09.8)

Safes — — 3,313 —_ 3,313.1

Maturihies 2.3 — 62153 — 6,217.6
Mertgage loans acquired ot oniginated — —_ (3,447.5) — {3.447.5)
Mortgage loans sold or repaid — —_ 2,228.4 —_ 2,2284
Real estate acquired — —_ (88.1) — {88.1)
Real estate sold — —- 63.8 — 63.5
Net purchases of property and equipment {6.1) — (92.2} — .3
Purchase of interests 1n subsidiaries, net of cash acquired —_ — (184.7) —_ (184.7)
Dhvidends and retums of ¢apital received from uncorsolidated

entities 1.041.6 589.1 —_ {1,630.7 —
Net change in other invastments 2.2 {166.2) (413.9) 279.6 {302.7)
Net cash provided by (used 1in) investing actsines 430.7 4229 {5,605.0) {1,351.1) {8,702.5)
Financing activities
[ssuance of common stock 54.0 -— — — 54.0
Acquisttion of treasury stock (671.6) _ — — (671.6)
Paymenis for financing element derivatives —_ — (65.9) — {65.9)
Purchase of subsidiary shares from honcontrolling interest — — {31.1) — (31.1y
Dhvidends to common stockholders {598.6) —_ — — {593.0)
[ssuance of long-term debt — 1L.1 50.8 (1.1} 8G.8
Principal repayments of long-term debt — {57.1} (L.3) sl (1.3)
Net proceeds from short-term borrowings —_ — 8.5 — 8.5
Dividends and capital paid to parent — {1.041.6) (589.1) 1.630.7 —
Iavestment contract depusils — — 8.308.8 - 8,308.8
Investment contract withdrawals — — (6,58%.0) —_ (6,589.6)
Net increase in banking operation deposits - —_ 553.0 —_ 553.0
Other — — (4.3) — (4.3
Net cash provided by (used m) financing activities (1,206.2) {1.087.6) __1.669.8 _1,676.7 1,052.7
Netinerease (decrease) 1n cash and cash equivalents (5079} 1.6 1,095.7 (112.h £06.7
Cash and cash equivalents at beginning of period 841.8 617.4 2,001.1 {9305} 2,470.8
Cash and cash equin alents at end of penod s 3349 § 6490 35 30968 % {1.103.2) % 2,977.5
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Principal Financial Group, Inc.
Notes to Consolidated Financial Statements — (confinued)

December 31,2018

21. Condensed Consolidating Financial Information -— (continued)

Cpedimeaduitlin <

Ne1 cash providéd by {used in) operating activities $

Inxestinglactivities]

Fixed maturities available-for-sale and equity secuniies with
Latent to hold-

Net purchases of propen‘y and equment

[ﬁ_am] unconml:dated

Acqulsnmn of treasury ‘stock

FToceedstomInancingtel [Erendcnvatve

Payments for hna.ncmg element derivatives

Chas 7
Dividends to common stockholders

e of e didin

Principal repayments of long-term debt

Netltepaymentsioigshorizterm) bcrmwmgs'bormwm;,s

Dividends and cajital paid to parent
Inyestmenticontract{deposits

Investment contract withdrawals

Cash and cash equlvalems at end ofpenod

Condensed Consolidating Statements of Cash Flows
For the year ended December 31, 2017

Priricipal Life

Principal Principal Insurance Prineipal
Financial Financial Company and Finangial
Group, Ine. Services, Inc. Other Subsidiaries Group, Inc,
Parent Only Only Com bined Eliminations Consolidated
_ (in mitiions)
(4432) % (252 13 4004 % 4,188 0
— - (3775 Wﬂ‘l lfs)B
—_ — 14136 )]
— — 8,7412 —
— — (2,755 8) (2155 8)
— — 1872.0 — RS
— — (200.5) {200.5)
— — 4819 m saagﬁ
(o — (164 7)
1,002 5 6912 —_ (L6937 =
{Ly 75 (61 6) (156) (70 8)
1,001 3 6987 {4,043 5) (1,709 3) (4,052 8)
1625 - — — 162.5
(220 4) — — — (220 4)
e —_ ol — 0.1
— — (77 0) — 776
— — (12.3) —_ (13.3)
{540 0) — — —_ {5400)
— 94 28 {9 4) 28
— (38 8} (56 5) B8 {56 5)
— -— (92 0) 765 {15.5)
— (1,002 5) (691 2) 1,693 7 -
— — 10,154 .4 — 10,154 4
o — (9,914 6) — {9,914 6)
— — 136.6 — 1366
— —_ {2 5) — {25)
(597 9) {1,031.9) {553.8} 1,799.6 (384.0)
(398} (586 0) (113 7) 4907 (248 8)
8826 1,203.4 211438 (] 481.2) 27196
) 8428 § 6174 % 20001 % (5905) § 24708
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Principal Financial Group, Inc.

Notes to Consolidated Financial Statesnents — (continued)

December 31, 2018

21. Condensed Consolidating Financial Information — (continued)

Condensed Consolidating Statements of Cash Flows

For the year ended December 31, 2616

Principal Life

Principal Principal Insurance Principal
Financial Finaneial Company and Financial
Group, Inc. Services, Inc. Other Subsidiaries Group, Inc.
Parent Oniy Oniy Com bined Eliminations Consolidated
(in millions}

Operating activilies
Net cash provided by {used in) pperating activities 3 (183 6) § 2557 % 39838 3 (1931 8 38578
Investing activities
Fixed matunties avatlable-for-sale and equity securities with

mitent to hold

Purchases —_ —_ {13,763 8) —_ (13,763.8)

Sales — — 18905 —_ 1,860 5

Matunties —_ — 77428 —_ 7,742 8
hlortgage loans acquired or originated - — (2,889 0) —_ (2,889 ()
Mortgage loans sold or repaid — -— 21,0687 — 2,068 7
Real estate acquired — — [QD ] — (1o 7y
Real estate sold — —_ 355 — 355
Net purchases of property and equipment o — (154 8) — 1539
Diwvidends and returns of capital received from unconsohdated

entities 1,295 3 1,5833 — (2,878 6} —
Net change m other investments i3 (36 8f 2582 {i%6 7} 260
Net gash provnded by (used i) investing activities 1,296 5 1,526 5 (4,921 8) (3,035 3) {5,153 9)
Financing activities
Issuance of commeon stock 374 — e — 378
Acquisitean of treasury Stock {277 3}y — —_ — (2773)
Proceeds from financing element derivatives — — 'R — 04
Payments for financing element dern atives -— — (877 — {87 7)
Excess tax benefits from share-based payment arrangements 07 —_ i3 — 120
Purchase of subsidiary shares from noncontrolling 1nferest — — 24 — [}
Dhvidends t6 cornmen stockholders (464 9) — —_ — (464 9}
Issuance of long-term debt a4d 2 60 1ne 60 856 |
Principal repayments of long-term debt (744 5} {20 0) (54 8) 20,0 (799.3)
Net repayments of short-term borrowings —_ — 163 N 323 3
Dhvidends and capital paid to parent —_ {1,295 3} {1,581 3) 28786 —
Inyestment contract deposits - — 107709 — 107708
[nvestment contract withdrawals —_ — {8322 7) — (8392 Ty
Net increase in banking operaucn deposits — — 1290 — 1290
Gther — — 0.4 — g4
Net cash provided by (used in) financing activities {804 0) {1,309 3} 6393 29249 1,450 %
Net increase {decreasej in cash and cash equivaients 3039 4729 (298.5) {323 5} 1548
Cash and cash equivalents at begunming of period S8 7 7305 24133 .157T 25648
Cash and cash equsvalents at end of pertod $ 8826 § _12034 8 21148 3 {14812 § 27186
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None

Item 9A.  Controls and Procedures

Management's Report on Internal Control Over Financial Reporting

Management of Principal Financial Group. In¢. is responsible for establishing and maintaining adequate internal control over financial reporting. A cempany's
internal control over financial reporting s a process designed to provide reasonable assurance regarding the reltability of financial reporting and the preparation of
financial statements for external purposes m accordance with 1.5, generally accepted accounting principles. A company's internal control over financial reporting
mcludes those policies and procedures that (1) pertain to the manterance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets ot the company: (2) provide reasonable assurance that transactions are recorded as necessary 1o pernut preparation of financial statements
in accordance with U S generally accepted accounting principles. and that receipts and expenditures of the company are being made only in accordance with
authorizattons of management and directors of the company and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use. or disposition of the company's assets that could have a material effect on the financial statements.

Because of its inherent limitattons, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future peniods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

Under the supervisicn and with the participation of management, including our Chief Executive Officer, Daniel J. Houston, and our Chief Financial Officer,
Deanna D. Strable-Soethout, we conducted an evatuation of the effectiveness of our internal control over financial reporting based on critena established in the
Internal Control -~ Infegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (2013 Framework). Based on our
evaluation, management has concluded that Principal Financial Group, Inc.'s internal control over financial reporting was effective as of December 31, 218,

Ernst & Young LLP. the independent registered public accounting firm that audited our financial siatements included in this annual report on Form 10-K, has
issued its repert on the effectiveness of our internal control over financial reporting. The report is included in Item 8. "Financial Statements and Supplementary
Data.”

Changes in Internal Control Over Financial Reporting

We had no change in our internal contrel over financiat reporting during our last fiscal quarter that has materially affected, or is reasonably likely to materially
affect, cur internal control over financial reporting.

Disclosure Coentrols and Procedures

In order to ensure the information we must disclose in our filings with the SEC is recorded. processed, summarized and reported on a timely basis, we have
adepted disclosure controls and procedures. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure information
required 1o be disclosed by us in the reports we file with or submit to the SEC is accumulated and communicated 1o our management, including our Chief
Executive Officer and our Chief Financial Officer, as appropnate to allow timely decisions regarding required disclosure.

Qur Chief Exccutive Officer, Daniel J. 1ouston, and our Chief Financial Officer, Deanna D. Strable-Soethout, have reviewed and evaluated our disclosure
controls and procedures as of Decermnber 31, 2018, and have concluded that our disclosure controls and procedures are effective.

Item 9B, Other Information
None
PART Il
Item 10, Directors, Executive Cfficers and Corporate Governance

The information called for by Item 10 pertaining to directors is set forth in Principal Financial Group, Inc.'s proxy statement relating 1o the 2019 annual
stockhalders meeting (the "Proxy Statement"), which wilf be filed with the SEC on or about April 11, 2019, under the captions, "Election of Directors," "Corporate
Governance," and "Security Ownership of Certain Beneficial Owners and Management — Section 16(a) Beneficial Ownership Reporting Compliance " Such
information is incorporated herein by reference. The information called for by Item 10 pertaining te executive officers can be found in Part | of this Form 10-K
under the caption. "Executive Officers of the Registrant." The Company has adopted a code of ethics that applics to our principal executive ofticer, principal
financial officer and principal accounting officer. The code of ethics has been posted on our intemet website, found at www.principal com . We intend to satisty
disclosure requirements regarding amendments to, or waivers from, any provision of our code of ethics on our website.
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Item L. FExecutive Compensation

The information called for by liem 11 pertaining to executive compensation is set forth in the Proxy Stalement under the caption, "Executive Compensation.”
and is incerporated kerein by reference.

Item [2. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information called for by Item 12 pertaining to security ownership of certain beneficial owners and management is set forth in the Proxy Statement under
the caption, "Security Ownership of Certain Beneticial Owners and Management,” and is incorporated hetein by reference.

Equity Compensation Plan Information

In general, we have three compensation plans under which our equity securities are authorized for issuance to employecs or directors (not meluding our tax
qualified pension plans}: the Principal Financial Group, Inc. 2614 Stock incentive Plan, the Principal Financial Group, Inc. Employee Stock Purchase Plan and the
Principal Financial Group, {ne. 2014 Directors Stock Plan. The following table shows the number of shares of common stock issuable upon excrcise of options
outstanding as of December 31, 2018, the weighted average exercise price of those options and the number of shares of common stock remaining available for
future issuance as of December 31, 2018, excluding shares issuable upen exercise of outstanding options.

(a) (&) (©
Number of securities
remaining avaijable for

Number of securities Weighted-average Tuture issuance nnder
to be issued ugon exercise price of equity compensation
exercise of putstanding outstanding wans (exchiding

options, WArrants options, warrangs securities reflected
Plap Category and rights and rights in_column {a))
Equity compensation plans approved by our stockhelders {1} 8,201,852 {2)% 46,77 (3) 10,963,662 (4)
Equity compensation plans not approved by our stockholders — nia —_
48] The Princtpal Financial Group. Ine. Employee Stock Puschase Plan. the Principal Financial Group, Inc Steck Incentive Plan and the Principal Financial Group. Inc Directors Stock

Plan were cach appioved by our sole stockliclder. Puncepal Matual HolMurg Company, perar to our aiitial pubhic affetng of conimen stock on October 22, 2001 Subsequemly, the
Principal Financial Group, Ine 200$ Stock ncentive Plan and the Principal Financial Group, Tne 2005 Dhrectors Stock Plan were each approved by our stockholders on May 17,
2005 Anr amendment to the Primcupal Finanewal Group, Inc Employee Stock Purchase Plan to increase the pumber of shares avarlable for issvance under the plan was approved on
May 19, 2009 On May 18, 2010, our shareholders approved the 2010 Stock Incentive Plan, which replaced the 2005 Stock Inceative Plan The 2010 Stock Incentive Plan was
subsequenily renamed the Amended and Restated 2010 Stock Incentve Plan On May 20, 2014, our shareholders approved the Principal Finanoial Group. Inc 2014 Stock Incentie
Plan and the Principal Financial Group, Ine 2014 Directors Stock Flan

() Includes 4,248,224 opuons sutsianding under the employee stock mcenuive plans, 511,522 performance shares under the entployee stock incentive plans, 2,935,195 restricted stock
unts under the employee stock incentive plans, 321 640 restricted stock units under the directors stock plans and 85,251 other stock-based awards under the 2014 Directors Stock
Plan for obligations under \he Deferred Compensation Plan for Non-Employee Directars of Pnncipai Financial Group, ine

{3 The weighted-average exercese price relates anly ta outstanding stack optrons, not to sutstanding performance shares. restneted stock uany or other stock-based awards

4y This number includes 2,776,028 shares rematning for 1ssuance under the Employee Stock Purchase Plan, 8.573.734 shares available for issuance 1p réspect of tuture awards of stock
ophions. stock appreciation rnghts, restricted stock, restricted stock umts, pertotmance shares, peifinance units and other stogk-hased awards under the 2014 Swock Incentsve Plan

and 163,900 shares available for issuance 1 respect of future awards of stock ophons. restiicted stock, restrgted stock uruts and other stock-based awards under the 2014 Directors
Stock Plan

Item 13.  Certain Relationships and Related Transactions, and Director Independence

The information called for by ltem 13 pertaining to certan relationships and related transactions is set forth in the Proxy Statement under the captions,
"Corporate Governance — Director [ndependence.” and "Corporate Governance — Certain Relationships and Related Transactions.” and 1s incorporated herem by
reference.

Iteni 14. Principal Accounting Fees and Services

The information called for by ltem 14 pertaining to principal accounting fees and services is st forth in the Proxy Statement under the capton. “Raufication
of Appeintment of Independent Registered Public Accountants.” and is incorporated herein by reference.
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PART IV
Item 15. Exhibits and Financial Statement Schedules

a Dacuments tiled as part of this report.

1. Financial Statements (see Item 8. Financial Statements and Supplementary Data)

Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting
Report of Independent Registered Public Accounting Finm
Audited Consolidated Financial Statements

Consolidated Statements of Financial Position
Consolidated Statements of Operations
Consolidated Statements of Comprehensive Income
Consclidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows

Notes te Consolidated Financial Statements

2. Schedule [ — Summary of Investments — Other Than Investments in Related Parties

Schedute [ — Condensed Financial [nfermation of Registrant (Parent Only)
Schedule [} — Supplementary Insurance [nformation
Schedule I'V — Reinsurance

All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exchange Commission are not
required under the related instructions or are inapplicable and theretore have been cmitted.

3 Exhibuts
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Exhibit
Number
21

31
3z
41
42
421

422
423
424

43

43|

4312

434

435

136

438
439
2310
4311
4312
4313
4314
44

441

442
101
i1l
1012

Index of Exhibits
(Item 15 (a) 3.)

Descriplion

Incorporated by reference herein

i¢ and Purchgse Promuge Agreement, dated October 5 2012, amony Princupal Financial Servy Inc, Empresas Pe A_and Inversignes Banpent
Lumitada
Amend d and Restated Certificate of (ncorporagon of Principal Fimancial Group, Ine
an tated By-Laws of Principal Financial Group, In

Form of Cemnficate for the Common Stock of Principal Financiai Group, Ine _par value $0 01 per share

Senior Indenture, dated as of Octeber 11, 2006, between Principal Financial Group, [nc and The Bank of New York, as Trusiee

First Supplemental Indemture dated as of Qctober 16, 2006, amone Frincipal Finangial Group, Tne . Principal Finangia) Services, Ine and The Bank of

New Ygrk, as Trusieg

£.03% Semor Note ($500,000,000Y due October |5, 2036

6.05% Senipr 100,000.000) due October 15,2036

Quarame:e fmm l’nngmal l'lnanual Services, Inc_with respect to the 6 03% Senior Noles due 2036
d a5 of gl 1 bid

B.'mk cf' Ncw York as Trustee

hurd lemental [ndentyre (ingluding the form of 2022 Notes), dated £ September 10, 2012, among Pringwpal Financal Gr Inc , as issuer,
Prnapal Financial Services, Inc, s guarantor, and The Bank of New York Mellon Trust Company, as trusiee
Fourth Supplemental Indemure mc!udm ' lhc form of 2042 Notes), dated as of September 10, 2012, among, Pyncipal Finanesal Group, Ine , as 1ssuer

Pongipal Finangal n The Bank of New Yok Mellon Trug ANy, 33 rys
Sixth .Sugglemenrgl Jndgn!lgre {:ndudmg rhe fun-n of 2023 Notes), dated as of November 16, 2012, among Puneipal Financigl Group, Inc | as 1ssuet,
Bunaipgl Froancial Serviegs, Ine arantor, and The Bank of New York Mellen Trust Com an 25 trustes

Seventh Supplementai Indenture {1 cludl the form of 2043 Notes

da s

Puncipal financial Services, (ne  as guarantor, and The Bank of New York Mellon Trust Company, as lrus[sg

ight’ lgmenta) Inden wiluding the form of 3 400% Senigr Not 025), dated fMav 7 2008 g Prineipal Financs roup, Inc
1ssuer, Principal Financial Services, Inc . as guarantor, and The Bank of New. York Mellen Trust Company, ag trustee, relating 1o the 3 400% Semor Notes
due 2025
Ninth Supplemental Indenture {including the {orm of 3 100% Senior Note due 2026}, dated as of November 10, 2016 among Pringipal Financial
Group, Inc  as issuer, Pnincipal Financial Services, Ine , as suarantor, and The Bank of New York Mellon {rust Cgmpany, as trustse, relating tg the
3 100% Senigr Notes duc 2026
Tenth Supplemental [ndenture (including the form of 4 300% Senjor Note due 20463, dated as of Nevember 10, 2016, amguu Pringipal financigl
Group, Ing _ as issuer, Principal Finangial Services, [ne | as guarantor, and The Bank of New York Melion Trust Company, as trustee, relgting to the
4300% Senigr MNytgs due 2046
Guarantee frgin Principal Financial Serviees, Ing with respect to the 3 300% Senioi Noges due 2022
Guarantee frem Pnineipal Fingnaial Services, Ine with respect (o the 4 625% Senipr Notgs due 20142
Guarantee from Principal Finanoial Services, Ing_with respect to the 3 125% Sempr Notes due 3033
Guarantee from Principal Finapcial Services, Ine with respect o the 4 350% Sempr Notes due 2043
(8] 1ee from Principal Financial Services, Ing with respect to the 3 400% Senipr Notes due 2023
Ciuarantee from Principal Financia) Serviees, Ing with respegy o the 3 100% Senioy Notes due 2026
Guaramee from Principal Finaucial Services, Ine with respect (0 the 4 300% Sempr Notgs due 2046

Junsor Subordinated (ndenture, dated as of May 7, 2015 _among Prncipal Financial Group, Inc | as 1ssuer, Principal Finanglal Services, Inc . ag guarantor
and The Bank of New York MeI!nn Trust Comgan} as trustee
Jall : i

Principal Financial Group, Inc , as issuer, Principal Fipancial Senviges, fnc, as guaranmr and The Bm\k ﬂf New York Mellon Teust Company, as trustee
retatny to the 4 700% Fixed-to-Floaung Rate Junior Subordinated Notes dug 2055
arantee from Principal Financial Servy Ing_wit 1o the 4 700%, Fixed-to-Floating Rate Jumor Subordinated Not e 203
Principal Financial Group_Ine Stock Incentive Plan
Egnn of Restneted Stock Unit Award Agreement
Form of Stock Opuion Award Agreement
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File Date
November 13, 2012

June 17, 2005
Mareh 2, 2048
August 2. 2001

Qctober 17, 2008
Octoher 17, 2006

October 17, 2008
Dccember 6, 2006
October 17, 2006

May 21, 2009

September 10, 201 2
September (0, 2012
November 16, 2012
November 16, 2012

May 7, 2015

November 10. 2016

November 10, 2016

September 10, 2012
September 10, 2012
November 16, 2012
November 16, 22

May 7, 2015
November 190, 2016
November 10, 2016

May 7, 2015

May 7, 2015

May 7, 2015
August 6, 2003
March 7, 2003
March 7, 2005




Table of Contents

137
1074
1072
108
109
109l
1092
1093
1094
1010
10101
a1t

13111
10112

1012
10121
1013
10 14
21
23
3
32
32|
a2z
101

Incorporated by reference herein

Description Form File Date
Prncipal Financial Group, Inc 2005 Stock Incentive Plan 10-Q August 3, 2005
Prncipat Financial Group, Inc 2010 Stock Incenuve Plan DEFI4A Apnl 6, 2010
Amended and Restated Principal Financial Group, Ing_2810 Stock Inceninve Plan 10-Q May 2, 2012
Poncipal Financial Group, Inc 2014 Stock Incentive Plan DEFl4A April 7,2014
Peingipal Financial Group Long-Tenn Performance Plan S-1 June 8, 2001
Resolution of Human Rescurces Comnuttee of the Board of Directors of Principal Financial Group, Inc amending the Principal Financial Group Long- 10-K March §, 2003
Term Performance Plan as of Ogtober 31, 2002
Brincipal Financia! Group Incenuve Pay Plan (PrnPay). amended and restated effective Jan 1, 2003 10-Q May 7, 2003
Principal Financial Group, Ine _Annual Incennve Plan 10-K March 4, 20035
Revised Summiary of Standard Compensatory Arrangement for Non-Employee Directors of the Principal Financial Group, Inc. Board of Directors 10-Q November 3, 2008
Revised Summary of Standard Compensatory Arrangement for Non-Employee Directors, effective March 28 2009 10-Q May &, 2009
Revised Sumunary of Standard Compensatory Arrangement tor Non-Fmployee Directors of the Principal Finaneial Group, Inc effective May 17, 2010 10-K February 16, 2011
Revised Sumeary of Standard Compensatory Arranpgment for Non-Employee Directors of the Pungipal Financial Group, Inc, effective January 1, 2012 10-K February 15, 2012
Revised Summary of Standard Compensatory Arrangement for Non-Emplovee Directors of Prineipal Financial Group, Inc , effectuve January 1, 2015 10-K February 11, 2015
Revised Summary of Standard Compensatory Arransgment tor Non-Employee Directors of the Principal Finaneial Group Ine, effective November 28 10-K February 9, 2018
2017
Principal Financial Group, Ine. Directors Stock Plan 8-1 June 8, 2001
Principal Financial Group, Ine 2005 Directors Stock Plan 10-G3 August 3, 2005
Puncipal Financial Group, Inc 2014 Directors Stock Plan DEF14A Apnl 7, 2014
Delerred Compensation Plan for Non-Employee Directors of Principal Financial Group, Inc 10-K March 2. 2006
Prncipal Select Savings Excess Plan, restated as of Janyary 1, 2004 10-¢2 May 5, 2004
Amendment No_1 to Principal Setect Savinygs Excess Plap 10-K March 2, 2006
Prcipal Select Savings Excess Plan for Fmplovees, amended and restated effective Januacy 1, 3016 10-K February 10, 2016
Principal Select Savinegs Fxcess Plan for Individual Field, amended and restated effective January |, 2016 10-K February 10, 2016
Nonguahfied Deferred Compensauen Plan for Select Investment Professions of Pringipal Financial Group, Inc and Affilates, effective January 1, 2016 10-K February 10, 2016
Supplemental Executivg Retnrement Plan for Emplovees, restated as of January |, 2003 10-Q May 5, 2004
Amendment No 1 to the Pringipal Supplemental Executive Reurement Plan for Employees 10-K March 2, 2006
Forn of Principal Financial Greup, Inc and Principal Life nsurance Company Change-of-Control Employment Agreement (Tier One Executives), dated 10-G May 4, 2006
as of February 28 20006, by and amony Principal Fingneial G In¢ , Principal Finangial Serviges, Ing . Principal Lifs Tnsurance Com ngd an
Execurive
Form of Pringipal Financial Greup, Ing and Principal Life [nsurance Company Chanye-of-Contral Employment Agreement (Tier One Executives 8-K December 2, 2008
Fonn of Puneipal Finangial Group, Ing and Prncipal Life [nsuran empany Change of Control Emplioyment Agreement {Tigr One Execulive 10-K February 16, 2011
effective December 31, 2010
Forn of Prineipal Finaneal Group, Ine Indemoification Agreement 8-K December 2, 2008
Form of Principal Financial Group, Inc Indemmification Aurgement dated as of June 9, 2016, 10-Q August 3, 2016
Compensatory_Arraneenent, dated as of Margh 14, 2002 betwgen Pringipal Life Insurance Company and James P McCaughan 10-C May 10, 2002
The Principal Severance Plan for Senior Executives, restated effectiv rel 1 2009 10-3 May 6, 2009

Principal Financial Group, Ine_Member Companies as of December 31, 2018

Consent of [ndependent Reyustered Pubhic Accounting Finm

Cerufication of Daniel J Houston

Cerufication of Deanna D _Strable-Soethout

Cauficanon Pursuant te Secnion 1350 of Chapter 63 of Tittg 18 of the United States — Daniel ! Houston

Cerification Pursuant to Section 1350 of Chapter 63 of Title 18 of the United States Code — Deanna [ Strable-Soethout

The following materials trom Principal Financial Group, Inc 's Annual Report on Form 10-K for the year ended December 31, 2018, formatted sn XBRL
|Extensible Business Reporting Language) (1} the Consclidared Statements of Financial Posiuen, {11} the Consolidated Statements of Operations, (1) the
Consoiidated Statements of Comprebensive Income, (1v) the Consolidated Stalements of Stockholders' Equity. {v) the Conselidated Statements of Cash
Flows, {vi} the Nptes 1o Conselulated Financial Statements, (vi}) Schedule | — Summary of Invesiments — Other Than Investments in Related Parties,
(vu1} Schedule [T — Condensed Fiancal Informanhon of Registrant (Parent Only), (1x} Schedule Il — Supplementary Insurance Infarmation and

(%) Schedule [V — Remsurance

Paper copies of exhibits will be provided to shar¢holders upen reasonable request and upon payment of reasonable copying and mailing expenses.
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

PRINCIPAL FINANCIAL GROUP. INC

Dated: February 13. 2019 By /s/ DEANNA D. STRABLE-SOETHOU'T

Deanna D, Strable-Soethout
Executive Vice President and Chief Financial Officer

Pursuant to the requirements of the Secunties Exchange Act of 1934, this report has been signed below by the following persons on behalf of the regisirant
and in the capacities and on the date indicated.

Dated: February 13,2019

By  /s/ DANIEL J. HOUSTON By  /sf SANDRA L. HELTON
Daniel J. Houston Sandra L. Helton
Chairman, President, Chief Executive Officer and Director Director

By /s DEANNA D STRABLE-SOETHOUT By fs/ ROGER C. HOCHSCHILD
Dearna 1. Strabte-Soethout Roger C. Hachschiid
Executive Vice President and Chief Financial Officer Durector

(Principal Financial Officer and
Principal Accounting Officer)

By /s/BETSY I. BERNARD By  /s/SCOTT M. MILLS
Betsy J. Bemard Scott M. Mills
Director Dhrector

Ry s/ JOCELYN CARTER-MILLER By  /s/ DIANE C. NORDIN
Jocelyn Carter-Miller Diane C. Nordin
Director Director

By  /s/ MICHAEL T. DAN By  /s/BLAIR C. PICKERELL
Michael T. Dan Blair C Pickerell
Director Director

By  /s/ DANIEL GELATT, IR, By  /s/ ELIZABETH E. TALLETT
C. Daniel Gelatt, Jr. Elizabeth E. Tallent
Director Dhirector
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Schedule | — Summary of Investments -—— Other Than Investments in Related Parties

December 31,2018

Type of Investment

Amount as
shown in the
Consoalidated
statement of

Finaacial
Caost Fair value ___Position

Fixed matunties, available-for-sale’
U S Treasury secunities and obligations of U § government corporations and agencies
States, municipalities and political subdivisions
Foreign governments
Public utlities
Redeemable preferred stock
All ether corporate bonds
Residennal mongage-backed securities
Commereial mortgage-backed secunties
Cullateralized debt abligations
Other debt obligations
Total fixed maturities, available-tar-sale
Fixed matunties, trading
Eqjuity securities
Banks, trust and insurance companies
Industrial, miscellaneous and alt other
Other corporate
Non-redeemable preferred stock
Total equity securities
Morigage loans
Real estale, net
Real estate acquired 1n satisfuction of debt
Other real estate
Policy loans
Other 1nvestments
Total investmenis

219

S 14416 $ 14410 5 14400

RIFED CRRLICES 2 . GBIl - ]
833.4 $90.5 890.5
wmw ¥ - Ram)
34.7 34,7
_Wﬁmamﬁm
5 2,460.6 2,460.6
mmmsrsm
2,451.3 2,420.8 2,420.8

___ a7R8 1'1"&”" o B

_‘M:&“l’suwmfmm

15, 336 G AXXX 15,3.'56 9

_‘Iﬁ?mzaxxxm

8014 XXXX 301.4
ARS WX SR TR
S 843839 XXXX 3 84,766.6
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Schedule 1§ — Condensed Financial Information of Registrant (Parent Only)

Statements of Financial Position

Assets

Fixed maturities, available-for-sale

Fixed maturities, trading

Lash and cash equi alents

Other investments

[ncome taxes recervable

Deferred income taxes

Amounts recervable from subsidianies

Other assets

Tnvestment tn unconsolidated ennities
Total assets

Liabilities

Long-term debt

Aceryed investment pavable

Pension liability

Other habilities
Total iamhties

Stockholders' equity

Common stock, par value $.01 per share — 2,500 myliion shases suthonized, 476 7 millon and 474 | millien shares 1ssued, and
279.5 milhon and 289 0 million shares outstanding in 2018 and 2017

Addional paid-in capial

Retained earnings

Accumulated other comprehensive mcome (loss)

Treasury stock, at cost (1972 million and 185,31 matlion shares n 2018 and 2017)
Total stockholders’ equity attributable to Principal Financial Group, Ine

Total liabilities and stockholders' equity

See accompanving notes.
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December 31

2018

2017

(in millions)

s 2108
3089

334.9

0.7

16.9

33100

52

233
13.862.4
CRNEATIY
§ 31298
231

£57.9

4.0

3,714.8

4.8

10,060.7
16,2502
(1,565.1)
{7,480.6)
11,3900

§ 151043

Y —
3518

842 8

102

442

329.4

44

128

15,063 2

5 166588
B ——1

5 31281
231
6383

330958

a7
Q5252
5482 9
1655

(6,729 0)
12849 3

§ 166388

-
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Statements of OQperations

For the year ended
December 31,

2018 2017 2016
fin mitlions)
Revenues
Fees and other tevenues b3 — % 78 % ——
Net investment income 25.8 9.7 34
Net realized capital losses (8.2} {06) —
Total revenues 17.6 16.9 j4
Expenses
Other operating costs and expenses 1919 2381 3123
Total expenses 191.9 2381 3123
Loss before ingome taxes (174.3) {221.2} {308.9)
Income taxes {benefits) {62.5) 631 {1349}
Equity 1n the net income of subsidiaries 1,6588.3 2,594.7 1,490.5
Netincome attnibutable to Principal Financial Group, Inc § 15465 § 23164 % 13163

See accompanving notes.
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Statements of Cash Flows

For the year ended
December 3,
2018 2017 24
{in millions)

Operating activities

Net income 5 1.546.5 $ 23104 % Liles
Adjustments to reconcile net income to net cash used 1n operating aclivities
Net realized capital losses 8.2 06 —
Stack-based compensation 2.9 30 36
Equity 11 the net income of subsudiaries (1,658.3) (2,594 7] {1,490 5}
Changes i
Net cash flows for trading secunties and equity secunties with operating 1tent 324 (3526) —
Current and deferred income taxes {benefits) 15.7 163 8 (60.3)
Other (79.8) 63 42,1
Net cash used in operating activilies (f32.4j (443 2j (188 6}

Investing activities
Fixed matunities available-for-sale and equity securiies wath intent to hold:

Purchases (210.9) — —
Maturities 3 — —
Net purchases of praperty and equipient {91} [{ERY] 010
Net change in other invastments 2.2 (0 1.3
Dhvidends and returns of capital received from unconsolidated entiues 10416 1,002 5 1,205 3
Net cash provided by investing activities £30.7 1,0013 1,296.5
Financing activities
Fssuance of common stock 54.0 1525 378
Acquisition of treasury stock (671.6) (2204 77 3
Excess tax benefifs from share-based payment arrangements — — 0.7
Dividends 1o common stockholders {598.6) (540 0) (464 9)
Principal repayments of long-term debt - — (744 5)
Issuance of long-term debi — — Hdd 2
Net cash used in financing activitics {1,206.2) (567 9) (804.0)
Net increase (decrease) in cash and cash equivalents (507.9) {39 8) 3039
Cash and cash equivalents at begmmning of year 842.8 8326 578.7
Cash and cash equivalents at end of year 3 3349 % 8428 § 382 0

See uccompanying notes.
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(1) Basis of Prescntation

The accompanying condensed financial information should be read in conjunction with the consolidated financial statements and notes thereto of Principal
Financial Group, Inc.

In the parent company only financial statements, our investment in uncensolidated enfities is stated at cost plus equity in undistributed earnmgs of subsidiaries.

Principal Financial Group, Inc. sponsors nonqualified benefit plans for select employees and agents and is responsible for the obligations of these plans.
Nonqualified plan asscts are held in Rabbi trusts for the benefit of all nonqualified plan participants. The invested assets and benefit plan liabilities reported in the
statements of finarcial position exclude amounts held in these trusts. The Rabbi trusts had $671.7 million and $643.3 million of plan assets and $542.4 million and
$524.7 million of benefit plan liabilities as of December 31, 2018 and 2017, respectively.

During November 2016, the parent company became the sponscr of the defined contribution plans and deferred compensation plans discussed in Item 8.
"Financial Statements and Supplementary Data, Netes te Consolbidated Financial Statements. Note 11, Employee and Agent Benetfits." Prior to November 2016,
Principal Life [nsurance Company, an indirect wholly owned subsidiary of the parent company, was the sponsor of thesc plans.

(2y Dividends and Returns of Capital Received from (Contributions to) Unconsolidated Entities

The parent company received cash dividends and returns of capital totaling $1,041.6 million, $1,002.5 million and $1,295.3 million from subsidiaries in 2018,
2017 and 2016, respectively.

(3) Supplemental Disclosures of Non-Cash Investing Activity

The parent company's assumption of the deferred income tax asset and net plan assets associated with the defined contribution plans and deferred
compensation plans previously sponsered by Principal Life Insurance Company resulted in a non-cash increase in the parent company's investment in subsidiary of
$74.6 millien m 2016.
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Schedule HI — Supplementary Insurance Information
As of December 31, 2018 and 2017 and for each of the years ended December 31, 2018, 2017 and 2016

Contractholder

Delerred Future policy and other
acquisition benefits and Palicyholder
Segment casis claiins Funds
(in millions)

2018:
Retirement and fncome Solutions 5 9683 £ P X 312851
Principal Global Investors — — -—
Principal International 15.1 4,31%.8 1,183.1
U S Insurance Solytions 2,692.1 9,950.3 7,458.4
Corporate - 179.0 (348.5)

Total $ 36935 § 35664.8 § 10,588.1
2017
Retirement and Income Selutions 3 8875 § 18,4372 % 30,7679
Principal Global Investors — — —
Principal international 2090 4703 5 1,252 4
US Insurance Soiutions 2444 2 9,700 1 73223
Corporate a— 1784 (337.8)

Total 5 5407 3 330193 & 30 004 8
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Schedule Il — Svpplementary Insurance Information — (continued)
As of December 31, 2018 and 2017 and for cach of the years ended December 31, 2018, 2017 and 2016

Amertization of

Premiums and Net Benefits, claims deferred Other
other investment and settlement acquisition Operating
Segment cansiderations income (1) expenses COSts expenses (1)
{in millions)

2018:
Retirement and Incoine Sulutions k3 36359 § 22041 % 50090 § 1245 § 1,191,2
Principal Global [nvestors — 42 — —m
Principal Internauonal 372 494.9 646.6 1.3 467.9
U S. insurance Selutions 2,456.8 806.2 2,444.6 127 TN
Corporate — 119.3 2.3 — . 1073

Total H 6,409.6 S 3,629.2 § 8,192.5 § 253 SRR 53
207
Retirement and Income Solutions 5 36711 $ 20692 % 49726 § 15 TS R
Principal Global Investors — 134 — - 974.7
Principal International 2180 5106 507 1 ZZ.M'II‘
Li § Insurance Solubons 23283 775 ¢ 2,3453 176 4 B867.7
Carporate = 911 (z4) SR

Total 3 62174 % 34593 § 78226 % 2348 % 3,650.2
2016:
Retrement and Income Solutions $ 28609 § 19312 § 41083 % 1614 § 1,114.3
Principal Global Investors — 12.6 — - 3588
Principal International 2146 4914 5846 225 165.3
US Insurance Solutions 2,163 6 7512 2,221 4 i0) TN
Corporate — 1101 {1} — 2355

Tatal $ 52991 8 32965 % 65132 % 285 Il i
(n Allocations of net investment income and certain operating expenses are based on a number of assumptions and estmates Reported operating results would change by segment f

different methods were apphied

225




Table of Contents

Schedule 1V — Reinsurance
As of December 31, 2018, 2017 and 2016 and for each of the years then ended

Percentage
Ceded to Assnmed of amount
Gross other from other Assurmied
amount Com Inhies cumpanies Net amount 1o net
15 in prillivns)
2018:
Life insurance in force § 5308286 § 3244913 § 1,028.6 207.165.9 0.5%
Premims:
Life thsyrance and annuities % 50558 % 3599 % 1.7 1.697.6 — %
Accdent and health msurance 1,872.5 160.5 — 1,712.0 —%
Total M 69283 % §204 § 1.7 6,409.6 —%
2017
Life insurance n force T 4868875 § 12875388 § 1,059 § 200,408 2 0 5%
Premiums
Life insurance and annuities LS 49457 8 3207 8§ 19 46269 —%%
Accident and health insurance 1,753.6 163.1 — 1,560 5 —%
Tetal ¥ 669931 S 1818 S 15 62174 —y
2016:
I.ife insurance n torce $ 4379774 § 2427777 § 1,087 8 196,287 § 6%
Premiums:
Life insurance and adnurties § 41371 % 2852 % 17 38536 —0
Accident and health insurance 16167 1712 — 14455 —%
Total s 57538 % 3364 3§ 17 5299 1 —%
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Principal Financial Group, Ine, Member Companies
Decenther 31, 2018

Corporation

Exhibit 21

State or Country of Donticile

Administradora de Fondos de Pensiones Cuprum S A,
Benelux Industrial Partnership (General Partner B V.
Brasilprev Seguros ¢ Previdencia S A.

CCB Principal Asset Management Co., Ltd.

CCI Capital Partners, LLC

CCIP, LLC

Ciclic Corretora de Seguros S.A.

CIMB Principal Islamic Assct Management Sdn. Bhd.
CIMB Wealth Advisors Berhad

CIMB-Principal Asset Management (S} Pte. Ltd
CIMB-Principal Asset Management Berhad
CIMB-Principal Asset Management Company Limited
Claritas Administragio de Recursos Ltda.

Claritas Investments Ltd.

Columbus Circle Investors

Delaware Charter Guarantec & Trust Company
Diversified Dental Services, Inc.

Employers Dental Services, inc.

Equiwy FC, Lid.

Finansa Asset Management [Limited

Finisterre Uapttal LLY

Finisterre Capital UK Limited

Finisterre Holdings Lumited

Finisterre Malta Limited

Finisterre USA, Inc.

First Dental Health

GAVI PREHC HC, LLC

GAVIPREPI HC, LLC

Hipotecaria Security Principal, 5.A.

INTERNOS Real Estate Limited

Inversiones Cuprum Internacional S.A.

LGCM (Cayman) Limited

Liongate Capital Management (Cayman) Limited
Liongate Capital Management (UK) Limited
Liongate Capital Management Liited

Liongate Capital Management LLP

Liongate Limited

Origin Asset Management L1LP

Petula Associates, 1LU

Petula Prolix Development Company

PFG Do Brasil 2 Participacoes Litda

PFG Do Brasil LTDA

PG{ Finisterre Holding Company Lid.

PG{ Origin Holding Company Ltd.

Pust Advisory Group, LLC

Preferred Product Network, Inc.

Principal Administradora General de Fondos S.A.
Principal Advised Services. LLC

Principal Afore. S.A. de C.V,, Principal Grupo Financiero
Principal Ahorro e Inversiones S A

Principal Asia Pacific lnvestment Consulting (Beijing) Limited

Chile
Netherlands
Brazil

China

Delaware
Delaware

Brazil

Malaysia
Malaysia
Singapore
Malaysia
Thailand

Brazil

Cayman Islands
Delaware
Delaware
Nevada

Arnzona

Towa

Thailand

United Kingdom
Usited Kingdo
Malta

iy

Defaware
Califurtita
Delaware
Dulavvare

Chile

Umited Kngdota
Chile

Cayman !slands
Cayman Islands
United Kingdom
Malta

United Kingdorn
Malta

United Kingdom
fowa

lowa

Brazil

Brazil

United Kingdom
Unuted Kingdom
Delaware
Delaware

Chile

Pelaware
Mexico

Chile

China




Principal Asset Management Company {Asia} Limited
Principal Assct Manugement Private Limited
Principal Bank

I'rineipal Clule Linntuda

Principal Commercial Acceptance, L1.C

Prinecipat Commueieial Funding, LLC

Principat Compafiia de Seguros de Vida Chile S.A.
'emapal Consulting {India) Private Limited
Principal Dental Services, [nc.

I'rmeipal Dovelupent [nvestors, Ll 4.

Principal Enterprise Capital, LLC

I'rincipal Fuuaucial Advisors, Loc.

Principal Financial Group (Mauritius) Ltd.
Prneipal lnancial Group, Inc.

Principal Financial Group, S.A. de C.V., Grupo Financiere
Principal | inancial Services Asia Lid

Principal Financial Services { Australia), LLC
Principal Financial Savices I {(UK) LLLP

Principal Financial Services [ (US), LLC

Principal Financial Services [ (UK) Ltd.

Principal Financial Services I1 (US}, LLC
Prineipal Financial Services [l {UK) Ltd.
Principal Financial Services [V (UK} LLP
Principal Financial Services Latin America Ltd
Principal Financial Services V (UK) Ltd.

Principal Financial Services V1 (UK) Ltd

Principal Financial Services, Inc.

Principal Fondos de Inversién, $.A. de C.V., Operadora de Fondos de Inversién. Principal Grupo

Financiero
Principal Funds Distribator, [nc.
Principal Generation Plant, LLC
Principal Global Columbus Circle, LLC
Principal Global Financial Services (Europe} [l Ltd
Principal Global Financial Services (Europe} Ltd
Principal Global [nvestors (Asia) Limited
Principal Global Investors Asia (UK) Ltd
Proincipal Global Investors (Australia) Limited
Principal Global Investors (Australia) Service Company Pty Lid
Principal Global Investors (EU) Limited
Principal Global Investors (Europe} Limited
Principal Global Investors (Hong Kong) Limited
Principal Global Investors (Ireland) Limited
Principal Global lnvestors (Japan} Lid.
Principal Global Investors (Singapore) Limited
Principal Global Investors (Switzerland) GmbH
Pringipat Global Investors Holding Company, LLC
Principal Global Investors Holding Company (US), LLC
Principal Global Investors Participacoes LTDA
Principal Global [nvestors Trust Company
Principal Global [nvestors, LLC
Principal Global Services Private Limited
Principal Holding Company Chile S.A.
Principal Holding Company, LLC
Principal Hotel Immobilienfonds [ General Partner S.4.r.1.
Principal [nnovations, Inc.
Principal Insurance Company (Hong Kong} Limited
Principal International (Asia) Limited
Principal International Asia (UK) L.td
Principal International (South Asia) Snd. Bhd

Hung kong
India

iy

Chile

Llelawuto
Delaware

Chile

India

Arizona
Delaware
Lielaware

lowa

Mauritiug
Delaware
Mexieo

United Kingdom
lowa

United Kingdom
Delaware
United Kingdom
Lelaware
United Kingdom
United Kingdom
United Kingdom
United Kingdom
United Kingdom
Towa

Mexico
Washington
Delaware
Delaware
United Kingdom
United Kingdom
Hong Kong
United Kingdom
Australia
Australia

Ireland

United Kingdom
Heng Kong
Ireland

Japan

Singapore
Switzerland
Delaware
Delaware

Brazil

Oregon
Delaware

India

Chile

lowa
Luxembourg
Delaware

Hong Kong
Hong Kong
United Kingdom
Mataysia




Principal Internationaf de Chife S.A.

Principal International Helding Company, LLC
Principal International India I.td

Principal International Latin America Ltd.

Principal International Mexico, LLC

Principal International South America I Lid.
Principal International South America II Ltd.
Principal International South America 11 Lid., Agencia en Chile
Principal Intemationai, LLC

Principa) Investment & Retirement Services Lunited
Principal Investors Corporation

Principal Life Insurance Company

Principal Life Insurance Company of fowa

Principal Mexico Servicips, S A de C. V.

Principal National Life Insurance Company
Principal Nominee Company (Hong Kong) Limited
Principal Opportunity Fund L¥

Principal Pensiones. S.A. De C.V., Principal Grupo Financiero
Principal Real Estate BV,

Principal Real Estate Europe Limited

Principal Real Estate Fund Investors, LI.C

Principal Real Estate GmbH

Principal Real Fstate Holding Company, LLC
Principal Real Estate [nvestors, LLC

Principal Real Estate Kapitalverwaltungsgesellschaft mbH
Principal Real Estate Linuted

Principal Real Estate Fortloho, Inc.

Principal Real Estate S a.r.l.

Principal Real Estate SAS

Principal Real Estate S.L

Principal Real Estate Spezialfondsgesellschaft mbH
Principal Reinsurance Company of Delaware
Principal Reinsurance Company of Delaware 11
Principal Reinsurance Company of Vermont
Principal Retirement Advisors Private Limited
Principal Securities, Inc

Principal Seguros, S.A. De C.V., Principal Grupo Financiero
Principal Setvicios Corporativos Chile Lida.
Principal Servicios de Admmstracién S 4.
Principal Sharehelder Services, Inc.

Principat Trust Company (Asiaj Limfted

Principal Trust Company (Bermuda) Limited
Principal Trust Company (Hong Kong} Lumited
Principal Trustee Company Private Limited

PT CIMB-Principal Asset Management
RobustWealth, Inc.

SAMI Brokerage LLC

Spectrum Asset Management, Inc.

Chile

Delaware
United Kingdom
United Kingdom
Delaware

Umted Kingdom
United Kingdom
Chile

lowa

Hong Kong
New Jersey
fowa

lowa

Mexico

lowa

Hong Kong
United Kingdom
Mexico
Netherlands
United Kingdom
Delaware
Germany
Delaware
Delaware
Germany

United Kingdom
Delaware
Luxembourg
France

Spain

Germany
Delaware
Delaware
Vermont

India

lowa

Mexico

Chile

Chile
Washington
Hong Kong
Bermuda

Hong Kong
India

indonesia
Delaware
Delaware
Connecticut




Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following registration statements:

I}
2}
3)
4)

5)

Universal shelf Registration Statement (Form S-3, File No. 333-217624) and related Prospectus of Principal Financial Group, Inc. and Principal Financial
Services. Inc. for the registration of an unspecified amount of various securities,

Registration Statement (Form S-8. File No. 333-143070) pertaining to Principal Financial Group, Inc. 2005 Stock Incentive Plan and Principal Financial
Group, Inc. 2005 Directors Stock Plan,
Registration Statement (Form $-8, File No.
Group, Inc. 2014 Directors Stock Plan
Registration Statement (Form 8-8, File No.
Savings Plan for Employees. and
Registrations Statement {Form S-8, Iile No.

333-201505) pertatning to Principal Finaneial Group, Inc. 2014 Stock Incentive Plan and Principal Financial
333-178510) pertaining te The Principal Select Savings Plan for Individual Field and The Principal Select

333-160232) pertaining te Principal Financial Group, Inc. Employee Stock Purchase Plan;

of our reports dated February 13, 2019, with respect to the consolidated financial statements and schedules of Principal Financial Group, Inc., and the effectiveness

of internal control over financial reporting of Principal Finaneial Group. Inc., inctuded in this Annual Report (Form 10-K} of Principal Financial Group, Inc. for the
vear ended December 31, 2018,

/s/ Emst & Young LLP

Des Moines. [owa
February i3, 2019




Exhibit 31.1

CERTIFICATIONS
1, Daniel J. Houston, certify that:
1. I have reviewed this annual report on Form 10-K of Principal Financial Group, Inc..
2 Based on my knowledge. this report dogs not contain any untrue statement of a material fact or omit to state a matcrial fact necessary to make the

statements made. in light of the circumstances under which such statements were made, not misleading with respect to the peried covered by this report.

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all matenal respects the
financial condition. results of operations and cash flows of the registrant as of. and for, the perieds presented i this report.

4, The registrant’s other certifying officer(s) and | are responsible for establishing and maintasming disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(c) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision. to
ensure that material information relaring to the registrant, including its consolidated subsidiaries, is made known 1o us by others within those
entitics, particularly during the period 1n which this report is being prepared:

b} Designed such internal contro! over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles.

¢} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures. as of the end of the period covered by this report based on such evaluation. and

d) Disclosed in this report any change in the registrant’s intetnal control over financial reporting that occurred during the registrant’s mest recent
fiscal quarter {the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or 1s reasonably likely 1o
materially affect, the registrant’s internal control over financial reporting: and

5. The registrant’s other certifying officer(s) and [ have disclosed, based on our most recent evaluation of internal control over financial repornng. to the
registrant’s auditors and the audit committee of the regisirant’s board of direclors (or persons perforning the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of interndl couliol uver financial reporting which are reasnnahly
likely to adversely affect the registrant’s ability 1o record. process, summarize and repoert financial information, and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting

Date: February 13, 2019

/sf Daniel J. Houston
Daniel I. Houston
Chairman. President and Chief Executive Ofticer




Exhibit 31.2

CERTIFICATIONS
[, Deanna D. Strable-Scethout, certify that:
1. [ have reviewed this annual report on Form 10-K of Principal Financial Group, [nc.:
2. Based on my knowledge. this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the peried covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition. results of operations and cash flows of the registrant as of, and for, the periods presented in this report:

La

4. The registrant’s other certifying officer(s) and | are responsible for establishing and maintaining disclosure centrols and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15¢e)) and mtemnal control over financial reporting (as defined in Exchange Act Rutes 13a-15¢f) and 15d-15(f)) for
the registrant and have:

a) Designed such disclosure controls and progedures, or caused such disclosure controls and procedures to be designed under cur supervision, to
ensure that material information relating to the registrant. including its consolidated subsidiaries. is made known to us by cthers within those
entities, particularly during the period in which this report 1s being prepared,

b} Designed such internal controt over financial reporting, or caused such internal controt aver financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

<) Lvaluated the effectiveness of the registrant’s disclosure controls and procedures and presented i thus report cur conclusions about the
effectiveness of the disclosure controls and procedures. as of the end of the period covered by this report based on such evaluation: and

dy Disclosed in this report any change in the registrant’s imternal contro! over financial reporting that occurred during the registrant’s most recent
fiscal quarter {the registrant’s fourth fiscal quarter in the case of an annual report) that has materialty affected, or is reasonably likely 10
matenially affect. the registrant’s internal control over financial reporting; and

5 The registrant’s other certifying officer(s) and [ have disclosed, based on our mest recent evaluation of internal control over financial reporting. to the
registrant’s auditors and the audit committee of the registrant’s board ot directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process. summarize and report {inancial informatien: and

b) Any fraud, whether or not material, that involves management or other employees whe have a significant role in the registrant’s internal control
over financial reporting.

Date: February 13, 2019

/s/ Deanna D. Strable-Soethout
Deanna . Strable-Soethout
Executive Vice President and Chief Franeial Officer




Exhibit 32.1

Certification Pursuant to Scetion 1350 of Chapter 63
of Title 18 of the United States Code

t. Daruel J. Houston, Chairman, President and Chief Executive Officer of Principal Financial Group, Inc., certify that (i) the Form 10-K for the period
ended December 31, 2018, fully complies with the requirements of Section 13{a) of the Securitics Exchange Act of 1934 and (ii} the information contained in the

Form 10-K for the period ended December 31, 2018. fairly presents. in all material respects, the financial condition and results of operations of Principal Financial
Ciroup. Inc.

s/ Daniel J. Houston

Daniel I. Houston

Chairman, President and Chief Executive Officer
Date: February 13,2019

1




Exhibit 32.2

Certification Pursuant to Section 1350 of Chapter 63
of Title 18 of the United States Code

1, Deanna [J. Strable-Soethout, Executive Vice President and Chief Financial Officer of Principal Financial Group, Inc., certify that (i) the Form 10-K for
the pertod ended December 31, 2018, fully complies with the requirements of Section 13(a} of the Securities Exchange Act of 1934 and (1i) the information
contained in the Form 10-K for the period ended December 31, 201 8. fairly presents. in all material respects. the financial condition and resuits of operations of
Principal Financial Group. Inc.

/s/ Deanna D, Strable-Soethout

Deanna D. Strable-Soethout

Executive Vice President and Chief Financial Officer
Date: February 13,2019




