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Annual Report Presentation
We are presenting our annual report in two parts. This section provides a company overview and financial highlights.
The second section, “2005 Financial Report,” provides more detailed financial information.



In the United States alone:

6 million businesses continue to seek cost-effective
employee benefits solutions;

39 million employees of small and medium-sized
businesses will have to prepare for retirement
without the guarantees of a defined benefit
pension plan;

76 million baby boomers will need to figure out a
way to turn their retirement assets into a stream of
income they won’t outlive.

And there’s probably not a single worker anywhere
who couldn’t use some help in developing and
executing a financial plan.)

Clearly, achieving financial security and success
isn’t easy. But it is possible. Most businesses and
individuals just need somebody to lean on.

That’s where we come in.
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To Our Shareholders

At the Principal Financial Group® (The Principal®), we’re focused
on giving customers an edge – through personal attention
and understandable, affordable solutions:

• For employers – benefit programs to help attract and
retain employees;

• For employees and other individuals – education and
tools to make sense of retirement, investing and
insurance; and

• For institutions – world-class asset management.

Today, more than 15 million customers rely on The Principal to
help achieve their financial goals. Over the past five years, we’ve
added 4.6 million new customers, an increase of 42 percent.
This has helped drive strong financial performance, propelling
our share price up 131 percent since our October 2001 IPO1 –
more than eight times the growth in the S&P 500 Index over
the same period.

Just as customers have come to depend on us, so have
shareholders… for sustainable, profitable growth. While our
results for 2005 were truly outstanding, what made the year a
resounding success was that we continued to achieve balance –
by investing in both current and future performance, and by
delivering on our commitments to customers, employees
and shareholders.
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Delivering Strong Results
The Principal has five key performance measures2. In 2005,
each grew significantly, each reached an all-time high. Our
record results reflect continued strong sales and customer
retention, prudent investment of resources, and disciplined
management of expenses.

• Operating earnings increased by $98 million, or
13 percent, to a record $862 million.

• Operating earnings per diluted share (EPS) increased
22 percent to a record $2.97, driven by strong
operating earnings growth and share repurchases.
The company bought back 22.1 million shares for $867
million (proceeds from our June 2005 preferred stock
offering funded $542 million of the total).

• Net income available to common stockholders increased
9 percent to a record $901 million, reflecting strong results
from operations.

• Assets under management (AUM) increased $28 billion,
or 17 percent, to a record $195 billion, driven by strong
growth in our U.S. and international asset management
and accumulation businesses.

• Return on Equity (ROE) advanced 150 basis points to
13.8 percent, reflecting strong operating earnings growth
and effective ongoing management of the
organization’s capital.

We also achieved record performance in our operating
segments, demonstrating our ongoing success: accelerating
growth in our U.S. and international retirement businesses;
building a competitive global asset manager; and profitably
growing our life and health insurance businesses. In 2005:

• Each of our operating segments produced record
operating earnings;

• Our U.S. and International Asset Management and
Accumulation segments each achieved record assets
under management; and

• Each of our three key retirement and investment products –
Full Service Accumulation, Mutual Funds, and Individual
Annuities – delivered record sales, totaling $11.5 billion
for the year.

Investing in the Future
In 2005, we continued to prepare for the future. This starts
with understanding what growing businesses and their
employees need, and how those needs are changing.

So what’s changing? To control costs, employers are
increasingly shifting financial and decision-making
responsibility for retirement and insurance protection to
their employees. In turn, employees are increasingly looking
for personalized, “do-it-for-me” solutions to achieve
financial security.

How are we responding? We spend a lot of time asking
customers questions. Then we use what we’ve learned to
build new product and service solutions.

• For growing businesses, we continued: to help develop
effective investment programs; to enhance our bundled
retirement offering; and to expand our array of affordable
and meaningful insurance benefits.

• For employees and other individuals: we added to our
worksite offerings; increased access to investment advice;
intensified our focus on retirement income management,
as well as on health and wellness; and expanded
investment choice for the individual investor.

In 2005, we also continued to invest in and expand our
leading local sales and service resources – strengthening
our ability to meet the needs of growing businesses and their
employees. And we continued to work with the marketing and
distribution alliances we’ve developed over the past several
years in our retirement, investment and insurance businesses.
These efforts were particularly well rewarded in our full
service accumulation business, where alliance-related sales
increased 29 percent from 2004 to a record $2.3 billion.
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Leading by Example
At The Principal, our core values continue to guide what we do.
And that has propelled us to a leadership position unmatched
in the U.S. retirement services industry.

• #1 in bundled 401(k) plans (Treasury and Risk magazine,
May 2005);

• #1 in nonqualified deferred compensation plans
(PLANSPONSOR magazine, December 2005);

• #1 in employee stock ownership plans (PLANSPONSOR
magazine, June 2004);

• #2 in defined benefit plans (internal research,
December 2003);

• #2 in funding agreement backed notes (Standard &
Poor’s, September 2005);

• #3 in investment only guaranteed investment contracts
(LIMRA, September 2005);

• #3 in plan termination annuities (LIMRA,
September 2005).

While competitors have focused on Fortune 500 companies
and high net worth individuals, The Principal has built more
than 60 years of experience meeting the needs of small and
medium-sized businesses (SMBs) and their employees. Today,
more than 100,000 SMBs trust The Principal to deliver
business and employee benefit solutions.

During the year, we continued to be a leading advocate for
growing businesses and their employees, and to advance
legislation focused on retirement and financial security. Our
DB(k) proposal3 reflects our ongoing commitment to helping
the millions of Americans who lack the guarantees of a
defined benefit pension plan. We also continued to add
services to help customers during their most difficult times,
including: specialized services for high-risk infants; direct
access to an Employee Assistance Program for members
experiencing a long-term disability; grief support services
and a financial services hotline for beneficiaries of group and
voluntary term life insurance; and expedited service to those
affected by Hurricanes Katrina and Rita.

In 2005, our employees raised nearly $3 million for charitable
causes, including nearly $450,000 for hurricane relief. Our
employees also gave more than 27,000 hours of time to
various charitable causes through our Volunteer Time Off
program. We were extremely proud to receive two United
Way Summit Awards, given for the exceptional commitment
of our employees to our communities, through both financial
support and volunteer involvement. The Principal Financial
Group Foundation, Inc. also made a difference, giving more
than $11 million to support education, affordable housing,

health and human services, and the arts.
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Continuing Success
We believe we’ve built a sturdy foundation for future
success in an environment rich with opportunity.

• Competitive strength – In addition to our broad
leadership in the U.S. retirement services market,
Principal International has built top five positions in
Brazil (pension), Chile (payout annuities), and Mexico
(pension). The Principal also ranks #4 in the U.S. in
non-medical insurance (dental, life and disability),
based on group coverages in force (2004 LIMRA
Inforce Surveys).

• Exceptional investment performance – Principal Global
Investors ranked #5 in net assets gained in 2005
(Money Management Letter), reflecting exceptional
investment performance. As of year-end, more than
89 percent of the retirement plan assets Principal Global
Investors managed were in the top two Morningstar
quartiles for both the one and three-year periods.

• Multiple sources of superior growth – At year-end, six
of our businesses each had a three-year compounded
annual growth rate for operating earnings in excess of
15 percent – Full Service Accumulation, Principal Global
Investors, Principal International, Mutual Funds,
Individual Annuities and Specialty Benefits.

• An environment rich with opportunity – The needs
of Baby Boomers alone are driving unprecedented
opportunity, and The Principal is uniquely positioned to
help – through a broad array of accumulation vehicles,
investments designed specifically for retirement savings,
retirement income management solutions, and
personalized guidance. Similar opportunity exists for
us in the seven countries in which we operate in Latin
America and Asia, where we’re focused on pre-retirement
savings, long-term mutual funds and post-retirement
payout. We expect this opportunity to grow significantly
over time, especially as employer-based defined
contribution emerges in China and India. We’re also
strongly positioned for success with voluntary benefits,
consumer-driven healthcare, and nonqualified solutions,
meaningful opportunities for each of our life and health
insurance businesses.

Somebody to Lean On
As of year-end 2005, some 570,000 individuals and
institutions owned Principal Financial Group, Inc. common
stock, the vast majority since our IPO. We are very proud that
by consistently delivering on our promises, we’ve established
The Principal as a company investors want to own for the
long term.

We view 2005 as a continued testament to our
comprehensive portfolio of product and service solutions,
powerful distribution network, operational efficiency,
disciplined risk management, and perhaps most importantly,
to our people – high quality, engaged employees, with an
uncompromising focus on meeting customers’ needs.

In the pages that follow, we’ve provided additional detail
on our accomplishments, and our investments in the future.
While we are very pleased with what we achieved in 2005,
we recognize there is still more for us to do. We’ll continue to
strive to be a great organization, and to deliver dependable
earnings growth and superior shareholder returns.

Your opinion is important to us. As always, we hope you
will continue to share your questions, comments and
concerns, and that you will cast your vote in time for the
Annual Meeting of Shareholders, which is on May 16, 2006.
On behalf of The Principal, thank you for your
continued support.

J. Barry Griswell, Chairman and Chief Executive Officer

Lean on us...
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…to help build for the future
Getting from work to retirement can seem like a pretty
daunting task. What do you do? How much should you
save? Where do you begin?

Fortunately, this is where worksite solutions from
The Principal can help. We have everything you need to
plan for your future, from simple tools to help you get
started to a wide range of savings and investment products.

We know how to make the process as simple as possible.
So no matter how far away your goal might seem,
The Principal can give you the edge in getting there.



8

the principal financial group 2005 annual report

$20.50

$24.00

$30.13

$33.07

$40.94

$47.43

IPO Opening
10/23/01 12/31/01 12/31/02 12/31/03 12/31/04

Closing Price
12/31/05

20

25

30

35

40

45

$50



9

…to invest with confidence
In the four full years since our initial public offering, we’ve
improved our return on equity by 490 basis points, to
13.8 percent as of December 31, 2005. Over the same
period, we increased assets under management by
$97 billion, or 99 percent, and operating earnings by
$286 million, or 50 percent.

Since our IPO, we’ve returned nearly $600 million in cash to
shareholders, increasing our annual common stock dividend
by 160 percent from the initial cash dividend.

And we’ve returned more than $3.2 billion to shareholders
through share repurchases, while increasing our market
capitalization by nearly $6 billion since going public.

Promises made, promises kept. That’s The Principal edge
for investors.
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…to achieve work/life balance
A great place to work is more than career training.
It’s more than competitive benefits and compensation.
And it’s more than opportunities for development and
advancement. It’s all of these, plus making your kids
t-ball game or dance recital.

At The Principal, we give our employees an edge by
remaining committed to providing work/life balance.
That commitment continues to translate into employee
satisfaction. (Which in turn has translated into improved
productivity – compared to 2001, operating earnings
per employee has increased by 45 percent.)

In 2005, we received all-time high results in our annual
employee opinion survey, and 95 percent retention of
our top performers. And we continued to be widely
recognized as a premier employer, winning multiple
honors, including a place on the prestigious Fortune
100 Best Companies to Work For list, our fourth
consecutive year.
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U.S. Asset Management and Accumulation
U.S. Asset Management and Accumulation consists of:
asset accumulation operations (Retirement and Investor Services),
which provide integrated retirement savings, payout solutions and
related investment products and services to growing businesses,
their employees and other individuals, as well as not-for-profit
organizations, and large financial institutions and employers; and
Principal Global Investors, our U.S.-based global asset manager,
which provides investment management to large U.S. corporate,
private and Taft-Hartley pension funds, U.S. endowments and
foundations, and non-U.S. institutions. As of December 31, 2005,
segment assets under management reached a record
$164.3 billion, an increase of 16 percent from year-end 2004.

Asset Accumulation products and services are distributed
through: retirement sales and service representatives; affiliated
financial representatives; affiliated and unaffiliated registered
representatives; independent brokers; Principal ConnectionSM

(corporate and field); financial institutions; consultants; and the
internet; and asset management through institutional marketers,
consultants, and financial intermediaries.

Asset Accumulation
Full Service Accumulation (FSA): Products and services for
defined contribution (DC) pension plans, including 401(k) and
403(b) plans, as well as defined benefit (DB) pension plans, non-
qualified executive benefit plans and Employee Stock Ownership
plans. FSA serves some 42,000 employers and 2.7 million
plan participants.

Full Service Payout: Products offer flexible income options to
pension plan participants who have retired or left their
employment, as well as solutions for funding liabilities of
terminating defined benefit plans.

Investment Only: Services include guaranteed investment
contracts and funding agreements, which pay a specified rate
of return, either fixed or based on an external market index.

Mutual Funds: The Principal offers a wide array of mutual fund
investments to help individuals achieve their long-term financial
objectives. Our mutual funds are managed by Principal Global
Investors’ investment professionals, as well as by independent
firms. We have 55 Principal Investors Fund, Inc. portfolios
available as investment choices through Principal AdvantageSM

to address the retirement plan market. These portfolios are also
available as IRA rollovers. Thirty-three of these portfolios are sold
in the retail market through Class A and Class B shares. We also
have 31 Principal Variable Contracts Fund portfolios available as
investment choices for variable annuity and variable life contracts
issued by Principal Life Insurance Company.

Annuities and payout solutions: The Principal offers a variety of
annuities including variable, fixed deferred, indexed, and income
annuities to meet individual investor needs. Annuities offer a tax-
effective means of accumulating retirement savings, as well as a
tax-efficient source of income during the payout period.

Principal Bank: Our direct bank offers a full array of traditional
consumer banking products and services, including checking
and savings, health savings accounts, online bill payment, credit
cards, and home equity loans. Our e-banking strategy enables
us to control costs and offer competitively priced, easy-to-access
products and services to customers who can transact their banking
business 24 hours a day, 365 days a year, through the Internet or
other electronic means, our Call Center or through the mail.

Asset Management
Principal Global Investors manages assets worldwide on behalf
of institutional clients, including retirement plans, endowments,
foundations and insurance companies. The firm’s extensive global
investment capabilities encompass U.S. and international equity,
fixed income and U.S. commercial real estate investments, as
well as specialized overlay and advisory services. Principal Global
Investors has established long-term relationships with a broad
range of institutional clients throughout North America, Asia,
Australia and Europe. Principal Global Investors’ team includes
more than 400 investment professionals in offices around the
world, covering investment markets in more than 50 countries.

Financial Highlights for U.S. Asset Management
and Accumulation
• Segment operating earnings were a record $538 million,

an increase of 8 percent from 2004, including record
performance for: FSA, up 10 percent; Principal Global Investors,
up 33 percent; Individual Annuities, up 10 percent; and
Mutual Funds, up 17 percent.

• Organic sales of our three key retirement and investment
products – FSA, Mutual Funds and Individual Annuities –
reached a record $11.5 billion, up 13 percent from 2004,
including record FSA sales of $6.1 billion, an increase of
17 percent.

• Record account values and assets under management (AUM):

• FSA account values increased $8 billion, or 12 percent to a
record $77 billion, driving account values for our U.S. Asset
Accumulation businesses up 11 percent to a record
$120 billion.

• Principal Global Investors’ increased AUM by 14 percent to a
record $145 billion. Strong investment performance across all
major asset classes helped Principal Global Investors win a
record 111 new institutional mandates, driving third party
AUM up 40 percent to a record $41 billion.

At a Glance
The Principal Financial Group – Operating Segments

the principal financial group 2005 annual report
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International Asset Management and Accumulation
Our International Asset Management and Accumulation
segment consists of Principal International, which provides
retirement products and services, annuities, long-term mutual
funds, and related financial services to businesses, their
employees and other individuals, as well as institutional asset
management, in select markets outside the United States.
Principal International has operations in Brazil, Chile, China,
Hong Kong, India, Malaysia and Mexico. As governments and
businesses around the world continue to reexamine their roles in
pensions and retirement, Principal International enables the
organization to capitalize on this opportunity. Principal
International’s distribution consists of affiliated financial
representatives; retirement services sales representatives;
financial institutions; unaffiliated brokers; direct distribution to
customers; and investment consultants.

Financial Highlights for International Asset Management
and Accumulation
• Operating earnings for the segment were a record

$71 million, an increase of 76 percent from 2004.

• Segment AUM reached a record $15.4 billion at year-end,
up more than $3 billion, or 33 percent on an organic basis,
reflecting strong growth in Principal International’s asset
accumulation businesses, and continued success in leveraging
local country asset management capabilities.

• Return on equity reached 8.1 percent at year-end, continuing
to progress strongly toward the segment’s targeted ROE of
10 percent by 2010.

Life and Health Insurance
The Life and Health Insurance segment offers a broad range of
group and individual insurance products to meet the financial
protection and security needs of growing businesses and
individuals throughout the United States. We focus our products,
services and marketing expertise on serving businesses, business
owners, senior executives, employees and other individuals by
delivering high value solutions for risk protection, as well as for
estate planning, business continuation, executive benefits and
financial planning needs. The segment consists of three
divisions: Individual Life Insurance; Health Insurance (group
medical, including combined high deductible health plans with
health savings accounts, wellness programs, and administrative
services); and Specialty Benefits (group dental and vision
insurance, group life, and group and individual disability
insurance). The segment serves 77,000 employers and 5.4 million
covered members. Principal Life Insurance Company ranked as
the seventh largest U.S. life insurer (based on statutory assets as
of year-end 2004). Insurance products and services are
distributed through: affiliated financial representatives;
independent brokers; affiliated and unaffiliated registered
representatives; General Agents; individual disability sales
representatives; Group Benefits sales representatives; medical
national account sales representatives; non-medical sales
representatives; and individual life sales representatives.

Financial Highlights for Life and Health Insurance
• Record operating earnings for the segment of $274 million,

an increase of 7 percent from 2004, including record results for
Individual Life, up 7 percent, and for Specialty Benefits, up
26 percent.

• Key milestones in 2005 include: $100 billion of Individual Life
insurance in force and $1 billion of premiums and fees for
Specialty Benefits.

• Group medical covered members grew 8 percent to 620,000
driven by 16 percent growth in our target states, and
reflecting the strong positive impact of improved network
discounts on target state sales and retention. Wellness
lives increased strongly, as well, up 44 percent to 96,000
as of year-end.
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Investing for the future…

the principal financial group 2005 annual report

1 Covers the four critical categories – defined benefit, defined contribution, employee stock ownership and nonqualified retirement.

In 2005, we continued to make significant investments in our
future success, enhancing our array of solutions and guidance
for businesses, employees and other individuals, building on
our leading sales and service, and leveraging our
advanced technology.

...in value-added solutions
Taking care of business
• Bundled solutions – Employers are increasingly

demanding bundled services to reduce costs and
growing administrative burdens. During the year, we
continued to expand Principal Total Retirement SuiteSM,
our comprehensive retirement plan consulting and
administrative services offering1, including enhancements
to retirement benefit projection capabilities, and to plan and
participant data management, speeding service to both
employers and plan participants.

• Effective investment programs – We continued to invest in
and refine The Principal Due Diligence ProgramSM, which
selects and monitors a wide array of premier investment
managers to help ensure high quality, diversified
investment options.

• Cost-effective health benefits – New programs include
a series of high-deductible health plans, a health
reimbursement arrangement, and a small group
wellness product to continue helping employers balance
health costs within their overall benefits budget. We also
began expansion of our Health Savings Account business
on a stand-alone basis, and as a fully integrated offering for
high-deductible health plan clients, leveraging our robust
administrative platform, excellent service and broad
savings and investment capabilities.

• Individual life business solutions – We introduced Principal
Universal Life AccumulatorSM and Principal Universal Life
Protector IISM, both ideal solutions for business needs such as
succession planning and supplemental retirement benefits.

• Industry certification – The Principal received SAS 70
certification for our nonqualified deferred compensation plan
administrative services – independent, industry standard
assurance regarding the effectiveness of our internal
controls and processes – helping clients avoid auditing
expenditures that would otherwise be needed to obtain
similar assurance.

Do-it-for-me
• Worksite solutions – We continued to invest in

Principal Retire SecureSM and Principal Work SecureSM,
programs designed to help employers and their financial
advisors provide employees easy access to personalized
guidance and financial solutions, at the workplace, by a
team of salaried financial professionals.

• Retire Secure provides employees of retirement plan
customers access to simplified enrollment, automatic
deferral increases and life stage funds for simplified
investing, as well as to needs analysis tools, a financial
plan, and resources to help execute that plan.

• Work Secure features include one-on-one education
and needs analysis, access to an array of voluntary
benefits such as dental, disability and life insurance,
and access to financial planning tools, services and
resources to execute financial plans.

• Investment advice – We expanded the Principal Managed
Account ProgramSM, which delivers personalized investment
advice tailored to each retirement plan participant,
including a quarterly rebalance and review of their
investment plan at least annually. Participants have access
to the program at enrollment meetings, through telephone
counselors and online. The service is offered to plan
sponsors at no cost and plan participants electing the
service pay a competitive asset-based fee.

• Retirement income management – We introduced Principal
Voluntary Rollover Income Annuity, which helps retirees
deal with two key issues – lifetime income and inflation.
Employers can provide this as a voluntary benefit to help
retirees convert retirement savings into a guaranteed lifetime
income, while leveraging group purchasing power to
enhance payouts.
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More choice for the individual investor
• We introduced new A and B shares of our Principal

Investors Fund, Inc., making available to individual
investors and their financial professionals 33 investment
options, including popular lifetime funds and a unique
preferred securities option, sub-advised by 14 well-known,
experienced investment managers.

• We introduced The Principal Investment Plus Variable
AnnuitySM, which offers an optional living benefit rider,
Investment Protector Plus. Investment Protector Plus
protects investors from market loss while providing the
opportunity for upside market potential. It guarantees
the investor can receive withdrawals up to 7 percent of
premium until their investment has been returned or
5 percent for life regardless of the contract value.

• Principal Bank introduced safe harbor IRAs, helping
employees save for retirement by preserving the tax
advantaged status of the distribution from their 401(k)
plan, and avoiding penalties associated with these
cash distributions.

Health and wellness
2005 was marked by continued expansion of the health
business’ range of online tools, resources and programs to help
medical members get and stay healthy. During the year, we:

• Made American Cancer Society Quitline available to all
health plan members;

• Launched Principal HealthyEssentialsSM, offering employers
a complete employee wellness strategy, including onsite
health screenings and resources to encourage healthy
lifestyles and smart healthcare decisions;

• Expanded “Healthy Connections” education, a
comprehensive array of care management programs
and tools to help members assess their health, access
recommendations, and make key health decisions; and

• Introduced new care management programs to identify
potential health risks or chronic conditions, and engage
plan members in managing their health and mitigating
the risk.

...in tools, education and guidance
The Principal continues to help employees understand and
maximize the value of their employee benefits, to help
employers address the complex rules governing qualified
retirement plans and other benefits, and to help financial
professionals better serve the needs of their clients.
In 2005, we:

• Unveiled Principal Hire Through RetireSM education, an
integrated suite of education and enrollment tools for
employers who offer both defined benefit and defined
contribution pension plans. The program includes a new
Total Benefit Statement, enabling employees to better
understand what the employer has provided as a
retirement benefit, and to make more informed decisions
in their efforts to achieve retirement security.

• Published “Bridging the Income Gap with Annuities –
A Plan Sponsor’s Guide,” providing employers guidance
on using income annuities to meet the needs of retirees
without adding burdensome costs and administrative
issues to company-sponsored retirement plans.

• Released “Fiduciary Issues for Financial Professionals
Under ERISA,” covering such plan concerns as selection
and monitoring of investment options, evaluation of
expenses, and reporting requirements.

• Published our fourth Best Practices Guide on using
employee benefits to recruit, retain and motivate top
talent, based on our nationwide search, The Principal
10 Best Companies for Financial Security.

• Developed educational materials to help participants
decide if Roth 401(k) contributions could be a fit for
them, and to help financial professionals educate
clients about this new post-tax savings alternative.

• Provided broker education – Toured the U.S. to educate
brokers: on consumer-driven healthcare as an affordable
way to offer employees healthcare, in light of increasing
employer interest and acceptance; and on the impact of
the American Jobs Creation Act on nonqualified deferred
compensation plans.
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• Continued our free educational series to help women
business owners grow their businesses, covering a variety
of topics such as financial strategies, networking, and
recruitment and retention strategies.

• Created Principal Benefits ExchangeSM. Using live web casts,
printed materials and local seminars, this program gives
employers and financial professionals in-depth information
about industry trends, benefit strategies, and a variety of
plan administrative tasks, such as compliance testing
and audits.

...in sales and service

Local sales and service remain a true competitive advantage
for The Principal, enabling us to meet the special needs of
SMBs and their employees. In 2005, we continued to expand
our resources. As of year-end:

• Our captive retirement sales force was more than 100
strong in 40 local offices, maintaining relationships with
more than 11,000 independent brokers, consultants
and agents;

• We had more than 150 local retirement service reps,
focused on the needs of plan sponsors, and 120
education specialists to provide support to retirement
plan participants; and

• In our life and health insurance businesses, we had more
than 1,000 career agents, nearly 150 medical, non-
medical and life wholesalers, and more than 100
service representatives.

During the year, we also continued to enhance our strong
marketing and distribution networks: leveraging and
strengthening existing alliances; selectively adding new
relationships; and making additional refinements and
changes to drive future revenue and earnings growth.

U.S. retirement businesses
• We continued to build and strengthen relationships with

a variety of marketing and distribution partners, driving
alliance-related sales up 29 percent in 2005 to a record
$2.3 billion, with seven different alliances resulting in more
than $100 million of new business. Our retirement products
are now on the shelf of three of the five largest wirehouses,
as well as the two largest independent broker dealers in
the U.S.

• We continued to expand our number of Emerging Market
Reps, increasing small case sales by 35 percent, as well as
our channel developer resources, which together resulted
in more than 1,000 financial professionals writing their first
retirement plan with The Principal during the year.

• Expansion of our Principal Connection resources enabled
us to retain more than $4 billion of assets at risk due to job
changers and retirements, including nearly $1.6 billion into
our retail products.

Principal Global Investors
• We continued to expand resources actively marketing

Principal Global Investors’ investment products in our four
international offices (London, Tokyo, Singapore and
Sydney), which has enabled us to nearly quadruple assets
from non-U.S. clients to $8 billion in only three years. We
also continued to expand marketing resources dedicated to
separately managed accounts sold through retail brokerage
firms, with solid early results and promising opportunities
for future growth.

• Principal Commercial Funding II, our new commercial
mortgage backed securities business, jointly-owned with
U.S. Bank, not only provides an efficient source of capital for
growth going forward, but also creates a network of more
than 175 loan originators sourcing investment
opportunities across the U.S.

Investing for the future…, continued

the principal financial group 2005 annual report
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Principal International
• In August, we entered a joint venture with China

Construction Bank – one of the best financial services brand
names in China, with a network of nearly 15,000 retail
branches – to market retail mutual funds and potentially
other financial services in the People’s Republic of China.
In November, the venture raised $771 million in its first
mutual fund venture, the largest mutual fund IPO in China
through 2005.

• At year-end, Indian Bank agreed to join our insurance
brokerage venture in India, adding 1,500 branches to
our existing distribution network. Other important
enhancements in 2005 include more than doubling
the captive direct sales force in India to nearly 140,
and increasing the AFORE sales force in Mexico by
nearly 40 percent, adding more than 200 brokers
and independent agents, and nearly 600 new
pension promoters.

Life and Health Insurance
• Within the life, health and specialty benefits divisions,

we continued to focus on increasing our marketing and
distribution resources, as well as improving productivity,
including: hiring experienced producers and field
management to strengthen our presence in key markets
and increase our presence in underserved markets; adding
to our strong base of specialist wholesalers; adding sales
support staff, which is helping improve close rates; and
entering new alliance relationships to expand our
independent producer community.

...in technology
We also continued to make a meaningful investment in
Information Technology (IT) – an investment in the efficiency
and growth of the organization, and importantly, an
investment in being easy for customers to do business with.
During the year, for example, we leveraged the extensive
payroll reporting capabilities developed for our pension
business for the Health Savings Account business. IT was also
critical to execution of our worksite strategy, as we leveraged
existing technology to improve call center applications and
add new online capabilities such as our retirement income
calculator and disability claims submission tool.
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In January 2006, The Principal made the Platinum 400, Forbes
magazine’s list of America’s Best Big Companies – ranking #4 in
the Diversified Financials industry, based on total return since our
IPO, and ranking 130th overall based on financial performance
and potential for long-term growth. Importantly, we continue to
be broadly recognized for those characteristics that have driven
our strong financial performance – with recognition for serving
customers the way they want to be served, for strong investment
performance, as a premier employer, and for innovative use of
technology. We believe these awards truly demonstrate our high
standards for performance.

Customer/Client Satisfaction
• Received DALBAR Communication Seal for excellence in

customer communications for our Defined Benefit, Defined
Contribution, Total Retirement, Mutual Fund and Variable
Annuity statements. (January 2006)

• The Principal Variable Annuity statement ranked second out
of 36 in DALBAR’s 2005 Trends & Best Practices in Investor
Statements. (January 2006)

• Sixth consecutive year of rising client satisfaction scores in
Chatham Partners survey of large ($25 million or more in
assets) retirement plan clients of the Principal Financial Group.
(December 2005)

• Earned “Best in Class” awards in Chatham Partners survey of
retirement plan sponsor clients who converted their plan
services to The Principal, for accuracy and timeliness of
investing funds, and for having knowledgeable, proactive,
and responsive transition associates. (December 2005)

• #1 ranking in the industry in retirement plans administered in
the $5-25 million plan assets segment, and #1 based on
number of participants in the under $5 million plan assets
segment. (Spectrem Group, December 2005)

• Earned 27 “Best in Class” awards in the 2005 PLANSPONSOR
Defined Contribution survey, including participant
category awards for: overall participant education, clarity
of statements, timeliness of participant reporting, turnaround
time for loans/withdrawals, participant Internet services, call
center and participant communications. (November 2005)

• Received “Best In Class” distinctions in the 2005 Chatham
Partners Client Satisfaction Survey (retirement plan clients with
$5-$25 million in assets) for all aspects of processing employee
transactions, accuracy of participant statements, offering full
range of services, and being committed to technology.
(November 2005)

•“Best of Show” recognition from the Insurance and Financial
Communicators Association for Plan Ahead Get Ahead®,
a personal finance magazine focused on educating plan
participants on the principles of savings and investing,
based on their life stage. (November 2005)

• Top five rankings for administration (#3) and fund management
(#5) from plan sponsors in 401kExchange’s survey of plans
with $10 to $100 million in assets. (April 2005)

• Named a top three record keeper in the number of Defined
Contribution plans in 2004 by PLANSPONSOR magazine’s
Recordkeeping Survey. (June 2005)

• Received the DALBAR Seal of Excellence for Defined
Contribution Plan Participant and Plan Sponsor Websites.
(July 2005)

• Third longest client retention (an average of 8.2 years vs. an
industry average of 6.9 years) in Boston Research Group’s 2005
plan sponsor Defined Contribution study. (Fall 2005)

•“Territory’s Top MPF Insurance Company” awarded by
Hong Kong Business. (March 2005)

• Brazilprev (joint venture with Banco do Brasil) was highly
recognized again in 2005, including being named best
company in the Insurance and Pension industry (Melhores da
Dinheiro, 2005), recognition as one of The Most Admired
Companies in Brazil, and multiple other awards for customer
service excellence, respect for consumers, and
social responsibility.

Asset Management/Investment Performance
• Principal Global Investors manages assets for nine of the 25

largest U.S. pension funds. We ranked #5 in net assets gained in
2005. (Money Management Letter’s 2005 U.S. Defined Benefit
League Tables, March 2006)

• Recognized by Pension & Investments as: 14th largest manager
of DC assets; 57th largest manager of international assets, and
92nd largest manager in the world. (December 2005)

• Ranked 19th out of 65 mutual fund families for one-year
performance in Barron’s/Lipper 2005 Fund Families Survey.
(February 2006)

• Principal Global Investors named one of three nominees for
Money Management Letter’s Bond Manager of the Year, based
on criteria including performance and investment strategy.
(December 2005)

• Ranked 10th in Defined Contribution and Savings Plan Alert’s
2005 Assets Under Management survey, based on DC Assets
at June 30, 2005, with the fifth highest growth rate in survey at
18.2 percent. (October 2005)

• Awarded Best Overall Fund Group and Best Mixed Equity Fund
Group for smaller fund firms by Lipper. (March 2005)

Awards and Recognition

the principal financial group 2005 annual report
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U.S. Senator Chuck Grassley, Chairman of the Committee on Finance, January 2006
“The Principal has stepped forward as a true champion for the cause of retirement security, battling a significant and growing

problem for retirees – retirement income inadequacy. DB(k) is a great example of their proactive commitment. The Principal’s
proposal combines defined benefit (DB) and defined contribution into one plan – a simple, less expensive way to encourage
employers to establish a plan and employees to save in it. The proposal is reflective of The Principal’s ongoing efforts to help
employees plan, save, and invest for a financially secure retirement.”

Standard & Poor’s research on Principal Life Insurance Company, published January 2006
“The insurer financial strength rating on Principal Life Insurance Co. (AA-Very Strong) reflects the company’s sustained strength

in the small to midsize group pension business in the U.S. and its very good competitive positions in the group and individual
insurance marketplace. In addition, the company has very strong capitalization and liquidity, backed by strong and relatively
stable earnings.”

Peter Starr, President of Chatham Partners, December 2005
“The Principal continues its commitment to superior client service by improving on its already strong scores for both Client

Satisfaction and Client Loyalty. The Principal receives top scores in Defined Contribution (DC) and Defined Benefit (DB)
services and achieves overall Best in Class satisfaction scores for its combined DC/DB offering. The Principal continues to place
an extremely high value on the input of its clients by consistently soliciting their insights and incorporating the feedback into
their strategic and tactical initiatives.”

• Best 3-year risk-adjusted performance in Asia ex-Japan Equity,
AsianInvestor 2005 Achievement Awards. (April/May 2005)

• Principal Mexico awarded the “Five Star” rating for four mutual
funds, more than any other manager, with only 11 out of the 319
mutual funds rated receiving the “Five Star” designation, S&P
and Expansion magazine. (December 2005)

• Five Brasilprev funds awarded “excellent” rating by Investidor
Institucional magazine (August 2005) and Four Brasilprev Fixed
Income funds awarded “Five Stars” by Gazeta Mercantil
business newspaper. (October 2005)

• CCB-Principal Asset Management (China) received Best [mutual
fund] IPO award – 21st Century Economic Report newspaper
and New Finance magazine, as well as Galaxy Fund Rating
Center’s IPO Marketing Excellence award for 2005.

• 2006 Lipper Fund Awards Hong Kong include: Best Equity
Fund Group over three years; Best Fund over three years (Equity
Emerging Markets Global); and Best Fund over five years (Equity
North America).

• In 2005, CIMB-Principal Asset Management (Malaysia) received:
2004 Best Overall Fixed Income Manager by Malaysian
Employee Provident Fund (“EPF”); S&P – 2004 winner for
Asset Allocation Islamic Neutral (1 Year) Category; and 2004 Top
Manager for General Bond Category – Lifetime Bond Fund,
The Edge.

Best Places to Work
• FORTUNE magazine – Ranked 86th on 2006 FORTUNE 100 Best

Places to Work For. (January 2006)
• National Association of Female Executives – Ranked in top 10 of

Top 30 Companies for Executive Women. (January 2006)
• AARP – Recognized as one of the Best Employers for

Workers Over 50. (September 2005)
• Named one of Working Mother magazine’s 100 Best Companies

for Working Mothers. (September 2005)
• LATINA Style magazine – One of the 50 Best Companies for

Latinas to Work For in the U.S. (August 2005)
• Ranked 37th in Computerworld’s 100 Best Places for IT

professionals to work. (June 2005)
• Essence magazine – Recognized among 30 Great Places

to Work. (May 2005)
• Principal Vida Chile named one of Top 25 Best Places to Work in

Chile by Capital magazine. (September 2005)

Technology/Innovation
• Ranked 24th in Information Week magazine’s “Top 500 Most

Innovative Users of Information Technology.” (October 2005)
• Outstanding Web Site Award for the health and wellness section

of www.principal.com in the Web Marketing Association’s 2005
WebAward competition. (September 2005)

• Principal Bank awarded 2005 Best of the Best Award for
Website\E-Commerce Advertising from ABA Marketing Network.
(September 2005)
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2005 2004 2003 2002 2001

Net income available to common stockholders (in millions) $ 901 $ 826 $ 746 $ 142 $ 359

Operating earnings (in millions)1,3 862 765 668 579 577

Total revenue (in millions)1 9,008 8,301 7,983 7,627 7,798

Revenue and deposits (in millions) 27,804 25,416 25,178 24,005 19,769

Total assets (in millions) 127,035 113,798 107,754 89,871 88,351

Assets under management (in millions)1,2 195,200 167,000 142,000 109,900 98,100

Total stockholder’s equity (in millions) 7,807 7,544 7,400 6,657 6,820

Operating earnings per diluted share1,3 2.97 2.43 2.04 1.65 1.60

Operating return on average equity1,3,5 13.8% 12.3% 10.9% 9.1% 8.9%

Total customers (in millions)1,2,4 15.6 14.9 14.0 12.4 11.5

Financial Highlights

The Principal Financial Group is a leading provider of a wide range of financial products and services for businesses and individuals. Our largest
member company, Principal Life Insurance Company, is the seventh largest U.S. life insurance company as measured by year-end 2004 statutory assets.
Worldwide, the Principal Financial Group serves approximately 15.6 million customers from more than 250 locations, including offices in Asia, Australia,
Europe, Latin America and the United States.

the principal financial group 2005 annual report

Forward Looking and Cautionary Statements
Certain statements made by the company in this annual report that are not historical facts may be considered forward-looking statements, including, without
limitation, statements as to sales targets, sales and earnings trends, and management’s beliefs, expectations, goals and opinions. These statements are based on a
number of assumptions concerning future conditions that may ultimately prove to be inaccurate. Future events and their effects on the company may not be those
anticipated, and actual results may differ materially from the results anticipated in these forward-looking statements. The risks, uncertainties and factors that could
cause or contribute to such material differences are discussed in the company’s annual report on Form 10-K for the year ended December 31, 2005, filed with the
Securities and Exchange Commission. These risks and uncertainties include, without limitation: competitive factors; volatility of financial markets; decrease in ratings;
interest rate changes; inability to attract and retain sales representatives; international business risks; foreign currency exchange rate fluctuations; and investment
portfolio risks.

1 Certain reclassifications have been made to 2001, 2002, 2003 and 2004 to conform to 2005 presentation.
2 Excludes Principal Residential Mortgage, Inc. from 2001-2003, and BT Financial Group from 2001.
3 See page 25 for a reconciliation of non-GAAP measures to U.S. GAAP.
4 Includes employees and their dependents under employee benefit arrangements. Rounded to nearest 100,000.
5 Stockholders’ equity excluding accumulated other comprehensive income (loss).
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1 Includes employees and their dependents under employee benefit arrangements. Rounded to nearest 100,000.
2 Excludes Principal Residential Mortgage, Inc. from 2001-2003, and BT Financial Group from 2001.
3 Certain reclassifications have been made to 2001, 2002, 2003 and 2004 to conform to 2005 presentation.

Customers (in millions)1 Assets Under Management
(in billions)2,3

Revenue and Deposits
(in billions)

Operating Earnings
(in millions)3

Operating Return on
Average Equity3

Operating Earnings per
Diluted Share3
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2005 2004 2003

(in millions)

Revenues

Premiums and other considerations $ 3,975.0 $ 3,710.0 $ 3,630.7

Fees and other revenues 1,683.2 1,472.0 1,185.8

Net investment income 3,360.7 3,224.0 3,229.4

Net realized/unrealized capital losses (11.2) (104.8) (63.2)

Total revenues 9,007.7 8,301.2 7,982.7

Expenses

Benefits, claims, and settlement expenses 5,282.9 4,959.5 4,855.8

Dividends to policyholders 293.0 296.7 307.9

Operating expenses 2,307.5 2,165.9 1,998.7

Total expenses 7,883.4 7,422.1 7,162.4

Income from continuing operations before income taxes 1,124.3 879.1 820.3

Income taxes 232.4 178.2 175.6

Income from continuing operations, net of related income taxes 891.9 700.9 644.7

Income from discontinued operations, net of related income taxes 27.1 130.4 105.0

Income before cumulative effect of accounting changes 919.0 831.3 749.7

Cumulative effect of accounting changes, net of related income taxes — (5.7) (3.4)

Net income 919.0 825.6 746.3

Preferred stock dividends 17.7 — —

Net income available to common stockholders $ 901.3 $ 825.6 $ 746.3

Earnings per common share

Basic earnings per common share:

Income from continuing operations, net of related income taxes $ 3.04 $ 2.24 $ 1.98

Income from discontinued operations, net of related income taxes 0.09 0.42 0.32

Income before cumulative effect of accounting changes 3.13 2.66 2.30

Cumulative effect of accounting changes, net of related income taxes — (0.02) (0.01)

Net income $ 3.13 $ 2.64 $ 2.29

Diluted earnings per common share:

Income from continuing operations, net of related income taxes $ 3.02 $ 2.23 $ 1.97

Income from discontinued operations, net of related income taxes 0.09 0.41 0.32

Income before cumulative effect of accounting changes 3.11 2.64 2.29

Cumulative effect of accounting changes, net of related income taxes — (0.02) (0.01)

Net income $ 3.11 $ 2.62 $ 2.28

The Principal Financial Group, Inc.
Summary Consolidated Statements of Income

The information in the summary consolidated statements of income shown above has been prepared in conformity with accounting principles generally accepted
in the U.S. (“U.S. GAAP”). It is a replication of the information in the consolidated statements of operations in the Principal Financial Group, Inc.’s 2005 Financial
Report. For complete financial statements, including notes and management’s discussion and analysis of financial condition and results of operations, please refer
to the 2005 Financial Report, or Form 10-K filed with the Securities and Exchange Commission, both of which can be found at www.principal.com/investor.

the principal financial group 2005 annual report

For the year ended December 31,
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The Principal Financial Group, Inc.
Summary Consolidated Balance Sheets

2005 2004

(in millions)

Assets

Fixed maturities, available for sale $ 42,117.2 $ 40,916.3

Fixed maturities, trading 113.2 93.0

Equity securities, available for sale 724.4 721.4

Equity securities, trading 90.3 41.2

Mortgage loans 11,484.3 11,714.5

Real estate 999.4 956.5

Policy loans 827.7 814.5

Other investments 1,113.5 1,585.7

Total investments 57,470.0 56,843.1

Cash and cash equivalents 1,641.3 450.6

Accrued investment income 682.7 677.5

Premiums due and other receivables 592.7 628.5

Deferred policy acquisition costs 2,174.1 1,837.6

Property and equipment 419.8 429.4

Goodwill 282.3 232.9

Other intangibles 202.6 196.5

Separate account assets 62,070.0 51,507.9

Assets of discontinued operations — 78.3

Other assets 1,499.9 915.8

Total assets $ 127,035.4 $ 113,798.1

Liabilities

Contractholder funds $ 33,612.1 $ 32,183.3

Future policy benefits and claims 16,825.5 16,042.6

Other policyholder funds 657.1 734.9

Short-term debt 476.4 281.7

Long-term debt 898.8 843.5

Income taxes currently payable — 277.0

Deferred income taxes 974.8 1,131.7

Separate account liabilities 62,070.0 51,507.9

Liabilities of discontinued operations — 2.1

Other liabilities 3,713.5 3,249.1

Total liabilities 119,228.2 106,253.8

Stockholders’ equity

Series A preferred stock, par value $.01 with liquidation preference of

$100 per share - 3.0 million shares authorized, issued and outstanding in 2005 — —

Series B preferred stock, par value $.01 with liquidation preference of

$25 per share - 10.0 million shares authorized, issued and outstanding in 2005 0.1 —

Common stock, par value $.01 per share - 2,500.0 million shares authorized, 381.3 million

and 379.1 million shares issued, and 280.6 million and 300.6 million shares

outstanding in 2005 and 2004, respectively 3.8 3.8

Additional paid in capital 8,000.0 7,269.4

Retained earnings 2,008.6 1,289.5

Accumulated other comprehensive income 994.8 1,313.3

Treasury stock, at cost (100.7 million and 78.5 million shares in 2005 and 2004, respectively) (3,200.1) (2,331.7)

Total stockholders’ equity 7,807.2 7,544.3

Total liabilities and stockholders’ equity $ 127,035.4 $ 113,798.1

The information in the summary consolidated balance sheets shown above has been prepared in conformity with accounting principles generally accepted in the
U.S. (“U.S. GAAP”). It is a replication of the information in the consolidated statements of financial position in the Principal Financial Group, Inc.’s 2005 Financial Report.
For complete financial statements, including notes and management’s discussion and analysis of financial condition and results of operations, please refer to the 2005
Financial Report, or Form 10-K filed with the Securities and Exchange Commission, both of which can be found at www.principal.com/investor.

December 31,
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The Principal Financial Group, Inc.
Summary Consolidated Statements of Cash Flows1

The information in the summary consolidated statements of cash flows shown above has been prepared in conformity with accounting principles generally accepted
in the U.S. (“U.S. GAAP”). It is a replication of the information in the consolidated statements of cash flows in the Principal Financial Group, Inc.’s 2005 Financial Report.
For complete financial statements, including notes and management’s discussion and analysis of financial condition and results of operations, please refer to the 2005
Financial Report, or Form 10-K filed with the Securities and Exchange Commission, both of which can be found at www.principal.com/investor.

For the year ended December 31,

2005 2004 2003
(in millions)

Operating Activities
Net Income $ 919.0 $ 825.6 $ 746.3

Adjustments to reconcile net income to net cash provided by operating activities:
Income from discontinued operations, net of related income taxes (27.1) (130.4) (105.0)
Cumulative effect of accounting changes, net of related income taxes — 5.7 3.4
Amortization of deferred policy acquisition costs 246.6 210.8 140.0
Additions to deferred policy acquisition costs (482.1) (477.7) (349.7)
Accrued investment income (5.2) (21.5) (0.5)
Net cash flows from trading securities (37.3) 6.3 —
Premiums due and other receivables (70.8) (24.9) (65.8)
Contractholder and policyholder liabilities and dividends 2,138.5 1,981.2 1,906.2
Current and deferred income taxes (453.4) 38.0 282.2
Net realized/unrealized capital losses 11.2 104.8 63.2
Depreciation and amortization expense 101.6 105.7 114.2
Mortgage loans held for sale, acquired or originated (2,262.0) (1,142.4) (898.2)
Mortgage loans held for sale, sold or repaid, net of gain 2,326.8 940.3 1,046.0
Real estate acquired through operating activities (44.6) (45.8) (32.5)
Real estate sold through operating activities 41.9 84.7 46.0
Stock-based compensation 48.8 43.4 22.6
Other (67.7) (241.0) 89.6

Net adjustments 1,465.2 1,437.2 2,261.7

Net cash provided by operating activities 2,384.2 2,262.8 3,008.0

Investing Activities
Available for sale securities:

Purchases (8,955.1) (10,301.6) (10,918.1)
Sales 3,300.5 2,327.1 2,952.8
Maturities 3,903.2 4,411.0 5,222.3

Mortgage loans acquired or originated (2,485.5) (2,760.4) (2,745.6)
Mortgage loans sold or repaid 2,704.5 2,499.6 2,030.5
Real estate acquired (216.5) (341.5) (197.3)
Real estate sold 319.8 345.6 61.9
Net purchases of property and equipment (44.4) (47.5) (28.6)
Net proceeds from sales of subsidiaries — 694.7 40.9
Purchases of interest in subsidiaries, net of cash acquired (58.1) (128.1) (136.2)
Net change in other investments (76.4) 116.5 211.8

Net cash used in investing activities (1,608.0) (3,184.6) (3,505.6)

Financing activities
Issuance of common stock 59.9 41.2 18.3
Issuance of preferred stock 542.0 — —
Accelerated stock repurchase settlement (84.0) — —
Acquisition and sales of treasury stock, net (868.4) (772.6) (453.0)
Proceeds from financing element derivatives 168.4 110.6 118.0
Payments for financing element derivatives (123.2) (84.6) (107.3)
Dividends to common stockholders (182.2) (166.5) (145.3)
Dividends to preferred stockholders (17.7) — —
Issuance of long term debt 137.5 12.1 34.7
Principal repayments of long term debt (72.6) (447.2) (85.3)
Net proceeds (repayments) of short term borrowings 199.1 (291.4) 151.3
Investment contract deposits 7,026.9 6,995.8 9,722.0
Investment contract withdrawals (6,413.1) (5,209.6) (8,666.2)
Net increase (decrease) in banking operation deposits 41.9 (5.0) 372.7

Net cash provided by financing activities $ 414.5 $ 182.8 $ 959.9

1 In 2005, the company has separately disclosed the operating, investing and financing portions of the cash flows attributable to discontinued operations, which in prior years
were excluded from the statement of cash flows. The company has restated the statement of cash flows for 2004 and 2003 to include and separately disclose the operating,
investing, and financing portions of the cash flows attributable to our discontinued operations.



2005 2004 2003
(in millions)

Discontinued Operations
Net cash provided by (used in) operating activities $ (1.2) $ (627.7) $ 2,592.3
Net cash used in investing activities (0.7) (473.7) (1,065.2)
Net cash provided by (used in) financing activities — 600.0 (1,335.1)

Net cash provided by (used in) discontinued operations (1.9) (501.4) 192.0

Net increase (decrease) in cash and cash equivalents 1,188.8 (1,240.4) 654.3

Cash and cash equivalents at beginning of year 452.5 1,692.9 1,038.6

Cash and cash equivalents at end of year $ 1,641.3 $ 452.5 $ 1,692.9

Cash and cash equivalents of discontinued operations included above:

At beginning of year $ 1.9 $ 503.3 $ 311.3

At end of year $ — $ 1.9 $ 503.3

Schedule of noncash transactions
Tax benefits related to demutualization $ 163.8 $ — $ –

25

* OCI, or Other Comprehensive Income, consists of two items – net realized gains (losses) on available for sale securities and net foreign currency
translations adjustment.

2005 2004 2003 2002 2001

Net income per diluted share
Operating earnings per diluted share $ 2.97 $ 2.43 $ 2.04 $ 1.65 $ 1.59
Net unrealized capital gains/(losses) (0.06) (0.20) (0.15) (0.70) (0.85)
Other after-tax adjustments 0.20 0.39 0.39 (0.54) 0.25

Net income per diluted share $ 3.11 $ 2.62 $ 2.28 $ 0.41 $ 0.99

Net income:
Operating earnings $862.4 $ 764.8 $ 667.7 $ 579.3 $ 576.8
Net realized/unrealized capital gains (losses) (20.6) (62.3) (49.3) (247.3) (306.6)
Other after-tax adjustments 59.5 123.1 127.9 (189.7) 88.6

Net income $ 919.0 $ 825.6 $ 746.3 $ 142.3 $ 358.8

Net income ROE (including OCI*):
Operating earnings ROE (x-OCI) 13.8% 12.3% 10.9% 9.1% 8.9%
Net realized/unrealized capital gains (losses) -0.3% -1.0% -0.8% -3.9% -4.7%
Other after-tax adjustments 0.9% 2.0% 2.1% -3.0% 1.3%

Net income ROE (x-OCI) 14.4% 13.3% 12.2% 2.2% 5.5%
Net unrealized capital gains (losses) -2.3% -2.4% -1.8% -0.2% -0.2%
Foreign currency translation 0.1% 0.1% 0.2% 0.1% 0.2%
Minimum pension liability 0.0% 0.0% 0.0% 0.0% 0.0%

Net income ROE (including OCI) 12.2% 11.0% 10.6% 2.1% 5.5%

For the year ended December 31,

The Principal Financial Group, Inc.
Use of Non-GAAP Financial Measures

The company uses a number of non-GAAP financial measures that management believes are important in understanding and evaluating the
normal, recurring operations of our businesses. Non-GAAP measures included in the annual report are operating earnings per diluted share,
operating earnings and operating return on average equity excluding other comprehensive income. While such measures are also consistent
with metrics utilized by the investment community to evaluate performance, they are not a substitute for U.S. GAAP (GAAP) financial
measures. Therefore, we provide below a reconciliation of the non-GAAP measures to the comparable GAAP financial measures.

For the year ended December 31,

The Principal Financial Group, Inc.
Summary Consolidated Statements of Cash Flows1, Continued
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Nora M. Everett
Senior Vice President

Thomas J. Graf
Senior Vice President

Carey G. Jury
Senior Vice President

Joyce N. Hoffman
Senior Vice President
and Corporate Secretary

Daniel J. Houston
Senior Vice President

Ellen Z. Lamale
Senior Vice President
and Chief Actuary

Julia M. Lawler
Senior Vice President and
Chief Investment Officer

Timothy J. Minard
Senior Vice President

Mary A. O’Keefe
Senior Vice President and
Chief Marketing Officer

Gary P. Scholten
Senior Vice President and
Chief Information Officer

Margaret W. Skinner
Senior Vice President

Deanna D. Strable
Senior Vice President

Norman R. Sorensen
Senior Vice President
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Operating Companies of
the Principal Financial Group

U.S. Asset Management
& Accumulation
Columbus Circle Investors
Delaware Charter Guarantee & Trust Company

DBA Trustar Retirement Services and
Principal Trust Company)

Post Advisory Group, LLC
Principal Bank
Principal Commercial Acceptance, LLC
Principal Commercial Funding, LLC
Principal Development Investors, L.L.C.
Principal Enterprise Capital, LLC
Principal Financial Advisors, Inc.
Principal Global Investors, LLC
Principal Global Investors Trust
Principal Life Insurance Company
Principal Management Corporation
Principal Net Lease Investors, L.L.C.
Principal Real Estate Fund Investors, LLC
Principal Real Estate Investors, LLC
Principal Real Estate Holding Company, LLC
Principal Real Estate Portfolio, Inc.
Princor Financial Services Corporation
Professional Pensions, Inc.
Spectrum Asset Management, Inc.

International Asset
Management & Accumulation
Australia
Principal Capital Global

Investors Limited
Principal Global Investors

Australia) Limited
Principal Global Investors (Australia)

Service Company Pty Limited
Principal Real Estate Investors

Australia) Limited
Brazil
BrasilPrev Seguros e Previdência S.A.
Chile
Principal Compañía de Seguros de Vida

Chile S.A.
Principal Créditos Hipotecarios, S.A.
Principal Administradora General de

Fondos S.A.
China
CCB-Principal Asset Management

Company, Ltd.
Europe
Principal Global Investors

Europe) Limited
Principal Global Investors

Ireland) Limited

Hong Kong
Principal Asset Management Company

Asia) Limited
Principal Fund Management

Hong Kong) Limited
Principal Insurance Company

Hong Kong) Limited
Principal International (Asia) Limited
Principal Nominee Company

Hong Kong) Limited
Principal Trust Company (Asia) Limited
Principal Global Investors (Asia) Limited
India
Principal Consulting (India)

Private Limited
Principal PNB Asset Management

Company Private Limited
Principal Trustee Company

Private Limited
PNB Principal Financial Planners

Private Limited
PNB Principal Insurance Advisory

Company Private Limited
Malaysia
CIMB-Principal Asset

Management Berhad
Mexico
Distribuidora Principal México,

S.A. de C.V.
Principal Mexico Compañía de Seguros,

S.A. de C.V.
Principal México Servicios, S.A. de C.V.
Principal Pensiones, S.A. de C.V.
Principal Afore, S.A. de C.V.
Principal Fondos de Inversión,

S.A. de C.V.
Singapore
Principal Global Investors

Singapore) Limited

Life & Health Insurance
Principal Life Insurance Company
Dental-Net, Inc.
Employers Dental Services, Inc.
HealthRisk Resource Group, Inc.
Principal Wellness Company
Preferred Product Network, Inc.

Corporate
Principal Global Services Company

Principal Investors Fund, Inc. Retail Classes*:

Bond & Mortgage Securities Fund

Disciplined LargeCap Blend Fund

Diversified International Fund

Equity Income Fund

Government & High Quality Bond Fund

Inflation Protection Fund

International Emerging Markets Fund

LargeCap Growth Fund

LargeCap S&P 500 Index Fund

LargeCap Value Fund

MidCap Blend Fund

Money Market Fund

Partners LargeCap Blend Fund

Partners LargeCap Blend Fund I

Partners LargeCap Growth Fund I

Partners LargeCap Growth Fund II

Partners LargeCap Value Fund

Partners MidCap Growth Fund

Partners MidCap Growth Fund I

Partners MidCap Value Fund

Partners SmallCap Growth Fund II

Preferred Securities Fund

Principal LifeTime 2010 Fund

Principal LifeTime 2020 Fund

Principal LifeTime 2030 Fund

Principal LifeTime 2040 Fund

Principal LifeTime 2050 Fund

Principal LifeTime Strategic Income Fund

Real Estate Securities Fund

Short-Term Bond Fund

SmallCap Blend Fund

SmallCap Value Fund

Tax-Exempt Bond Fund

Principal Variable Contracts Fund, Inc. **

* Principal Investors Fund, Inc. is also available through
an institutional class.

** Available only to fund investment options in certain
variable annuity and variable life insurance contracts
issued by Principal Life Insurance Company.

Mutual funds and variable contracts are distributed by
Princor Financial Services Corporation, a member of the
Principal Financial Group, Des Moines, Iowa 50392-0200.
Phone 1-800-247-4123.

The contents of this publication are for general information
only and are not intended to solicit the purchase of
products from companies of the Principal Financial Group.
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Family of Mutual Funds
Organized by Principal Life Insurance Company
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Principal Life Insurance Company
is a proud member of the Insurance
Marketplace Standards Association,
which reflects our dedication to high
ethical marketplace standards for
the sale and service of individually
sold life insurance and annuities.

The Principal Financial Group

Corporate Headquarters
711 High Street
Des Moines, Iowa 50392-0001
1-800-986-EDGE (3343)

The Principal Financial Group on the World Wide Web
The Principal home page, at www.principal.com, is your source
for a vast array of information including company news releases,
investment and savings tools, and details on our product and service
solutions. The investor relations portion of the site provides up-to-the-
minute information for shareholders and the investment community
including access to SEC filings, stock information, and credit ratings.
It also includes information of interest on the governance of Principal
Financial Group, Inc., including:

• Corporate Governance Guidelines

• Board Committee Charters

• Director Independence Guidelines

• Corporate Code of Ethics

Annual Meeting
The Annual Meeting of Shareholders will convene at 9:00 am
local time, May 16, 2006, in the Auditorium at the corporate
headquarters of Principal Financial Group, Inc., 711 High Street,
Des Moines, Iowa 50392.

Shareholder Information
Exchange: New York Stock Exchange
Listed Security: PFG Common Stock

Contact Investor Relations
If you have a question for Investor Relations, please contact us
as follows:

The Principal Financial Group – Investor Relations
711 High Street, S-006-E41
Des Moines, Iowa 50392-0420
Phone: 1-800-986-3343 Fax: 515-235-1959
E-mail: investor-relations@principal.com

Transfer Agent
Principal Financial Group, Inc. shareholder inquiries should be
addressed to our transfer agent, Computershare Investor Services,
who can help with a variety of shareholder related services, including:
address changes; certificate issuance and replacement of lost stock
certificates; transfer of stock to another person; account statements
and balance inquiries; shareholder dividend inquiries; and selling of
shares. You can call or write to the transfer agent at:

Principal Financial Group, Inc. Shareholder Services
c/o Computershare Investor Services
2 North LaSalle St.
Chicago, IL 60602
Phone: 1-866-781-1368
TDD for Hearing Impaired: 1-312-588-4110
Online Contact Form: www.computershare.com/contactus

Registered shareholders can also access information about their
Principal Financial Group, Inc. stock accounts via the Internet using
the Computershare Investor Services Investor Centre web site at
https://www-us.computershare.com/investor/. The Principal does
not maintain or provide information directly to this site, makes no
representations or warranties with respect to the information
contained therein, and takes no responsibility for supplementing,
correcting or updating any such information.



BB 1345-11

Des Moines, Iowa 50392

1-800-986-edge (3343)

www.principal.com


	To Our Shareholders
	Lean on us
	At a Glance
	Investing for the future
	Awards and Recognition
	Financial Highlights
	Summary Consolidated Financials
	Board of Directors
	Senior Management
	Operating Companies of the Principal Financial Group



