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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, “2006 Financial Report,” provides
more detailed financial information.

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. The company does not undertake to update these
statements, which 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 Dec. 31, 2006, 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; a pandemic, terrorist attack or other
catastrophic event; default of the company’s re-insurers; and investment portfolio risks.
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The Principal Financial Group

Corporate Headquarters
711 High Street
Des Moines, Iowa 50392
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:

+ Board of Directors

+ Corporate Governance Guidelines

+ Board Committee Charters

+ Director Independence Standards

+ Corporate Code of Ethics

Annual Meeting
The Annual Meeting of Shareholders will convene at 9 a.m.
local time, May 22, 2007, 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: 515-235-5491
E-mail: investor-relations@principal.com

Transfer Agent
Principal Financial Group, Inc. shareholder inquiries should be
addressed to our transfer agent, Computershare Investor Services, LLC,
who can help with a variety of shareholder related services, including:
address changes; certificate issuance; replacement of lost stock
certificates; transfer of stock to another person; account statements;
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
P.O. Box 43078
Providence, RI 02940-3078
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. common 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.

A Special Thanks
A special thanks to our 500,000+ shareholders, most of whom have
owned Principal Financial Group, Inc. common stock since our initial
public offering, including our top 10 holders*, listed below:

Nippon Life Insurance Company
State Street Global Advisors
Barclays Global Investors, N.A.
Vanguard Group, Inc.
Davis Selected Advisers, L.P.
Northern Trust Global Investments
Calamos Advisors LLC
Bessemer Trust Company, N.A.
LSV Asset Management
College Retirement Equities Fund

*Based on public filings as of Dec. 31, 2006

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.
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Winning through innovation
For our customers, employees, distributors
and communities – resulting in excellent
returns for our shareholders.
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To Our Shareholders

We did the same thing in 2006 that we did the year before. And the year
before that. In fact, throughout 2006 we continued what our founder
Edward Temple set out to do 127 years ago—find a better way. Last year,
that “better way” was validated when InformationWeek magazine named
The Principal its most innovative user of technology. We won for our
innovation. And on a daily basis we win through innovation—finding
new ways to help our customers. Doing it better, doing it first.
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Through winnovation: clients get innovative ways to

achieve financial security; our employees get a great place

to work; our distributors get expert assistance in building

their businesses; communities where we live and work get

sustainable, positive change; and shareholders get a strong,

vibrant investment.

In short, we all win. Just take a look…

Winnovation drove record performance for The Principal

in 2006 (see Page 25 for a discussion of Non-GAAP Financial

Measures):

+ Record operating earnings of $972 million, up 13 percent

+ Record earnings per diluted share of $3.53, up 19 percent

+ Record net income available to common stockholders of

$1.03 billion, up 14 percent

+ Record assets under management of $257 billion,

up 32 percent

+ Record return on equity (ROE) of 15.3 percent,

up 150 basis points

Strong results drove our share price up 24 percent

in 2006. Since our October 2001 initial public offering,

our share price has appreciated 186 percent1.

Why Winnovation?
Clearly, the environment in which we operate is shifting.

Customer needs are changing, and changing faster. Financial

solutions are changing, and they’re more complicated.

Competitive pressure is putting the squeeze on small and

medium-sized businesses and their employees.

Employers and their financial advisors need help. Employers

need help attracting and retaining employees. Help putting

together strong but cost-effective benefit programs. Help

achieving their own financial security. Financial advisors need

new product education, needs analysis tools and point-of-

sale expertise. And they both need help navigating complex

pension legislation.

Employees need help too. As employers move away from

traditional pension plans, employee benefit plans and health

care plans, decision making shifts to individuals. And while

people like the idea of control, they’re overwhelmed by the

choices. They’re raising their hands and saying, “Hey, we need

some help out here.”

That’s where The Principal comes in.

In this era of personal responsibility, we are uniquely

positioned to help people help themselves.

Programs like our worksite solutions, available in all U.S.

markets in 2006, help employers deliver financial security

products and services to their employees. Personalized

service. Where they work. As a result, employees are saving

more for retirement, and they’re taking steps to create and

execute smart financial plans.

Our ability to provide this personalized service is unrivaled.

We have a greater local presence—with more financial experts

dedicated to one-on-one education and enrollment than any

of our competitors.

It’s just one more way we give our customers an edge.

In addition:

+ Our worksite wellness programs are reducing health care

costs by helping employees get and stay healthy.

+ We’re working to make life easier for retirees – piloting new

ways to help them create a stream of income they won’t

outlive. More than 250,000 individuals get a retirement

income check from The Principal each month. That number

will grow as more and more baby boomers enter retirement.

This is a critical need.

In short, we’re responding to monumental changes in

demographics and the business environment by doing

what we’ve always done—finding better ways to help our

customers. That’s winnovation.

1 From opening of trading following the company’s initial public offering through Dec. 31, 2006.
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Leading the Way
Sticking to what we know and knowing what we do best

has propelled The Principal to a winning position in the U.S.

retirement services industry. We’re the number one provider

of bundled 401(k) plans, nonqualified deferred compensation

plans, employee stock ownership plans and defined

benefit plans2.

Outside of the United States, Principal International ranks

among the top five in Brazil’s pension market, Chile’s payout

annuities market and Mexico’s pension market. In addition,

we are a top 10 pension provider in Hong Kong, and CIMB-

Principal, our joint venture in Malaysia, is the largest retail and

institutional asset management company in Malaysia.

We lead by serving lots of customers well—17.6 million, in fact.

An important aspect of our leadership has been managing

assets appropriately for retirement investors and delivering

exceptional investment performance. As of year-end,

84 percent of the retirement plan separate accounts managed

by Principal Global Investors were in the top two Morningstar

quartiles for the one-year period; 96 percent for the three-year

period; and 88 percent for the five-year period.

And we lead by shaping the future. In 2006, we were involved

in a variety of retirement savings legislation, including:

+ Pension Protection Act of 2006 – We were significantly

involved in developing this act, which makes it easier for

Americans to save for their futures, and more likely that they

will. Part of our involvement included co-developing the

innovative new DB(k) product3, which combines the best of

defined benefit and 401(k) plans.

+ Chilean pension reform – In 2006, The Principal played a

leading role in promoting the APVC (a 401(k)-like retirement

plan) as part of Chile’s pension reform legislation. Passage of

this legislation will broaden pension options for customers

in Chile.

Improving long-term savings for our customers and citizens

around the world is a responsibility we take very seriously.

Continuing our Focus
Throughout 2006 we continued our strong commitment to key

aspects of our success:

+ Making The Principal easier to do business with –

For customers, we’ve invested in online resources,

improved technology in our contact centers and simplified

communication materials. For distributors, we’re providing

new resources, tools and education.

+ Taking care of our employees – We continue to find

innovative ways to make The Principal a premier workplace,

as indicated by our fifth consecutive year as one of

FORTUNE’s 100 Best Companies to Work For. As a result,

our employees are more satisfied than ever.

+ Operating efficiently – We keep a close eye on costs and

use technology and other innovations to manage expenses.

In 2006, for example, we automated and streamlined

production of customized materials for retirement clients,

saving $1 million.

+ Making the most of our capital – After providing sufficient

capital to meet our obligations to customers, the Individual

Life division was able to release $346 million of capital.

This enabled us to price our individual life offerings more

competitively, improve the returns of this business and

redirect resources into areas of higher growth and return.

2 Sources: Spectrem Group, 2006; PLANSPONSOR, December 2006; PLANSPONSOR, June 2005; and Investment ADVISOR, June 2005, respectively.
3 Co-developed by The Principal and the American Society of Pension Professionals and Actuaries.
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+ Giving back – In 2006, The Principal Financial Group

Foundation, Inc. provided more than $12 million in support

of our local communities. And our employees? They

contributed nearly $3 million through the company and tens

of thousands of volunteer hours.

Investing for the Future
A number of important investments in 2006 position

The Principal for continued strong growth, including:

+ Acquiring WM Advisors, Inc. – This acquisition offers us

increased scale, enhances our asset management capabilities

(including the addition of Edge Asset Management in

Seattle), gives us significant third-party distribution and

solidifies our leadership position with lifecycle funds—

one of the fastest growing asset classes in the United States.

+ Expanding in Southeast Asia – Acquisitions have helped

position CIMB-Principal, our asset management joint venture

in Malaysia, for strong growth in Southeast Asia.

+ Tapping into a global workforce – We’re increasing our

efficiency through global work sharing. In July, we opened

our new office in Pune, India. By year-end, more than

240 employees in Pune were contributing to our information

technology, quality assurance and data processing work.

Success Through Winnovation
Winnovation strengthened our shareholders’ investments again

in 2006. We look forward to delivering strong growth in 2007

and beyond.

To do so, we plan to keep doing what we’ve always done—

finding unique ways to meet the changing needs of our

customers, employees, distributors and communities.

Winning through innovation remains the key.

On behalf of all of us here at The Principal, thank you for your

support. We hope you will continue to share your questions,

comments and concerns. And please be sure to cast your vote

in time for the Annual Meeting of Shareholders, May 22, 2007.

Larry Zimpleman, President and Chief Operating Officer

J. Barry Griswell, Chairman and Chief Executive Officer
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Winning for Our Customers
we make it personal

The Principal is bringing personalized, easy to understand financial assistance

to the worksite—helping employees across the United States take charge of

their financial futures. Principal Retire SecureSM and Principal Work SecureSM

include a variety of tools that simplify financial decisions, including:

+ My Principal® Edge, which includes a personalized statement that will

debut this spring as well as personalized assistance available on our

Web site, through conversations with our Client Contact Center, in

Plan Ahead. Get Ahead. magazine and more

+ Easy retirement plan enrollment, automatic contribution increases and life

stage funds to make saving and investing easier

+ Insurance benefits tailored to each employee’s unique needs, also delivered

through a simplified enrollment process

+ Our proprietary needs analysis tool, which helps employees determine

their specific retirement and insurance needs and available solutions

Key to this service is our talented group of financial counselors who help

worksite customers identify needs and tailor strategies to fit each employee’s

personal situation. And our practical and plainspoken communications make

it easy for customers to understand financial concepts and solutions.

The results are clear. Employers embrace our worksite solutions as value-

added. Employees feel valued and supported. And participants are taking

action to secure their financial success.

“Worksite” makes it personal. The Principal makes it possible.

the principal financial group 2006 annual report

In September 2006, InformationWeek magazine named
The Principal the No. 1 innovative user of technology,
topping a list of 500 companies. Our worksite efforts
helped earn us this award, as did several other initiatives
that clearly demonstrate how we use technology to achieve
business goals and better serve customers. Our technology
staff continues to raise the bar; customers continue
to benefit.
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Our worksite solutions are working
for Montefiore Medical Center employees
Betty Edwards, Administrative Assistant;

illiam Shanahan, Director–Total Compensation;
and Elliott Kellman, Senior Vice President–

Human Resources.

W
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Winning for Our Employees
a great place for great people to do great work

Winning companies create winning environments. Our 15,000+ talented

employees work each day to meet customer needs, and we repay them by

making The Principal a great place to work, with benefits and amenities that

stand out in today’s crowded, competitive marketplace.

Highlights include:

+ Flexibility – making work/life balance possible through time off and flexible

work arrangements

+ Financial security – excellent retirement benefits and free, personalized

financial counseling onsite

+ Development – featuring two Development Weeks in 2006 and an average

of 44 hours focused on each employee’s development

+ Family friendly benefits – with a Working Caregiver Leave program

designed to help employees phase back into work after family leave and

a No Meeting Friday policy designed to reduce weekend work

+ Focus on diversity – including employee diversity resource groups that are

helping to drive success with our business strategy

The results speak for themselves. Record Employee Opinion Survey

participation and scores in 2006. Decreased turnover. 96 percent retention

of our highest performers. Higher productivity. And increased pride, with

scores that beat best-in-class norms. How great is that!

the principal financial group 2006 annual report

In September 2006, Working Mother magazine
announced its annual list of the 100 Best Companies
for Working Mothers, with The Principal ranked in
the top 10. With an employee population that’s
69 percent women, this recognition is especially
gratifying. See Pages 18-19 for a more complete listing
of our most recent workplace awards, including our
fifth consecutive year as one of FORTUNE’s 100
Best Companies to Work For.
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Diversity programs, development opportunities and
Working Caregiver Leave make The Principal a great

place to work for Kim Huynh, Senior Corporate
Negotiator; Ken Dubas, Managing Director-

Investment Production; and Tammy Auderer,
Manager-Group Proposal Services.
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Kelly Prey, Vice President of Sales at The Principal, enjoys
building relationships with valued distributors like
Craig Johnson, First Vice President-Wachovia Securities.
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Winning for Our Distributors
building our businesses together

Each day The Principal relies on more than 100,000 distribution relationships

to help us sell our products. These distributors are key to helping us grow

our business, and we return the favor by helping them grow theirs.

Throughout 2006 we intensified our focus on identifying the most

productive distributors and on deepening our relationships with them.

We’re also elevating their prominence within The Principal, making sure our

employees are aware of the important role these advisors play in our success.

In addition, we’re becoming increasingly flexible in how we collaborate

with distributors. Where they have expertise, we seek to leverage it.

Where we have expertise, we offer it to them—providing both product

education and point-of-sale support that make their jobs easier. In 2006,

for instance, we offered advisor education around:

+ Health savings accounts

+ Retiree income management strategies

+ Annuities

+ Consumer-driven dental solutions

In the end it all comes back to our customers. Working together,

we’re better able to fulfill their needs. And that’s the best way to build

any business.

In the 2006 planadviser defined contribution survey, more than 100 advisors
weighed in on their favorite providers. The Principal received five best in class
awards, including service to plans, post-sale support and participant services.
In a 2005 Brightworks 401(k) Advisor study, The Principal received a
No. 1 ranking for being a long-term player in the 401(k) market. Most
recently, United Benefit Advisors (UBA) named The Principal its Strategic
Partner of the Year. We’re proud of these accolades and the strong
relationships that helped us earn them.



12

They’ve caught the spirit! Teree Caldwell-Johnson, CEO-
Oakridge Neighborhood and Oakridge Neighborhood Services;
Shannon Cofield, President-United Way of Central Iowa; and
Andrew Allen, Community Investment Consultant at
The Principal, work together to create a vibrant community.
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Winning for Our Communities
the spirit of the principal

Inherent in our core value of Integrity is our responsibility to give back. At

The Principal, our innovative approach to community involvement includes:

+ Volunteer Time Off – We offer every employee eight hours of company

time to volunteer each year. In 2006, nearly 5,000 employees took

advantage of this benefit, contributing more than 32,000 hours to their

communities. And more than 1,400 employees took additional company

time to participate in United Way’s Day of Caring.

+ A dollar-for-dollar match on all United Way contributions – This program

will double the $2.8 million pledged in 2006 through the company by

employees, producers and retirees, for a total United Way impact of

$5.6 million.

+ A focus on development – We believe volunteerism is not only personally

rewarding but professionally beneficial. As employees look for informal

development opportunities, volunteerism is first on our recommended list.

Our employees serve their communities with the same passion they serve

customers. They’re hard-working, results-oriented and focused on the future.

They are the spirit of The Principal.

The Principal was named United Way of America’s
19th Spirit of America award winner in May 2006.
This is the highest honor United Way gives for
corporate community involvement. Our employees,
retirees and producers earned us this award. We are
grateful on a daily basis for their generous spirit
and enormous heart.
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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 Asset Management Operations
(Principal Global Investors, our U.S. based global asset manager),
which provide investment management to The Principal, large
U.S. corporate, private and Taft-Hartley pension funds, U.S.
endowments and foundations and non U.S. institutions.

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,
nonqualified executive benefit plans and Employee Stock
Ownership plans. FSA serves some 35,000 plans and
3.2 million plan participants.

Mutual Funds: The Principal offers a wide array of mutual funds,
including target-risk and target-date funds, designed to help
individuals achieve their long-term financial objectives. Our
mutual funds feature premier investment managers from
Principal Global Investors and its affiliates along with subadvisors
from many of the nation’s other leading asset managers.
The Principal offers more than 100 funds and 25 investment
managers. Principal Funds are available to individuals in
traditional investment accounts; qualified retirement solutions like
401(k)s; and Traditional, Roth and Rollover IRAs. Principal Variable
Contracts Fund portfolios act as investment choices for variable
annuity and variable life contracts.

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.

Bank and Trust Services: Principal 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, our Call Center, the mail
or other electronic means. Principal Trust Company specializes

in providing affordable and innovative trust solutions for self-
directed, tax-advantaged savings accounts and a full array of
employee benefit plans and accounts including 401(k) and
403(b) plans, defined benefit pension plans, nonqualified
executive benefit plans and ESOPs.

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.

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
associated with terminating defined benefit plans.

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 $645 million,

an increase of 20 percent from 2005, including record
performance for: Full Service Accumulation (FSA), up
18 percent; Principal Global Investors, up 39 percent; individual
annuities, up 23 percent; and mutual funds, up 56 percent.

+ Organic sales of our three key retirement and investment
products—FSA, mutual funds and individual annuities—
reached a record $13.5 billion in total, up 18 percent from 2005,
including record FSA sales of $7.2 billion, an increase of
18 percent.

+ Segment assets under management (AUM) increased
$58 billion, or 35 percent, to a record $222 billion (includes
$28 billion of AUM related to the company’s acquisition of
WM Advisors, Inc., which added approximately $23 billion to
mutual fund account values and $5 billion to Principal Global
Investors’ third party AUM).

At a Glance The Principal Financial Group – Operating Segments
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+ FSA account values increased $14 billion, or 19 percent to a
record $92 billion, driving account values for our U.S. Asset
Accumulation businesses up 36 percent to a record $163 billion
(up 17 percent on an organic basis).

+ Principal Global Investors increased AUM by 32 percent to a
record $191 billion (up 17 percent on an organic basis). Strong
investment performance across all major asset classes helped
Principal Global Investors win new institutional mandates
representing $6.7 billion of assets, driving third party AUM
up 44 percent to a record $59 billion (up 31 percent on an
organic basis).

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. 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 has operations in Brazil, Chile, China,
Hong Kong, India, Malaysia and Mexico. We continue to align
ourselves with leading local brands in these locations; joint
venture partners include China Construction Bank (China),
Punjab National Bank and Vijaya Bank (India), Banco do Brasil
(Brazil) and CIMB Group (Malaysia).

Financial Highlights for International Asset Management
and Accumulation
+ Operating earnings for the segment were a record $72 million,

an increase of 1 percent from 2005.

+ Segment AUM increased nearly $4 billion, or 24 percent,
to a record $19 billion, reflecting strong growth in
Principal International’s asset accumulation businesses
and increasing success in leveraging local country asset
management capabilities.

+ Segment return on equity, at 7.8 percent at year-end, remains
on track to reach the company’s target for the segment 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 and income protection for
individuals, groups and key executives.

The segment consists of three divisions:
+ Individual Life Insurance – estate planning, business

continuation, executive benefits and financial planning needs
+ Health Insurance – group medical, including combined high

deductible health plans with health savings accounts, wellness
programs and administrative services

+ Specialty Benefits – group dental and vision insurance, group
life insurance and group and individual disability insurance

The segment serves 79,000 employers and 5.6 million covered
members. Principal Life Insurance Company ranked as the
seventh largest U.S. life insurer (based on statutory assets
as of year-end 2005).

Financial Highlights for Life and Health Insurance
+ Record operating earnings for the segment of $283 million, an

increase of 3 percent from 2005, including record results for the
Specialty Benefits division, which increased 19 percent.

+ Record operating revenues for the segment of $4.7 billion,
an increase of 8 percent from 2005, with fourth quarter 2006
marking the segment’s ninth consecutive record quarter.

+ Third consecutive year of 20+ percent sales growth for the
Specialty Benefits division.

+ Group medical covered members grew 4 percent to 643,000
driven by 9 percent growth in our target states.
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Investing for the Future

Value-added Solutions
For businesses...
+ Bundled retirement solutions – As employers look to reduce

costs and ease administrative burdens, they’re increasingly
interested in bundled offerings. Throughout 2006 we
continued to enhance Principal Total Retirement SuiteSM, our
comprehensive retirement plan consulting and administrative
services offering, building on the strengths of our core
business. In 2006, 58 percent of our retirement plan sales
came from Total Retirement Suite.

+ Business owner solutions – As the leading deferred compensation
plan recordkeeper, we continued to enhance our offerings
geared toward business owners and key executives, including
business protection, wealth transfer, retirement and estate
planning, and nonqualified deferred compensation.

+ Health and wellness solutions – Throughout 2006 we
continued to enhance our health and wellness offerings for
employers and their employees.

• We introduced Principal HealthyEssentialsSM, designed to
provide health and wellness programs for group medical
customers with more than 25 employees. The program
offers health screenings and health risk analyses, along
with additional resources and services, all geared toward
improving employees’ health and controlling costs.

• After being one of the first to market with health savings
accounts (HSAs), we introduced HSAs to the third party
market in 2006. We now offer HSAs to other insurers, third
party administrators and investment firms, filling critical
needs in employee benefit offerings.

• In August we added group voluntary vision insurance to
our growing suite of voluntary worksite products that
enable employers to offer benefit options that attract and
retain employees without incurring additional benefit
costs. The insurance provides an affordable way for
employees to access insurance protection and schedule
yearly eye exams for themselves and their dependents.

+ In November we unveiled a comprehensive educational
program with easy-to-use tools designed to help navigate the
numerous changes called for by the Pension Protection Act of
2006. The program includes compliance summaries, one-
page overviews of key provisions, newsletters and webcasts.
Key to this program is our new Pension Protection Act Guide
that gives plan sponsors and financial professionals an edge in
understanding the immediate impact of the new law as well as
how they can prepare to incorporate future requirements and
optional designs into their strategies.

+ We published our fifth Best Practices Guide for growing
businesses, focused on using employee benefits to recruit,
retain and motivate top talent. The guide is based on our
nationwide search, The Principal 10 Best Companies for
Employee Financial Security.

+ Throughout the year we continued our free educational series
to help women business owners grow their businesses. Our
teleclasses covered a variety of topics such as marketing,
negotiating, goal-setting and employee benefits. Each class
averaged 1,000 registrations.

…and the advisors who serve them
+ We continue to help advisors build their skills to meet

changing customer needs. In 2006, for instance, our Retiree
Financial Management program helped nearly 200 advisors
develop their skills in addressing the unique financial needs
of individuals near or in retirement. And our annuity training
modules provide annuity education and comprehensive sales
training specifically for banks.

+ As consumer driven healthcare continues to expand at a rapid
pace, The Principal continues to educate brokers on the state
of the healthcare industry and advancements in new products
such as health savings accounts (HSAs) and wellness programs.
For the third year, leaders from The Principal toured the United
States, helping to arm brokers with the tools and information
they need to provide valuable counsel and effective health
benefit programs for their clients.

For employees and other individuals
+ Our do-it-for-me lifecycle funds, Principal LifeTime Funds,

celebrated a five-year milestone in June, marked by high
demand, rapid growth and strong performance. Now, nearly
60 percent of plan sponsors offer the target date portfolios to
participants, and one in three dollars of new case funds in our
retirement business are Principal LifeTime Funds.

+ The Principal was one of the first to make the new Roth savings
option available to plan sponsors for 401(k) and 403(b) plans.
To address the subsequent issue of what to do when employees
leave small amounts behind in these plans, Principal Bank
debuted a new Roth option for the Principal Safe Harbor IRASM.
This enables plan sponsors to roll over small-balance Roth
401(k) and 403(b) accounts into a Roth IRA. Essentially, plan
sponsors can reduce plan administration costs by removing
costly low-balance accounts from their plans; and employees
can continue to save for retirement, preserving the tax-
advantaged status of their funds.
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+ In June we introduced The Principal Enrollment SuiteSM and the
new patent pending Easy Enrollment form, requiring just three
simple steps to enroll in a retirement plan. These innovations
are already increasing participation and savings rates by helping
employees overcome uncertainty.

+ In September CIMB-Principal launched the world’s first ASEAN-
sponsored (Association of Southeast Asian Nations) Exchange
Traded Fund, FTSE/ASEAN 40, on the Singapore Exchange.
Traded in U.S. dollars, it tracks an index of the top 40 companies
ranked by market capitalization across the five stock exchanges
of Singapore, Malaysia, Indonesia, the Philippines and Thailand.
Our innovative new offerings underscore our commitment to
providing customers a wide array of investment options, and to
growing our international asset management business.

+ Our new, online Treatment Cost AdvisorSM helps health
plan members evaluate the price of specific procedures and
medications. It’s one of a number of tools and services available
through Principal HealthyConnections, which is focused on
helping members get and stay healthy. Other offerings include
online health assessment tools, a library of health and wellness
news, information about managing specific conditions or
procedures and other services for those needing specialized care.

+ Last September we launched our new online Return To Work
toolkit, which provides tools and resources for those who want
more information about getting back to work after a disability.
Information in the toolkit includes an overview of rehabilitation,
Social Security services and detailed information about
searching for a new job. It allows participants to explore many
options and empowers them at a time when they often feel as
if they don’t have control of their future.

Sales and Service
Local sales and service remain a true competitive advantage for
The Principal, enabling us to meet the special needs of growing
businesses and their employees. In 2006, we continued to
enhance our resources. As of year-end:

+ Our retirement sales force was more than 100 strong in
45 local offices, maintaining relationships with more than
11,000 independent brokers, consultants and agents.

+ We had more than 160 local retirement service reps, focused
on the needs of plan sponsors and 140 education specialists to
provide support to retirement plan participants.

+ In our life and health businesses, we had more than 1,000 career
agents, more than 160 medical, non-medical, life and disability
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.

In our U.S. retirement business, for instance, we continued
to grow our capacity in the large retirement plan market
($100+ million of retirement assets) expanding our team and
increasing resources dedicated to serving consultants and
financial professionals in this market. Our dedicated institutional
consultant relationship management team, product specialists
and additional sales expertise are helping us capitalize on more
and more large plan opportunities.

In addition:

+ We continued to build our retirement distribution alliances,
deepening relationships with independent financial advisors
from firms like Smith Barney, Raymond James and more.

+ In our life and health businesses, we’re focused on deepening
relationships with key independent distributors. Through our
new Principal Privileged Partner Program1, for instance, we
provide peak service and support to our top brokerage general
agents, lending our expertise and commitment to helping
them successfully build their businesses.

+ And through our expanding brokerage advisory councils,
we continue to seek input on the needs of our independent
distributors, helping to make The Principal easier to
do business with.

Technology
Our investment in technology continues to pay off for
customers, enabling us to provide improved customer service,
serve customers in the ways they want to be served and bring
products to market more quickly. For instance:

+ We launched the first phase of our new Specialty Benefits
administration system. By investing in this greatly enhanced
system, we’re able to get products to market more quickly.
We’re also better able to handle transactions at the member
level, which is key as voluntary benefits become increasingly
popular. And we have greater flexibility to accommodate the
unique needs of our large case clients.

1 The Principal Privileged Partners are highly valued brokerage offices and have not entered into a legal partnership with any company of the Principal Financial Group®.



18

Awards and Recognition

+ We streamlined retirement plan administration for our plan
sponsors, introducing technology enhancements that give
plan sponsors the ability to update participant information for
multiple plans with a single entry. This leading edge innovation
helps Principal Total Retirement SuiteSM clients manage their
multiple retirement programs with greater efficiency.

+ In May we became one of the first companies to offer electronic
Form 5500 reports to retirement plan clients, effectively
replacing a cumbersome bundle of paper—often more than
100 pages long—with an efficient, value-added online resource.
Form 5500, an annual report of employee benefit plans
required by federal law, is now more robust and user-friendly,
collecting data throughout the year, offering running totals and
enabling clients to easily share information with auditors.

Investing for the Future, continued

The Principal continues to be included in the FORTUNE 500
and Forbes’ Platinum 400—America’s Best Big Companies. In
addition, we’re proud of the third-party awards, recognitions and
rankings that demonstrate our high standards for performance
and our commitment to customer focus, employees, technology/
innovation and communities.

Customer/Client Satisfaction
+ Earned 27 “Best in Class” ratings in Chatham Partners survey

of retirement plan clients with more than $25 million in
assets, including recognition for flexibility, accessibility and
responsiveness of client service teams, overall satisfaction with
actuarial services and timeliness and accuracy of transactions.
(December 2006)

+ Received recognition for quality of our Defined Benefit and
Defined Contribution plan statements in DALBAR’s 2006
Trends & Best Practices in Investor Statements, and the
DALBAR Communication Seal of Excellence in customer
communications for our Defined Benefit, Defined Contribution,
Total Retirement, variable annuity and mutual fund statements.
(January 2006)

+ Earned 11 “Best in Class” awards in the 2006 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 2006)

+ Third longest client retention (an average of 8.8 years vs. an
industry average of 7.5 years), in the Boston Research Group’s
2006 plan sponsor Defined Contribution study. (August 2006)

+ Received DALBAR Seal of Excellence for Defined Contribution
Plan Participant and Plan Sponsor Web sites. (July 2006)

+ Ranked in the top 10 insurance companies on the Customer
Respect Group’s Customer Respect Index, ranking companies
for treatment of online customers; ranked second in the life
and health insurance category. (June 2006)
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Industry Leadership/Corporate Responsibility
+ Principal Global Investors manages assets for 10 of the

25 largest U.S. pension funds

+ Principal Global Investors ranked in top 20 among institutional
money managers in Institutional Investor’s 2006 Pension
Olympics survey, based on number of new clients gained
in 2005 (May 2006)

+ Principal Global Investors ranked fifth out of the 35 biggest 401(k)
managers by Investment News DataBook (December 2006)

+ Recognized by Pensions & Investments as the fourth largest
manager of real estate, 13th largest manager of Defined
Contribution assets and 42nd largest institutional manager in
the world (May and October 2006)

+ Principal Funds ranked as the fifth largest manager of lifecycle
funds by Financial Research Corporation (December 2006)

+ Principal LifeTime Funds ranked as the top lifecycle fund family
by Turnstone Advisory Group (January 2007)

+ Principal LifeTime Funds came in first in Lipper’s mixed asset
target 2030, 2030+ and allocation conservative categories for
the three-year period ending Dec. 31, 2006 (March 2007)

+ Principal Real Estate Fund named One-Year Best Performer
based on total return for the period ended September 2006
(Wall Street Journal, October 2006)

+ Numerous international awards for investment performance,
including: in China, 2005 Best Fund Launching Award; in Hong
Kong, Best Equity Fund Group for mutual funds and mandatory
provident funds; and in India, Platinum rating on Principal
Tax Savings Fund. In Chile, Principal Mutual Fund Andes was
named one of the 10 most profitable funds in 2005, and our
Malaysian joint venture was honored with Most Improved Fund
House, Most Innovative Product, Best Offshore Fund and Best
Islamic Fund House for 2006.

+ Recognized as sales growth leader for voluntary benefits
(dental/vision, life and disability) for companies with more
than $25 million in voluntary sales, by EastBridge Consulting
Group, Inc. (July 2006)

+ United Way of America – Honored with United Way’s 2006
Spirit of America award, recognizing corporate and employee
community involvement (May 2006)

+ Corporate Responsibility Officer (CRO) magazine – Named one of
the 100 Best Corporate Citizens for 2007 (January 2007)

Best Places to Work
+ Ranked 77th on FORTUNE magazine’s 100 Best Companies to

Work For (January 2007)

+ Working Mother magazine – Included in the Top 10 Companies
for Working Mothers (September 2006)

+ National Association of Female Executives – Named one of the
Top 30 Companies for Executive Women (March 2007)

+ Wellness Councils of America – Platinum Well Workplace
(July 2006)

+ AARP The Magazine – Recognized as one of the Best Employers
for Workers Over 50 (September 2006)

+ LATINA Style magazine – Named one of the 50 Best Companies
for Latinas to Work For in the U.S. (August 2006)

+ Computerworld magazine – Ranked 29th on Computerworld’s
100 Best Places to Work in IT (June 2006)

+ Human Rights Campaign Foundation – Scored an 85 out of a
possible 100 on the Corporate Equality Index (October 2006)

+ BrasilPrev has been named one of the 150 Best Companies to
Work For in Brazil, one of the 50 Best Companies For Women,
one of the best companies on human resources management
and the best company for interns. (2006)

+ BrasilPrev (joint venture with Banco do Brasil) named one of the
most admired companies in Brazil (2006)

+ InformationWeek magazine – Ranked No. 1 on the magazine’s
Top 500 Most Innovative Users of Information Technology
(September 2006)
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2006 2005 2004 2003 2002

Net income available to common stockholders (in millions) $ 1,031 $ 901 $ 826 $ 746 $ 142

Operating earnings (in millions)1,3 972 862 765 668 579

Total revenue (in millions)1 9,871 9,042 8,321 7,993 7,631

Total assets (in millions) 143,658 127,035 113,798 107,754 89,871

Assets under management (in millions)2 256,900 195,200 167,000 142,000 109,900

Total stockholders’ equity (in millions) 7,861 7,807 7,544 7,400 6,657

Operating earnings per diluted share1,3 $ 3.53 $ 2.97 $ 2.43 $ 2.04 $ 1.65

Operating return on average equity1,3,5 15.3% 13.8% 12.3% 10.9% 9.1%

Total customers (in millions)1,2,4 17.6 15.9 15.1 14.2 12.4

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 2005 statutory assets. Worldwide, the Principal Financial Group serves approximately 17.6 million customers from more than

250 locations, including offices in Asia, Australia, Europe, Latin America and the United States.

1 Certain reclassifications have been made to 2002, 2003, 2004 and 2005 to conform to 2006 presentation.
2 Excludes Principal Residential Mortgage, Inc. from 2002-2003.
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 available to common stockholders excluding accumulated other comprehensive income (loss).

Financial Highlights
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2006 2005 2004

(in millions)

Revenues

Premiums and other considerations $ 4,305.3 $ 3,975.0 $ 3,710.0

Fees and other revenues 1,902.5 1,717.8 1,491.7

Net investment income 3,618.0 3,360.1 3,224.0

Net realized/unrealized capital gains (losses) 44.7 (11.2) (104.8)

Total revenues 9,870.5 9,041.7 8,320.9

Expenses

Benefits, claims, and settlement expenses 5,692.4 5,282.9 4,959.5

Dividends to policyholders 290.7 293.0 296.7

Operating expenses 2,558.7 2,342.1 2,185.6

Total expenses 8,541.8 7,918.0 7,441.8

Income from continuing operations before income taxes 1,328.7 1,123.7 879.1

Income taxes 295.0 232.2 178.2

Income from continuing operations, net of related income taxes 1,033.7 891.5 700.9

Income from discontinued operations, net of related income taxes 30.6 27.5 130.4

Income before cumulative effect of accounting changes 1,064.3 919.0 831.3

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

Net income 1,064.3 919.0 825.6

Preferred stock dividends 33.0 17.7 —

Net income available to common stockholders $ 1,031.3 $ 901.3 $ 825.6

Earnings per common share

Basic earnings per common share:

Income from continuing operations, net of related income taxes $ 3.67 $ 3.03 $ 2.24

Income from discontinued operations, net of related income taxes 0.11 0.10 0.42

Income before cumulative effect of accounting changes 3.78 3.13 2.66

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

Net income $ 3.78 $ 3.13 $ 2.64

Diluted earnings per common share:

Income from continuing operations, net of related income taxes $ 3.63 $ 3.01 $ 2.23

Income from discontinued operations, net of related income taxes 0.11 0.10 0.41

Income before cumulative effect of accounting changes 3.74 3.11 2.64

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

Net income $ 3.74 $ 3.11 $ 2.62

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 2006 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 2006 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,
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The Principal Financial Group, Inc.
Summary Consolidated Balance Sheets

2006 2005

(in millions)

Assets

Fixed maturities, available for sale $ 44,403.5 $ 42,117.2

Fixed maturities, trading 323.4 113.2

Equity securities, available for sale 666.6 724.4

Equity securities, trading 181.0 90.3

Mortgage loans 11,663.9 11,484.3

Real estate 867.0 900.1

Policy loans 850.7 827.7

Other investments 1,410.7 1,113.5

Total investments 60,366.8 57,370.0

Cash and cash equivalents 1,590.8 1,639.3

Accrued investment income 723.5 682.3

Premiums due and other receivables 1,252.3 592.7

Deferred policy acquisition costs 2,418.9 2,174.1

Property and equipment 422.5 419.8

Goodwill 361.9 282.3

Other intangibles 981.0 202.6

Separate account assets 73,779.6 62,070.0

Assets of discontinued operations — 103.2

Other assets 1,760.8 1,498.4

Total assets $ 143,658.1 $ 127,035.4

Liabilities

Contractholder funds $ 36,799.0 $ 33,612.1

Future policy benefits and claims 17,332.6 16,825.5

Other policyholder funds 619.4 657.1

Short-term debt 84.1 476.4

Long-term debt 1,553.8 898.8

Income taxes currently payable 4.2 —

Deferred income taxes 917.2 974.8

Separate account liabilities 73,779.6 62,070.0

Liabilities of discontinued operations — 4.5

Other liabilities 4,707.4 3,709.0

Total liabilities 135,797.3 119,228.2

Stockholders’ equity

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

$100 per share - 3.0 million shares authorized, issued and outstanding at December 31, 2006 and 2005 — —

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

$25 per share - 10.0 million shares authorized, issued and outstanding at December 31, 2006 and 2005 0.1 0.1

Common stock, par value $.01 per share - 2,500.0 million shares authorized, 383.6 million

and 381.3 million shares issued, and 268.4 million and 280.6 million shares

outstanding at December 31, 2006 and 2005 3.8 3.8

Additional paid in capital 8,141.8 8,000.0

Retained earnings 2,824.1 2,008.6

Accumulated other comprehensive income 846.9 994.8

Treasury stock, at cost (115.2 million and 100.7 million shares at December 31, 2006 and 2005) (3,955.9) (3,200.1)

Total stockholders’ equity 7,860.8 7,807.2

Total liabilities and stockholders’ equity $ 143,658.1 $ 127,035.4

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 2006 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 2006 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 Flows

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 2006 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
2006 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,

2006 2005 2004
(in millions)

Operating Activities
Net Income $ 1,064.3 $ 919.0 $ 825.6
Adjustments to reconcile net income to net cash provided by operating activities:

Income from discontinued operations, net of related income taxes (30.6) (27.5) (130.4)
Cumulative effect of accounting changes, net of related income taxes — — 5.7
Amortization of deferred policy acquisition costs 239.2 246.6 210.8
Additions to deferred policy acquisition costs (498.9) (482.1) (477.7)
Accrued investment income (41.2) (4.9) (21.5)
Net cash flows from (for) trading securities (200.3) (37.3) 6.3
Premiums due and other receivables (419.1) (70.8) (24.9)
Contractholder and policyholder liabilities and dividends 1,851.8 2,006.8 1,749.9
Current and deferred income taxes 169.6 (453.3) 38.0
Net realized/unrealized capital (gains) losses (44.7) 11.2 104.8
Depreciation and amortization expense 105.3 99.7 105.7
Mortgage loans held for sale, acquired or originated (427.3) (2,262.0) (1,142.4)
Mortgage loans held for sale, sold or repaid, net of gain 761.4 2,326.8 940.3
Real estate acquired through operating activities (82.3) (44.6) (45.8)
Real estate sold through operating activities 88.6 41.9 84.7
Stock-based compensation 71.8 48.8 43.4
Other (329.1) (192.1) (241.0)

Net adjustments 1,214.2 1,207.2 1,205.9

Net cash provided by operating activities 2,278.5 2,126.2 2,031.5

Investing Activities
Available for sale securities:

Purchases (7,765.4) (8,955.1) (10,301.6)
Sales 1,438.9 3,300.5 2,327.1
Maturities 3,595.8 3,903.2 4,411.0

Mortgage loans acquired or originated (2,600.2) (2,485.5) (2,760.4)
Mortgage loans sold or repaid 2,102.6 2,704.5 2,499.6
Real estate acquired (29.1) (92.2) (341.5)
Real estate sold 174.1 319.8 345.6
Net purchases of property and equipment (50.5) (44.4) (47.5)
Net proceeds from sales of subsidiaries — — 694.7
Purchases of interest in subsidiaries, net of cash acquired (769.2) (58.1) (128.1)
Net change in other investments (9.9) (76.4) 116.5

Net cash used in investing activities (3,912.9) (1,483.7) (3,184.6)

Financing activities
Issuance of common stock 66.2 59.9 41.2
Issuance of preferred stock – 542.0 —
Accelerated stock repurchase settlement – (84.0) —
Acquisition and sales of treasury stock, net (755.8) (868.4) (772.6)
Proceeds from financing element derivatives 132.1 168.4 110.6
Payments for financing element derivatives (141.0) (123.2) (84.6)
Excess tax benefits from share-based payment arrangements 8.4 – –
Dividends to common stockholders (214.7) (182.2) (166.5)
Dividends to preferred stockholders (24.7) (17.7) —
Issuance of long term debt 601.7 137.5 12.1
Principal repayments of long term debt (21.0) (72.6) (447.2)
Net proceeds (repayments) of short term borrowings (390.5) 199.1 (291.4)
Investment contract deposits 8,925.7 7,250.0 7,312.4
Investment contract withdrawals (6,859.4) (6,504.5) (5,294.9)
Net increase (decrease) in banking operation deposits 258.9 41.9 (5.0)

Net cash provided by financing activities $ 1,585.9 $ 546.2 $ 414.1
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2006 2005 2004
(in millions)

Discontinued Operations
Net cash provided by (used in) operating activities $ (1.1) $ 125.1 $ (627.7)
Net cash used in investing activities (0.9) (125.0) (473.7)
Net cash provided by financing activities — — 600.0

Net cash provided by (used in) discontinued operations (2.0) 0.1 (501.4)

Net increase (decrease) in cash and cash equivalents (50.5) 1,188.8 (1,240.4)

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

Cash and cash equivalents at end of year $ 1,590.8 $ 1,641.3 $ 452.5

Cash and cash equivalents of discontinued operations included above:

At beginning of year $ 2.0 $ 1.9 $ 503.3

At end of year $ — $ 2.0 $ 1.9

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

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

2006 2005 2004 2003 2002

Net income available to common stockholders per diluted share
Operating earnings per diluted share $ 3.53 $ 2.97 $ 2.43 $ 2.04 $ 1.65
Net unrealized capital gains/(losses) 0.07 (0.06) (0.20) (0.15) (0.70)
Other after-tax adjustments 0.14 0.20 0.39 0.39 (0.54)

Net income available to common stockholders per diluted share $ 3.74 $ 3.11 $ 2.62 $ 2.28 $ 0.41

Net income available to common stockholders (in millions):
Operating earnings $ 972.1 $ 862.4 $ 764.8 $ 667.7 $ 579.3
Net realized/unrealized capital gains (losses) 18.0 (20.6) (62.3) (49.3) (247.3)
Other after-tax adjustments 41.2 59.5 123.1 127.9 (189.7)

Net income available to common stockholders $ 1,031.3 $ 901.3 $ 825.6 $ 746.3 $ 142.3

Net income ROE available to common stockholders (including OCI*):
Operating earnings ROE (x-OCI) 15.3% 13.8% 12.3% 10.9% 9.1%
Net realized/unrealized capital gains (losses) 0.3% -0.3% -1.0% -0.8% -3.9%
Other after-tax adjustments 0.6% 0.9% 2.0% 2.1% -3.0%

Net income ROE available to common stockholders (x-OCI) 16.2% 14.4% 13.3% 12.2% 2.2%
Net unrealized capital gains (losses) -2.2% -2.3% -2.4% -1.8% -0.2%
Foreign currency translation 0.1% 0.1% 0.1% 0.2% 0.1%

Net income ROE available to common stockholders (including OCI) 14.1% 12.2% 11.0% 10.6% 2.1%

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 Flows, continued
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Board of Directors
Principal Financial Group, Inc.
Principal Life Insurance Company

Left to Right: Larry D. Zimpleman
President and Chief Operating Officer
The Principal Financial Group

Betsy J. Bernard
Past President
AT&T

Elizabeth E. Tallett
Principal
Hunter Partners, LLC

William T. Kerr
Chairman of the Board
Meredith Corporation

Gary E. Costley
Managing Director
C & G Capital and Management, LLC

David J. Drury
Retired Chairman
The Principal Financial Group

Michael T. Dan
Chairman, President and Chief Executive Officer
The Brink’s Company

Arjun K. Mathrani
Adjunct Professor – New York University’s
Stern School of Business, St. John’s University,
New York, and Cambridge University’s Judge
Institute of Management

C. Daniel Gelatt, Jr.
President
NMT Corporation

Therese M. Vaughan
Robb B. Kelley Distinguished Professor of
Insurance and Actuarial Science at
Drake University

Richard L. Keyser
Chairman and Chief Executive Officer
W.W. Grainger, Inc.

J. Barry Griswell
Chairman and Chief Executive Officer
The Principal Financial Group

Jocelyn Carter-Miller
President
TechEdventures

Sandra L. Helton
Past Executive Vice President and
Chief Financial Officer
Telephone and Data Systems, Inc.
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Senior Management
The Principal Financial Group – March 2007

J. Barry Griswell
Chairman and
Chief Executive Officer

Larry D. Zimpleman
President and
Chief Operating Officer

John E. Aschenbrenner
President, Insurance and
Financial Services

James P. McCaughan
President, Principal
Global Investors

Michael H. Gersie
Executive Vice President
and Chief Financial Officer

Daniel J. Houston
Executive Vice President

Karen E. Shaff
Executive Vice President
and General Counsel

Ronald L. Danilson
Senior Vice President

James D. DeVries
Senior Vice President

Gregory B. Elming
Senior Vice President

Ralph C. Eucher
Senior Vice President

Nora M. Everett
Senior Vice President

Thomas J. Graf
Senior Vice President

Joyce N. Hoffman
Senior Vice President
and Corporate Secretary

Carey G. Jury
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

Norman R. Sorensen
Senior Vice President

Deanna D. Strable
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

d/b/a Principal Trust Company
Edge Asset Management, Inc.
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 Funds Distributor, Inc.
Principal Global Investors, LLC
Principal Global Investors Trust
Principal Life Insurance Company
Principal Management Corporation
Principal Real Estate Fund Investors, LLC
Principal Real Estate Investors, LLC
Principal Real Estate Portfolio, Inc.
Principal Shareholder Services, 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 Administradora General de Fondos S.A.
Principal Asset Management S.A.
Principal Compañía de Seguros de Vida Chile S.A.
Principal Créditos Hipotecarios, S.A.
Principal Servicios Corporativos Chile Ltda.
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 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
Japan
Principal Global Investors (Japan) 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 Siefore, 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
Employers Dental Services, Inc.
HealthRisk Resource Group, LLC
JF MOLLOY & Associates, Inc.
Preferred Product Network, Inc.
Principal Dental Services, Inc.
Principal Wellness Company

Corporate
Principal Global Services Private Limited

Principal Investors Fund, Inc. Retail Classes*:
Bond & Mortgage Securities Fund
California Insured Intermediate Municipal Fund
California Municipal Fund
Disciplined LargeCap Blend Fund
Diversified International Fund
Equity Income Fund I
Government & High Quality Bond Fund
High Yield Fund II
Income Fund
Inflation Protection Fund
International Emerging Markets Fund
LargeCap Growth Fund
LargeCap S&P 500 Index Fund
LargeCap Value Fund
MidCap Blend Fund
MidCap Stock Fund
Money Market Fund
Mortgage Securities 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
Strategic Asset Management Balanced Portfolio
Strategic Asset Management Conservative

Balanced Portfolio
Strategic Asset Management Conservative

Growth Portfolio
Strategic Asset Management Flexible

Income Portfolio
Strategic Asset Management Strategic

Growth Portfolio
Short-Term Bond Fund
Short-Term Income Fund
SmallCap Blend Fund
SmallCap Growth Fund
SmallCap Value Fund
Tax-Exempt Bond Fund I
Ultra Short Bond Fund
West Coast Equity 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.

Mutual funds and variable contracts are distributed by Principal Funds
Distributor, Inc. and Princor Financial Services Corporation, members
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.

Principal Funds
Organized by Principal Life Insurance Company



The Principal Financial Group

Corporate Headquarters
711 High Street
Des Moines, Iowa 50392
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:

+ Board of Directors

+ Corporate Governance Guidelines

+ Board Committee Charters

+ Director Independence Standards

+ Corporate Code of Ethics

Annual Meeting
The Annual Meeting of Shareholders will convene at 9 a.m.
local time, May 22, 2007, 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: 515-235-5491
E-mail: investor-relations@principal.com

Transfer Agent
Principal Financial Group, Inc. shareholder inquiries should be
addressed to our transfer agent, Computershare Investor Services, LLC,
who can help with a variety of shareholder related services, including:
address changes; certificate issuance; replacement of lost stock
certificates; transfer of stock to another person; account statements;
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
P.O. Box 43078
Providence, RI 02940-3078
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. common 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.

A Special Thanks
A special thanks to our 500,000+ shareholders, most of whom have
owned Principal Financial Group, Inc. common stock since our initial
public offering, including our top 10 holders*, listed below:

Nippon Life Insurance Company
State Street Global Advisors
Barclays Global Investors, N.A.
Vanguard Group, Inc.
Davis Selected Advisers, L.P.
Northern Trust Global Investments
Calamos Advisors LLC
Bessemer Trust Company, N.A.
LSV Asset Management
College Retirement Equities Fund

*Based on public filings as of Dec. 31, 2006

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.
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