
ll

10021636

SECURfI LES AND EXCHANUJ coMMISSION

Washington D.C 20549

ANNUAL AUDITED REPORT
FORM X1 7A5

PART III

0MB APPROVAL
OMBTuæibi 350 f2
Expires February 28 2011

Estimated average burden

hours per response 12.00

SEC FILE NUMBER

E2001
FACING PAGE

Information Required of Brokers and Dealers Pursuant to Section 17 of the

SecurlUes Exchange Act of 1934 and Rule 17a-5 Thereunder

REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER OFFICIAL USE ONLY

Principal Funds Distributor Inc FIRM ID NO

ADDRESS OF PRINCIPAL PLACE OF BUSINESS Do not use P.O Box No

71 High Street

No aria Street

Des Moines Iowa 50392

City State Zip Code

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
Jill Brown 916 941-4657

Area Code Telephone No

ACCOUNTANT IDENTIFRATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report

Ernst Young LLP

Name of mdividual state last first mddle name

801 Grand Avenue Suite 3000 Des Moines Iowa 50309

Address City Stale Zip Code

CHECK ONE
Certified Public Accountant

DPublic Accountant

EJAccountant not resident in United States or any of its possessioos

FOR OFFICIAL USE ONLY

0/aims for exemption Irom the requirement that the annual report be covered by the opinion of an independent public accountant

must be supported by statement of facts and circumstances relied on as the basis for the exemption See section 240 7a-5e

SEC 1410 6-02 Persons who are to respond to the collection of information contained

tn this form are not required to respond unless the form displays

currently valid 0MB control number

REPORT FOR THE PERIOD BEGINNING January 2009 AND ENDING
MM/DDIYY MM/DDIYY

December 31 2009

1001-11936



Oath or Affirmation

Jill Brown affirm that to the best of my knowledge and belief the accompanying financial

statements and supplemental information pertaining to the firm of Principal Funds Distributor

Inc as of December 31 2009 are true and correct further affirm that neither the Company nor

any principal officer or director has any proprietary interest in any account classified solely as

that of customer

Oci \AJY\
Chtf Financial Officer

Corn

My Commission Expires

Notary Public JuLy 12 2010

This report contains

Facing page

Statement of Financial Condition

Statement of Operations

Statement of Cash Flows

Statement of Changes in Stockholders Equity

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to

Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 5c3-3

reconciliation including appropriate explanation of the Computation of Net

Capital Under Rule 15c3-1 and the Computation for Determination of the Reserve

Requirements Under Exhibit of Rule 15c3-3

reconciliation between the audited and unaudited Statements of Financial

Condition with respect to methods of consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

Supplementary Report of Independent Registered Public Accounting Firm on

Internal Control Required by SEC Rule 7a-5
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholder

Principal Funds Distributor Inc

We have audited the accompanying statements of financial condition of Principal Funds

Distributor Inc the Company as of December 31 2009 and 2008 and the related statements of

operations changes in stockholders equity and cash flows for the years then ended These

financial statements are the responsibility of the Companys management Our responsibility is to

express an opinion on these financial statements based on our audits

We conducted our audits in accordance with auditing standards generally accepted in the

United States Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether the financial statements are free of material misstatement We were not

engaged to perform an audit of the Companys internal control over financial reporting Our

audits included consideration of internal control over financial reporting as basis for designing

audit procedures that are appropriate in the circumstances but not for the purpose of expressing

an opinion on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit also includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements assessing the

accounting principles used and significant estimates made by management and evaluating the

overall financial statement presentation We believe that our audits provide reasonable basis for

our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Principal Funds Distributor Inc at December 31 2009 and 2008 and

the results of its operations and its cash flows for the years then ended in conformity with U.S

generally accepted accounting principles

Our audits were conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The supplemental information is presented for purposes of

additional analysis and is not required part of the basic financial statements but is

supplementary information required by rule 7a-5 of the Securities Exchange Act of 1934 Such

information has been subjected to the auditing procedures applied in our audits of the basic

financial statements and in our opinion is fairly stated in alLi material respects in relation to the

basic financial statements taken as whole

February 23 2010

1001-1119316
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Assets

Cash and cash equivalents

Receivables

Affiliates

Others

Total receivables

Deferred sales commissions net of amortization

of $44683564 and $25696774 in 2009

and 2008 respectively

Income tax receivable under tax allocation agreement

Other assets

Total assets

Liabilities and stockholders equity

Liabilities

Accounts payable and accrued expenses

Deferred income tax liability net

Payables

Principal Life Insurance Company

Other affiliates

Total liabilities

Stockholders equity

Common stock $10 par value authorized 10000

shares issued and outstanding 10000 shares

Additional paid-in capital

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

See accompanying notes

Principal Funds Distributor Inc

Statements of Financial Condition

December 31

2009 2008

29845351 28543777

7945434 6462766

189222 202941

8134656 6665707

19368931 19502360

6204409 5117718

219979 214588

63773326 60044150

6916071 6858912

4440821 6387120

6388402 5840703

2391531 1800652

20136825 20887387

100000 100000

207210756 171838345

163674255 132781582

43636501 39156763

63773326 60044150
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Principal Funds Distributor Inc

Statements of Operations

Revenues

Distribution fees 12b-1 fees

Underwriting fees

Contingent deferred sales charges

Interest income

Other income

Total revenues

Expenses

Distribution expenses 12b-1 fees

Compensation and related expenses

Amortization of deferred sales commissions

General and administrative expenses

Total expenses

Loss before income tax benefit

Income tax benefit

Net loss

See accompanying notes

Year Ended December 31

2009 2008

81253170 88539810

4187010 5140383

3790099 3928727

12900 83357

2769

89243179 97695046

62502308 73851641

34346683 31004651

18986790 17668302

24022565 30323414

139858346 152848008

50615167 55152962

19739648 21910861

30875519 $33242101

1001-11193 16



Principal Funds Distributor Inc

Statements of Changes in Stockholders Equity

Balance at January 2008

Net loss

Capital contributions in the form of

forgiveness of allocated stock-based

compensation expense

Capital contributions from Principal

Management Corporation

Balance at December 31 2008

Net loss

Capital contributions in the form of

forgiveness of allocated stock-based

compensation expense

Capital contributions from Principal

Management Corporation

Balance at December 31 2009

See accompanying notes

Stockholders

EquityStock

100000 131379444 99526828 31952616

33242101 33242101

356970 12653 344317

40101931 40101931

100000 171838345 132781582 39156763

30875519 30875519

372.411 17154 355257

35000000 35000000

100000 207210756 163674255 43636501

Common

Additional

Paid-In

Capital

Total

Accumulated

Deficit

1001-1119316



Principal Funds Distributor Inc

Statements of Cash Flows

18986790

372411

17154

1946299

18853361

1086691

1482668

13719

5391
57159

547699

590879

33698426

17668302

356970

12653

2475402

16350237

710848

1267584

9718

69150

3035709

1291687

1188891

27740448

Financing activities

Capital contributions from Principal Management Corporation

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures

Noncash financing activities

Capital contribution from Principal Management Corporation

See accompanying notes

35000000 35000000

35000000 35000000

1301574 7259552

28543777 21284225

29845351 28543777

5101931

Year Ended December 31

2009 2008

30875519 33242101
Operating activities

Net loss

Adjustments to reconcile net loss to net cash used in

operating activities

Amortization of deferred sales commissions

Allocation of stock-based compensation

Equity distribution in the form of common stock to employees

Deferred tax expense

Sales commissions deferred

Changes in operating assets and liabilities

Income tax receivable under tax allocation agreement

Receivables from affiliates

Other receivables

Other assets

Accounts payable and accrued expenses

Payable to Principal Life Insurance Company

Payable to other affiliates

Net cash used in operating activities

1001-1119316



Principal Funds Distributor Inc

Notes to Financial Statements

December 31 2009

Organization

Organization and Nature of Business

Principal Funds Distributor Inc the Company is broker/dealer registered with the Financial

Industry Regulatory Authority FINRA The Company is incorporated under the laws of the state

of Washington and is wholly owned subsidiary of Principal Management Corporation PMC
PMC is wholly owned subsidiary of Principal Financial Services Inc PFSI which is wholly

owned subsidiary of Principal Financial Group Inc PFG The Company serves as the principal

contracted distributor of the Principal Mutual Funds the Funds The Company does not receive

or hold funds of subscribers or securities of issuers and does not hold customer funds or

securities Main sources of revenue include distribution and underwriting fees earned for

providing services to the Funds

Recent Accounting Pronouncements

On July 2009 the FASB Accounting Standards Codification1M Codification was launched as

the single source of authoritative nongovernmental GAAP Guidance in the Codification is

organized by Topic each representing collection of related guidance All guidance contained in

the Codification carries an equal level of authority The Company adopted guidance that

establishes the Codification as the source of authoritative GAAP for the period ended December

31 2009 The adoption required updates to the Companys financial statement disclosures and

did not impact the Companys results of operations or financial position This guidance was

formerly known as Statement of Financial Accounting Standards SFAS No 168 The FASB

Accounting Standards CodificationTM and the Hierarchy of Generally Accepted Accounting

Principles replacement of FASB Statement No 162

On September 15 2006 the Financial Accounting Standards Board issued authoritative guidance

for using fair value to measure assets and liabilities applies whenever other standards require or

permit assets or liabilities to be measured at fair value but does not expand the use of fair value

measurement This guidance establishes fair value hierarchy that gives the highest priority to

quoted prices in active markets and the lowest priority to unobservable data and requires fair

value measurements to be separately disclosed by level within the hierarchy The Companys

adoption of Accounting Standards Codification ASC No 820 Fair Value Measurements on

January 2008 for assets and liabilities measured at fair value on recurring basis and financial

assets and liabilities measured at fair value on nonrecurring basis did not have material

impact on the Companys financial statements as the only asset or liability of the Company

measured at fair value is the Companys money market investment which is cash equivalent

The fair value of the money market investment approximates its carrying amount

1001-1119316



Principal Funds Distributor Inc

Notes to Financial Statements continued

Recent Accounting Pronouncements continued

ASC 820 defines fair value as the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants at the measurement date an exit

price For ASC 820 disclosures ASC 820 establishes fair value hierarchy that prioritizes the

inputs to valuation techniques used to measure fair value into three levels

Level Unadjusted quoted prices in active markets for identical assets or liabilities

The Companys money market fund of $2424715 at December 31 2009 is Level

asset The Company has no Level liabilities

Level Inputs other than quoted prices within Level that are observable for the asset

or liability either directly or indirectly The Company has no Level assets or liabilities

Level Significant unobservable inputs for the asset or liability The Company has no

Level assets or liabilities

Summary of Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities at the dates of the financial statements and the reported amounts

of revenues and expenses during the reporting periods It is possible that actual experience could

differ from the estimates utilized

1001-1119316



Principal Funds Distributor Inc

Notes to Financial Statements continued

Summary of Significant Accounting Policies continued

Cash and Cash Equivalents

The Companys cash equivalents include money market funds The Company considers all

highly liquid investments with an initial maturity of three months or less to be cash equivalents

Deferred Sales Commission

Commission costs related to sales of Class Class Class and certain Class shares are

capitalized Deferred sales commissions related to Class shares are amortized over period of

five to six years using the straight-line method Deferred sales commissions related to Class

shares are amortized over period of 12 months using the straight-line method Deferred sales

commissions related to Class are amortized over an 18 month period Class shares are

amortized over period of 12 to 18 months using the straight-line method Such Class

commissions are those associated with payments made when the customer is not required to pay

load typically for Class share purchases of $1000000 or more

Federal and State Taxes on Income

The Companys results of operations are included in the consolidated federal and combined state

income tax returns of PFG In accordance with the intercompany tax sharing agreement the

Company is allocated income taxes to the extent it increases or reduces the consolidated group

tax liability

Deferred income tax assets or liabilities are computed based on the difference between the

financial statement and income tax bases of assets and liabilities using the enacted marginal tax

rate Deferred income tax expenses or benefits are based on the changes in the asset or liability

from period to period

Revenue Recognition

The majority of the Companys revenues are derived from services provided to the Funds The

Company receives 12b-1 fees from each fund based on percentage of the Funds average net

assets Such fees are booked as revenues as they are earned

1001-1119316



Principal Funds Distributor Inc

Notes to Financial Statements continued

Summary of Significant Accounting Policies continued

Subsequent Events

The Companys management has evaluated all subsequent events through February 23 2010

which is the date that the financial statements were issued

Related-Party Transactions

As set forth in the statements of operations the Company receives distribution Rule 12b-1 and

shareholder servicing fees from the Funds

Substantially all revenue recorded by the Company is for services provided to the Funds

Pursuant to the terms of agreements approved by the Funds shareholders under the provisions of

Rule 12b-1 of the Investment Company Act of 1940 the Company receives 12b-1 fees from each

fund based on stipulated percentage of the Funds average net assets Receivables from the

Funds related to these services totaled $7945434 and $6462766 at December 31 2009 and

2008 respectively

Additionally the Company pays to selling broker dealers portion of these fees Fees received

under the provisions of rule 12b-1 are listed as distribution fees 12b-1 fees and fees paid to

selling broker dealers are listed as distribution expenses 12b-1 fees The Company is affiliated

with Princor Financial Services Corporation PFSC through common ownership and

management Distribution expenses 12b-1 fees paid to PFSC for the sale of shares of the Funds

totaled $23572810 and $16228213 for the years ended December 31 2009 and 2008

respectively

Tn July 2008 the Company received non-cash capital contribution from its parent which

consisted of $5101931 of prepaid commissions on Class shares

The Company has entered into an expense reimbursement agreement with Principal Life

Insurance Company PLIC PLIC performs certain functions on its own behalf and on behalf of

many subsidiaries including the Company and shares the use of certain equipment personnel

and facilities with its subsidiaries On monthly basis PLIC bills the subsidiaries including the

Company for amounts due for the performance of such services and functions and the use of

such equipment personnel and facilities Amounts billed to the Company by PLIC for the years

ended December 31 2009 and 2008 were $60550560 and $62237659 respectively

1001-1119316



Principal Funds Distributor Inc

Notes to Financial Statements continued

Related-Party Transactions continued

Principal Financial Group Inc has allocated the expenses associated with its stock-based

compensation plans to each of its subsidiaries with the allocation aggregating $372411 and

$356970 to the Company for the years ended December 31 2009 and 2008 respectively As

Principal Financial Group Inc has not required the allocation to be settled in cash the amount

has been treated as capital contribution

Income Taxes

Income tax expense benefit for

following

Current

Federal

State

Deferred

Federal

State

Income tax benefit

the years ended December 31 2009 and 2008 consists of the

Year Ended December 31

2009 2008

15545353 19624073
2247996 4762190

17793349 24386263

839119 2007221

1107180 468181

1946299 2475402

19739648 21910861

The effective tax rate differs from the federal statutory rate of 35% primarily due to the effect of

state income taxes

The Company is taxed at corporate rates on taxable income based on existing tax laws The

Companys taxable income or loss is included in consolidated federal and state income tax

returns filed by Principal Financial Group Inc The companies have adopted the policy of

allocating income tax expenses and benefits to members of the consolidated group based upon

their pro rata contribution of taxable income or operating losses Deferred income taxes have

been established by each member of the consolidated group based upon the temporary

differences within each company

1001-1119316
10



Principal Funds Distributor Inc

Income Taxes continued

Notes to Financial Statements continued

The tax effects of temporary differences that gave rise to the

December 31 2009 and 2008 were as follows

Deferred tax assets

Benefit and medical plan contribution

Vacation accrual

Deferred sales commission

Annual incentive plan

State net operating loss

Other deferred tax assets

Total deferred tax assets

net deferred tax liability at

December 31

20082009

710088 436060

92350

75949 149347

212616

537425

141561

1677639 677757

Deferred tax liabilities

Deferred sales commissions

Other deferred tax liabilities

Total deferred tax liabilities

Net deferred tax liability

6026660
91800

6118460

$4440821

6970827
94050

7064877
$6387 120

Contingencies

The Company is regularly involved in litigation both as defendant and as plaintiff but

primarily as defendant Litigation naming the Company as defendant ordinarily arises out of

the Companys business operations as provider of asset management and accumulation

products and services Some of the lawsuits are class actions or purport to be and some include

claims for punitive damages In addition regulatory bodies such as the Securities and Exchange

Commission the Financial Industry Regulatory Authority arid other regulatory bodies regularly

make inquires and conduct examinations or investigations concerning the Companys

compliance with among other things securities laws and laws governing the activities of broker

dealers The Company receives requests from regulators and other governmental authorities

relating to other industry issues and may receive additional requests including subpoenas and

interrogatories in the future

1OO1-111936
11



Principal Funds Distributor Inc

Notes to Financial Statements continued

Contingencies continued

On October 28 2009 Judith Curran filed derivative action lawsuit on behalf of the Principal

Funds Inc and Strategic Asset Management SAM Portfolio in the United States District Court

for the Southern District of Iowa against Principal Management Corporation Principal Global

Investors LLC and Principal Funds Distributor Inc the Principal Defendants The lawsuit

alleges the Principal Defendants breached their fiduciary duty under Section 36b of the

Investment Company Act by charging advisory fees and distribution fees that were excessive

The Principal Defendants are aggressively defending the lawsuit

While the outcome of any pending or future litigation or regulatory matter cannot be predicted

management does not believe that any pending litigation or regulatory matter will have material

adverse effect on the Companys business or financial position The outcome of such matters is

always uncertain and unforeseen results can occur It is possible that such outcomes could

materially affect net income in future period

Regulatory Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

Rule 5c3- The Company computes its net capital requirements under the alternative method

provided for in Rule 15c3-1 At December 31 2009 the Company had net capital of $13099993

which was $12849993 in excess of its required minimum net capital of $250000

The Company is exempt from maintaining special reserve bank account under Rule 15c3-

3k1

1001-1119316
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Principal Funds Distributor Inc

Computation of Net Capital Part hA

December 31 2009

Computation of Net Capital

Total ownership equity from statement of financial

condition 43636501

Deduct ownership equity not allowable for net capital ______________

Total ownership equity qualified for net capital 43636501

Add
Liabilities subordinated to claims of general

creditors allowable in computation of net capital

Other deductions or allowable credits
______________

Total capital and allowable subordinated liabilities 43636501

Deductions and/or charges

Total nonallowable assets from statement of

financial condition Notes and 30488014

Secured demand note deficiency

Commodity futures contracts and spot

commodities proprietary capital charges

Other deductions and/or charges 30488014

Other additions and/or allowable credits ______________

Net capital before haircuts on securities positions 13148487

Haircuts on securities computed where applicable

pursuant to 15c3-1

Contractual securities commitments

Subordinated securities borrowings

Trading and investment securities

Exempted securities

Debt securities

Options

Other securities 48494

Undue concentration

Other 48494

10 Net capital
13099993

1001-1119316
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Principal Funds Distributor Inc

Computation of Net Capital Part hA continued

Computation of Alternate Net Capital Requirement

Part

22 2% of combined aggregate debit items as shown in Formula

for Reserve Requirements pursuant to Rule 15 c3 -3 prepared

as of the date of the net capital computation including both

brokers or dealers and consolidated subsidiaries debits

23 Minimum dollar net capital requirement of reporting broker or

dealer and minimum net capital requirement of subsidiaries

computed in accordance with Note 250000

24 Net capital requirement greater of line 22 or 23 250000

25 Excess net capital line 10 less 24 12849993

26 Net capital in excess of 5% of combined aggregate debit

items or $120000 12799993

Notes

The minimum net capital requirement should be computed by adding the minimum dollar

net capital requirement of the reporting broker dealer and for each subsidiary to be

consolidated the greater of

Minimum dollar net capital requirement or

2% of aggregate debits if alternative method is used

Do not deduct the value of securities borrowed under subordination agreements or secured

demand note covered by subordination agreements not in satisfactory form and the market

values of memberships in exchanges contributed for use of company contra to item 1740

and partners securities which were included in non-allowable assets

For reports filed pursuant to paragraph of Rule 17a-5 respondent should provide list of

material non-allowable assets

1001-1119316 14



Principal Funds Distributor Inc

Statement Relating to Certain Determinations

Required Under Rule 15c3-3 Part hA

December 31 2009

Computation for Determination of Reserve Requirements

Pursuant to Rule 15c3-3

Exemptive Provision

If an exemption from Rule 5c3-3 is claimed identify below the

section upon which such exemption is based check one only

kl Limited business mutual funds and/or

variable annuities only

k2i Special Account for the Exclusive Benefit

of Customers maintained

k2ii All customer transactions cleared through

another broker-dealer on fully disclosed basis Name

of clearing firm

k3 Exempted by order of the Commission

1001-1119316
15



Principal Funds Distributor Inc

Statement Pursuant to Rule 7a-5 d4
December 31 2009

There were no differences between Net Capital which is included in this audited report and Net

Capital in the Companys corresponding unaudited Focus Report Form X-17A-5 Part hA filing

as of December 31 2009

1001-1119316
16
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Supplementary Report of Independent Registered Public Accounting

Firmon Internal Control Required by SEC Rule 17a-5g1

The Board of Directors

Principal Funds Distributor Inc

In planning and performing our audit of the financial statements of Principal Funds Distributor

Inc the Company as of and for the year ended December 31 2009 in accordance with auditing

standards generally accepted in the United States we considered its internal control over

financial reporting internal control as basis for designing our auditing procedures for the

purpose of expressing our opinion on the financial statements but not for the purpose of

expressing an opinion on the effectiveness of the Companys internal control Accordingly we

do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities The study included tests of such

practices and procedures that we considered relevant to the objectives stated in Rule 17a-5g in

making the periodic computations of aggregate indebtedness or aggregate debits and net capital

under Rule 17a-3a1 and for determining compliance with the exemptive provisions of

Rule 15c3-3 Because the Company does not carry securities accounts for customers or perform

custodial functions relating to customer securities we did not review the practices and

procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a- 13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected

benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SEC above-mentioned objectives Two of the objectives of internal control and the

practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from

1001-1119316
17
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unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis material weakness is

deficiency or combination of deficiencies in internal control such that there is reasonable

possibility that material misstatementof the entitys financial statements will not be prevented

or detected and corrected on timely basis significant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet

important enough to merit attention by those charged with governance

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and was not designed to identify all deficiencies in internal control that might be

deficiencies significant deficiencies or material weaknesses We did not identify any

deficiencies in internal control and control activities for safeguarding securities that we consider

to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2009 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on

Rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers

and dealers and it is not intended to be and should not be used by anyone other than these

specified parties

7LLP

February 23 2010

1001-1119316
18
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Report of Independent Accountants on Applying Agreed-Upon Procedures

To the Board of Directors and Management of

Principal Fund Distributor Inc

We have performed the procedures enumerated below which were agreed to by the Board of

Directors and management of Principal Fund Distributor Inc the Securities Investor Protection

Corporation SJPC the Securities and Exchange Commission and the Financial Industry

Regulatory Authority in accordance with Rule 7a-5e4 of the Securities Exchange Act of

1934 We performed the procedures solely to assist the specified parties in evaluating Principal

Fund Distributor Inc.s compliance with the applicable instructions of the Transitional

Assessment Reconciliation Form SIPC-7T for the period April 2009 through December 31

2009 Principal Fund Distributor Inc.s management is responsible for Principal Fund

Distributor Inc.s compliance with those requirements This agreed-upon procedures

engagement was conducted in accordance with attestation standards established by the American

Institute of Certified Public Accountants The sufficiency of these procedures is solely the

responsibility of those parties specified in this report Consequently we make no representation

regarding the sufficiency of the procedures described below either for the purpose for which this

report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7T with respective cash

disbursement records including copy of the check and bank statement There were no

findings

Compared the amounts reported on X-17A-5 with the amounts reported in Form SIPC-7T

for the period from April 2009 through December 31 2009 There were no findings

Compared any adjustments reported in Form SIPC-7T with supporting schedules and

working papers including monthly revenue detail from the general ledger There were no

findings

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in the

related supporting schedules and working papers supporting the adjustments There were

no findings
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We were not engaged to and did not conduct an examination the objective of which would be

the expression of an opinion on compliance with the applicable instructions of the Transitional

Assessment Reconciliation Form SIPC-7T for the period from April 2009 through

December 31 2009 Accordingly we do not express such an opinion Had we performed

additional procedures other matters might have come to our attention that would have been

reported to you

This report is intended solely for the information and use of the specified parties listed above and

is not intended to be and should not be used by anyone other than these specified parties

February 23 2010
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SECURITIES INVESTT.R PROTECTION CORPORATION
805 15th St NW Suite 800 Washinqlon D.C 20005-2215

202-371 8300

Trsrsitional Assessment Reconciliation

nao caeuiy me iuircr iansn your WoO np Copy henre oorcralicp riO Form

050200 FINRA DEC

PRINCIPAL FUNDS DISTRIBUTOR INC 1718

ATTN COMPLIANCE

1100 INVESTMENT BLVD STE 200

EL DORADO HILLStA 95762-5710

2%PEV 2i091

General Assessment item 2e from page not less than $150 minimumI

Loss payment made with SiPC-6 lied including $150 paid with 2008 SIPC-4 texciude interest

Date Paid

Loss prior overpayment applied

Assessment balance due or toverpayment

Interest computed on late paynrent sea irrruction El hr_days at 20% pet annum

Total assessment balance and interest dcc 4or nveroaynrent cameo torwaro

S___________

/50.00

0----
-0-

$--
PAID wr tHIS FORM
Check enclosed payabe to SIPC

Total nrusl no same as abovei

Overpayment carried torwm
Si _____

Subsidiaries ace predecessors included in this term give name and 1934 Act registration nurn.hrir

The Si PC member suhmttng th.s torm anc tire

person by whom it Is executed represent thereby

that ab ntormarcn contained rerein is true correct

and complete

cn.c DM0 /M OEfkr

Received Reviewed

Documentation
Forward Copy

SPCTT

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENOH4GS

Name et Macher addrncs Designated Examining Authority 1934 Act rogistratOn no cci nrch in which tiscat year ends tor

c.crooses ot the audit reeuirenrent 320 Rule Pa-S

Note It -my 01 the into ccatlon shown en tire mailing abel

reeuires correction please c-meL any corrections to

tornr@sipcmirg and so indicamn on th.e tern tied

Name ccc telephone number et person to contact

teseecting this term

Lx5rnvZA sjjbdi

Dated he Wry et 20jQ_

This tor acd It-c aseessment paymert is due 60 days etter the end of the fiscal year Retain he Working Copy this term

4r- pertort of ccl terra than ycars 4rc latest years in an easily accessible ptaoe

cx
cr.

Cr. _________

31r cstmarked
lLJ

Calculations

ca Sxceprs

x-
Dispesrien nt exceptions



CiERMINATI3N OF SIPC NET OPERAUNG REVENUES

AND GENERAL ASSESSMENT

item No
1cM .eveiu FOC5 .r 12Nrt IA Lii Code 4030

lb Addut crs

loft avwuues sm re securt.es busrin sjbsudusqes except lore 3n sbbslaidres

predecessors not included above

.2 Net Ion Iron princoa transaci.ons sn tradng accounts

Net loss troin prlrupa trw sasoia ii c3mmditlas in trad sg accounts

rest nfl oividend expense deducted deterflitiPg item 2$

16 Net oss from managevret of or partucr on In tne undrwritlrg or disInbjtlor of necurit Cs

Eoensas her man aavert.sirg orictng regusnlion ten and legal .es deducied deterining ret

pot rem naagemnt ol or paticiastics .i bndewrvng or dls.rieutton of secufliei

Net loss from secu.flies In ivestnent accouts

Total addttions

Deductiis

Revenues from tie distrlbjtion oP mas ot iegistesd open end investment company ur urit

tvestment trust torn the sae variable anuues host the busIness inecrancs from investment

aivisory services rendered to eqlnred investment compatuas or ineuranca conpany qeoarate

accoutts and ror trarsacuons securty tut.res products

Qnuiias rn coirr odily transactions

13j Cornase cot brolrorage cid e.eariite pad to crier $IPC remben qcjwi v.11%

sacuniues transactiont

Pa.mg5epeq for orstege ii connectl6r wIti ptcxy solicitatiun

I5 Net qa.n fnrn tr.jiltisg In nvfr nt 3ccourtz

16 100% of ccrnrCsswns end markjps esisd from ansacots certtflcre3 oP uepeslt and

Pd treasurv bRim os.s accepuices or ccrarcial vtrr thai iralure hire mcntha cr Ins

fron Issuance cats

fl 3lrect exoInns of piitlng acvertisrng and age fgp ncurec crlctiOn will outer revenue

related to tue securiles ts.ess revenl.e ne4ed by Sectfor t63L of the Acli

16 Otts ravens elated eitlle drectv cr nolMcdy to the securities business

See Instjc.on C1

Amounts for the fiscal pcrloa

beghflg ru 2009

and ending
20

Etiminete cents

LT 1QLI

-0-

.00-

-0-

702J51 .1

eq-p

-0-n __
-0--

S0

ji fret interest ard dividend esoerse iF3CtI$ Line 22PART 11 LIne 13

Code 4075 olus ire Pbttl aoove bul rot excess

of eta .ntereat nrd giv.douc .wgJ $_______

to% ci iiteres earred c4aomers securities eccourtc

.40% lOCUS ire Cede 32601 $_______

Eer be grflhr ut line ii et ii

Tale ceductions

20 SIPC Me Opratng Revetues

General Assessment 0C2$

c-U

rffi
--

to page but not tess thzn

$150 nirimum
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