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To enhance readability, we are presenting our annual report in two parts: this section,
2002 Annual Report” provides a company overview and financial highlights. The second
section, “2002 Financial Report” provides detailed financial information including management's
discussion and analysis, report of independent auditors, consolidated financial statements and
notes. lt is printed on thinner paper, making it tess bulky and reducing costs.




financial highlights

The Principal Financial Group is a leading provider of a2 wide range of financial products and services for businesses
and individuals. Our largest member company, Principal Life Insurance Company, is the ninth largest U.S. life insurance

company as measured by year-end 2001 statutory assets. Worldwide, the Principal Financial Group serves approxi-
mately 13.5 million customers from more than 250 locations, including offices in Asia, Australia, Europe, Latin America

and the United States.

2002 2001 2000 1999 1998
{In Millions)
Netincome 3 142 $ 359 $ 620 $ 742 $ 693
Operating earnings"* 3 749 3 122 $ 620 $ 480 $ 267
Total revenue’ $ 8823 $ 8533 $ 8594 $ 8586 $ 8197
Revenue and deposits $ 24,000 $ 19,800 $ 18,000 $ 18,100 $§ 16,800
Total assets $ 89,861 $ 88,351 $ 84,405 $ 83953 $ 74,047
Total assets under
management? $ 111,100 $ 120,200 § 117,500 $ 116,600 $ 80,400
Total Stockholders' Equity $ 6657 $ 65820 $ 5,253 $ 5553 $ 5867
Operating return on
average equity"*® 11.8% 10.9% 10.5% 8.9% 5.8%
Customers’
Total customers served® 13.5 million 13.0 million 13.0 million 11.2 million 10.1 million
Individual policyholders 614,000 627,000 688,000 700,000 712,000
Group employer
custemers 77,000 79,000 84,000 92,000 84,000
Pension employer
customers 51,000 40,000 45,000 44,000 43,000
Mutual fund
shareholder accounts 699,000 637,000 566,000 521,000 451,000
Residential mortgage
loans serviced 920,000 741,000 582,000 555,000 484,000

! Certain reclassifications have been made to 1998, 1999, 2000 and 2001 to conform to 2002 presentation.
22002 excludes BT Financial Group’s assets under management, 1993-2001 includes BT's assets under management.

* See page 22 for a reconciliation of non-GAAP measures to U.S. GAAP.
* All customer numbers are rounded to the nearest 1,000 except “Total customers served.”
® Includes employees and their dependents under employee benefit arrangements. Rounded to ngarest 100,000.

© Stockholders’ Equity excluding accumiulated other comprehensive income {loss).
" Pro forma 360.8 million weightad average diluted shares outstanding is used for periods ending prior to December 31, 2001.
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Operating Earnings Per
Diluted Share™*’

Forward-looking statements

Certain statements made by the company in
this annuat report which are not historical
facts may be considered forward-looking
statements, including, without limitation, state-
ments as to sales targets, sales and earnings
trends, and management’s beliefs, expecta-
tions, goals and opinions. These statements
are based on a number of assumptions con-
cerning future conditions that may ultimataly
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 resuits anticipated in these
forward-looking statements. The risks, uncer-
tainties 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,
2002 filed by the company 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;
fareign currency exchange rate fluctuations;
and investment portfolio risks.

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,
operating earnings per diluted share and
operating return on average equity excluding
other comprehensive income.  While such
measures are also consistent with metrics
utilized by the investment community to evalu-
ate performance, they are not a substitute for
GAAP financial measures, Therefare, we
provide a reconciliation of the non-GAAP
measures to the comparable GAAP financial
measures en page 22.




to our shareholders

There are still places where a handshake holds more weight than a contract, where a promise made is a promise kept. And there are
still companies that say what they mean and do what they say. No fluff, no flash — just straight talk.

We've come to expect it from our employees, our customers, our distribution partners, and our shareholders. In return, you deserve
straight talk from us. So here it is.

Straight talk on 2002 — Our accomplishments

2002 was a very good year for The Principal®, as we delivered solid growth and strong results, in spite of a highly difficult operating
environment. The year was a testament to our strong business maodel, our powerful distribution network, and our uncompromising focus
on customer value and delivering sustainable, profitable growth. As a resuit of our strong financial performance, 2002 was also a very
good year for Principal Financial Group, Inc. shareholders with our common stock delivering a 26.6 percent total return. The opposite
was true for the broader U.S. equity markets, with the Dow Jones Industrial Average declining 17 percent, the S&P dropping 23 percent
and the NASDAQ falling 32 percent. Here's what we achieved:

* Record operating earnings — Total company earnings were up 4 percent, in spite of a third consecutive year of equity market declines
and a soft economy. This result included double-digit growth in three of our four operating segments, International Asset Management
and Accumulation, Mortgage Banking, and Life and Health Insurance, demonstrating the benefit of our diverse portfolio of businesses.
Outstanding sales — Pension full service accumulation sales reached $6 billion in 2002, up 81 percent; mutual funds sales increased 34
percent; and individual annuities sales were up 57 percent. The strong sales results were driven by continued demand for our key
retirement and investment products, the growing success of our distribution alliances, and our efforts to broaden and deepen

relationships with existing customers.

Strong net cash flows — Net flows were $4.7 billion in our U.S. asset accumulation businesses, led by pension full service

accumulation flows of $2.9 billion, and reflecting positive flows in each of our asset accumulation businesses,

Key milestones for Principal International — Operating earnings (excluding the positive impact of new accounting guidance on good-

will amortization) increased $11.6 million, or 110 percent; assets under management now exceed $4 billion; and customers increased 28

percent to 3.8 million for our asset accumulation operations in Mexico, Chile, Brazil, Argentina, Hong Kong, Japan, India and Malaysia.

= Mortgage servicing portfolio surpasses $100 billion — In addition to record operating earnings and record loan production in the
mortgage banking segment, we also achieved a 34 percent increase in our mortgage servicing portfolio, which reached $107.7 billion as

of year-end. This makes us the eleventh largest servicer in the U.S.
* Investment performance improvement for Principal Global Investors (formerly Principal Capital Management} — At year-end, 55
percent of the domestic and international equity funds in the pension separate accounts were in Morningstar’s top two quartiles for




I

e
i JJ

one- and three-year performance, a significant improvement compared to 25 percent in the top half in 2001. Further, Principal Mutual
Funds ranked tenth out of 81 families in Barron’s annual fund family rankings, for one-year performance as of December 31, 2002.
Highly successful operational excellence initiatives — Through efficient use of technology, pracess improvements, performance
management, contract negotiations and employment cost management efforts, we delivered more than $30 million in expense
reductions, exceeding our $25 million target.
important third party recognition, affirming:
o Qur position as the 401(k) feader, overall and in the small- and medium-sized business segment {CF0 magazine)
o Qur leadership in meeting customers’ retirement services needs (Boston Research Group, DALBAR, PLANSPONSOR)
o Qur commitment to innovation {/nformationYWeek top 500 innovator and top 25 innovator in collaboration, Web Marketing Association
Standard of Excellence Web Award for our electronic rollover IRA, eHealthcare Leadership Award for www.principalhealthnews.com)
o Qur status as a premier employer (best place to work awards from AARP, Computerworld, Fortune, and LATINA Style, Money
magazine Top 50 company for employee benefits, National Association of Female Executives Top 30 companies for female executives,
and Wellness Councils of America Platinum Well Workplace)

Straight talk on 2002 — Our setbacks

While 2002 was marked by tremendous accomplishments as we successfully executed our strategy, the year was not without its
difficulties. These were the main setbacks:

» BT Financial Group — Between the goodwill write-down in first quarter 2002 and the loss on sale in the fourth quarter, we lost

approximately $450 million of our original $1.4 billion investment. Global equity market declines and rapid consolidation of distribution
by the major banks in Australia were external factors that negatively impacted BT's performance. While we made a number of
important changes in 2001 and 2002 that were beginning to drive improvement, we should have made some of the changes sooner.
Selling BT was a difficult decision but it was the right decision for the organization and for sharehalders, freeing up capital and
management time.

* Investment losses — Like many large financial services companies, we recognized higher than normal losses on investments in 2002.

Our credit losses aon fixed maturity securities were $297 million for the year, after-taxes. While these losses made up less than one
percent of our investment portfolio, we continue to aggressively monitor our portfolio to ensure that we are managing risks
appropriately. Credit market conditions remain difficult, but we have a long history of strong investment performance and a very strong
capital base. Our investment portfolio is of a high quality. It is well diversified by industry, geography, property type, and individual
credit — a reflection of our continuous monitoring and analysis, and active management of our credit exposures on a real-time basis.
Although we foresee additional investment losses in 2003 due to the current environment, we expect the overall level of those losses
will be lower than in 2002, with most of the improvement coming in the second half of 2003.
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* Net income and book value — While we firmly believe operating earnings are the best measure of the earnings power of our businesses,
we don’t want to marginalize the impact of the below the line losses on net income and book value. Net income declined 60 percent to
$142.3 million, and book value per share declined three percent to $18.01 from $18.53 at December 31, 2001. We'ill continue to focus on
improving below the line results, as well as on growing operating earnings.

Straight taik on the future

In 2002, we continued to focus on several key areas to position us for ongoing success — accelerating growth in our U.S. defined

contribution businesses, driving international growth and profitability, enhancing operational efficiency, improving investment

performance and delivering value to our shareholders. The accomplishments that follow demonstrate our ability to execute our strategy
and reflect initiatives you can expect us to undertake in 2003 and beyond.

» KeyCorp sponsored endorsement — Under our agreement, KeyCorp recommended us to their clients as they transitioned out of the full-
service pension business. Compared to our average new sale, we won plans that are significantly larger, in terms of assets under
management and participants.

* Principal Income IRA {individual retirement account) pilot — In 2002 we piloted this innovative new product for retirees who want a
secure income they won't: outlive. We launched the product nationwide in January 2003.

* New products offered through the small- and medium-sized business worksite :

o We entered into a strategic distribution agreement with Alliance Capital to offer Principal CollegeBoundfund®™, a section 529 college
savings plan, providing employers an additional benefit for employees — a convenient, tax-advantaged way to save for college
through payroll deduction.

o We introduced Principal Security Builder Retirement Program for the underserved small business 401(k) market, providing significant
investment choice, cutting-edge technology and a world-class participant service package at an affordable price.

o We launched Innovative Group Benefit Solutions to provide growing businesses a lower-cost option for quality employee healthcare
coverage.

Acquisitions to build scale and accelerate growth:

o The acquisition of Zurich’s AFORE pension business strengthened our position in Mexica, making us the seventh largest in affiliates
{plan participants), bringing our market share to 7.5 percent, and establishing us as a key player in this important pension market.

o We acquired BCI Group (transaction closed in January 2003), a full-service consulting, actuarial and administrative service firm with a
primary focus on employee stock ownership plans (ESOPs), enhancing our ESOP and defined benefit capabilities.

* Customer-focused research — We completed our inaugural Principal Global Financial Well-Being Study® and our eighth quarterly
Principal Financial Well-Being Index, both important examples of our ongoing focus on understanding changing customer needs and
preferences and on delivering solutions. We also published The Principal Best Practices Guide for Employee Financial Security. The
guide is a compilation of best practices for using employee benefits to recruit, retain and motivate top talent, based on our nationwide
search, The Principal 10 Best Companies for Employee Financial Security.

s Share repurchase — During the year, we completed two of the three board authorized share repurchase programs, acquiring

approximately 27 million shares of Principal Financial Group, Inc. commaon stock. In addition to investing in organic growth and making

strategic acquisitions, we will continue to opportunistically utilize share repurchase as an option to effectively manage our capital.




Straight talk on investor confidence

Investor confidence continued to suffer in 2002, as headlines were once again filled with news of accounting irregularities, corruption and
failure at companies such as Tyco and Worldcom. We were very disturbed by the actions {and in some cases inaction) of those involved
in such recent scandals. Rebuilding investor confidence will be accomplished one investor at a time by companies like The Principal that
place the highest value on honesty and integrity. Our commitment is reflected in a number of important actions: in our disclosure practice
— full, fair and timely; in our disclosure materials — the most comprehensive financial supplement in our industry; and in our disclosure
decisions — such as being the first of our peers to expense stock options.

We are hopeful that some good comes out of these troubled times:

* The changes being proposed and implemented by the listing exchanges and regulatory agencies will cause all publicly-held
companies to thoroughly review their corporate governance policies and practices for areas to strengthen, as did The Principal in 2002

* The Securities and Exchange Commission will get the resources it needs to continue increasing its oversight and enforcement actions

* Pension reform will bring about protections for 401(k) plan participants and improve accessibility of investment advice for plan
participants

* Management teams, boards, auditors and analysts will undertake their responsibilities with renewed vigor to increase investor
confidence in the system.

Thank you

In closing, 1'd like to thank our customers, distribution partners and shareholders for their continued support and loyalty. 1'd also like to
thank our employees: for their tremendous efforts in responding to challenges during the year and executing our strategy; for their
significant contributions to delivering on our promises; and for making our first full year as a public company such a tremendous success.
Our results truly reflect the quality and strength of our people. Finally, I'd like to recognize each of our stakeholders for their frank, open
communication — this has been critical as we continue to focus on meeting needs and exceeding expectations. As always, we hope you
will share your questions, comments and concerns, and we look forward to your continued support.

The future holds both opportunities and challenges for The Principal, which we will take on from a position of strength. While we are very

proud of what we accomplished in 2002, there is much more for us to achieve. We will continue to strive to be a great organization and to
build excellent value for our shareholders.

J. Barry Griswell
Chairman, President and Chief Executive Officer







"l need solutions, not just products.
Serve me the way [ want to be served.”

We compete on two fronts every day — to retain existing customers and to win new ones. Clearly, anticipating and
responding to changing customer needs continues to be a critical challenge. Here are some customer comments and
third-party recognition that demonstrate our commitment to serving customers the way they want to be served.

Customer comments
“The service, the integrity, the personal caring changed the quality of our life and let it be as good as it could be in the most
difficult situation. Principal did exactly what they had promised us they would.” — Alice Doyel, Group insured client

“Principal Financial Group is a professional, educated and caring 401{k} provider. When | go home at night, | don't have to
question their answers.” — Yvonne Rodriguez, 407(k) plan participant

“Personally and professionally, | look at the Principal Financial Group as one of the premier financial services companies in
the country. | have a high degree of faith and trust in them, | continue to do business with The Principal because of their
responsiveness and professionalism.” — Steve Fischer, 401(k) and group health customer

Recognition
Barron’s Best Mutual Fund Families — Principal Mutual Funds was ranked tenth out of 81 families in Barron's annual mutual
fund-family survey, conducted by Lipper to capture the performance of a firm's entire product line. (February 2003)

“Bestin Class” in customer loyalty attributes from Chatham Partners — Relationship managers at The Principal received
bestin class ratings in key customer loyalty attributes including problem resolution skills, responsiveness, flexibility, plan
knowledge, proactive approach and overall satisfaction. (September/October 2002)

DALBAR Best Plan Participant Web Sites — The Principal Retirement Service Center® site for plan participants
{www.principal.com) received Dalbar’s first-place ranking among 31 industry-leading firms. Six providers, including The
Principal® received a DALBAR Designation of Excellence for best meeting plan participant needs. (May 2002)

Boston Research Group 2002 Defined Contribution Client Satisfaction Survey — The Principal was ane of only two service
providers out of 22 in the study to achieve a near-perfect, 39 percent satisfaction rating for defined contribution plan
services, including record-keeping, investments, participant statements, education, participant websites, and compliance.
{August 2002)

2002 World Wide Web Health Awards — The Principal was one of only nine gold medal winners for
www.principalhealthnews.com, our website dedicated to providing information to help consumers stay healthy. The site
covers a wide range of health topics, along with interactive health tools, a health encyclopedia, health plan information,
and thousands of articles on the latest in health and medicine. (Spring 2002)
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“Help me understand your company.
Give me what | need to make informed
investment decisigns.”

Now more than ever, information is critical for investors and potential investors — in order to make judgments about a
company’s competitive position and strategy, and the company’s ability to execute that strategy and deliver results. We've
gone to great lengths to educate and inform the investment community, including quarterly earnings guidance, as well as
internet resources such as our comprehensive financial supplement, our online newsroom and access to SEC filings from
our website. Here are some recent observations from various members of the investment community about The Principal.

o “High quality earnings stream from 401(k} operations, augmented by management's demonstrated highly disciplined
capital management and acquisition strategy.” (Source: Salomon Smith Barney report dated 12/05/02)

o “Emerging as a major player in retirement products with ‘franchise’ value based on a focused strategy in under-penetrated
markets.” (Source: AG Edwards report dated 12/04/02)

> “Principal publishes [on its website] a 45-page Excel spreadsheet detailing metrics for each segment. This is the type of
inside visibility into business lines that has been denied to the public by most companies. Principal’s levei of detail is to be
applauded.” (Source: Briefing.com Story Stock® dated 11/06/02)

o “Principal Life maintains very strong capitalization ...[and its] liquidity profile is viewed as very strong. Principal Life
continues to maintain a very strong and diverse business profile, with a sustainable leading market position in the small to
mid-sized group pension business in the U.S.” (Source: Standard & Poor’s report on Principal Life Insurance Company dated
10/01/02)

o “The company’s captive ‘wholesale’ distribution channels, its efficient, technotogy-based operations, disciplined financial,
investment, and asset-liahility management are also positive rating factors.” (Source: Moody's Investors Service report on
Principal Life Insurance Company dated 09/25/02)
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"Help me achieve professional
success and balance.”

We firmly believe that if we take great care of our employees, they'll take great care of our customers, resulting in strong
financial performance for our shareholders. To employees, that means demonstrating a commitment to work/life batance,
investing in education and training, and providing personalized professional development. Here's how we're doing.

“Best Places to Work” Recognition

The Principal continues to be recognized as a best place to work, based on criteria including career training, development
opportunities, compensation, benefits and flexible waork hours, with awards from:

° fortune magazine (700 Best Companies to Work For, January 2003)

o AARP (15 Best Companies for Workers over 50, September 2002)

o LATINA Style magazine {50 Best Places for Latinas to Work, October 2002)

o Computerworld magazine (100 Best Places to Work in IT, May 2002)

o National Association of Female Executives (Top 30 Companies for Executive Women, January 2003

o Greater Des Moines Partnership (2002 Diversity Award, January 2003}

Platinum Well Workplace award from the Wellness Councils of America (October 2002)

The Principal was one of five companies in the U.S. chosen to receive this award for significant organizational achievement
in building comprehensive worksite wellness initiatives that are producing demonstrable results, and for establishing and
articulating a bold vision for enhancing employee health and well being.

Money Magazine Best Benefits Survey (November 2002)
The Principal received top-50 recognition in Money Magazine's survey on “"Best Employee Benefits.” The survey was
“focused on the benefits that most directly affect the wealth and wallet of the employee” in a time when “employers

are struggling to sustain their generosity within the benefit cornerstones; retirement plans, health care, stock options
and insurance.”

Employee comments from one of the company’s benefit education programs (July 2002}
o What makes The Principal a great place to work?
o "The Principal has always helped me to strive for more — professionally and personally.” — Deidre Flowe
o "Great benefits, 401{k) match.” — Marcia Gilmer
o "Flexible work hours.” — Kyle Reed
o “Great resources.” — flene Hagen
o “Opportunities and balance.” — Chris Schmitt
o “Great people.” — Keri Crowley
o “Understanding and committed leaders.” — Deb Murray
o "The Principal is very good at finding innovative ways of compensating and acknowledging employees.” — Arlina Pearce

1
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summary of business operations

The Principal Financial Group is a leading provider of retirement savings, investment and insurance products and services,
with $111.1 billion in assets under management and more than 13.5 million customers worldwide. Our U.S. and international
operations concentrate primarily on asset management and accumulation. In addition, in the U.S. we offer a broad range of
life, health and disability insurance, and residential mortgage loan origination and servicing. With nearly 125 years of
experience, we not only provide products and services, but also the expertise needed to deliver complete solutions tailored
to customers’ changing needs. We remain focused on offering extensive choice and exceptional convenience, and we have
been recognized for our responsive service, delivered through leading edge-technology and enhanced by our dedication to
personal customer attention.

We organize our businesses into four reportable operating segments: U.S. Asset Management and Accumulation;
International Asset Management and Accumulation; Life and Health Insurance; and Mortgage Banking.

U.S. Asset Management and Accumulation

Our U.S. Asset Management and Accumulation segment consists of our asset accumulation operations, which provide
retirement savings and related investment products and services, and our asset management operations conducted through
Principal Global Investars. We provide comprehensive and complete retirement solutions through our portfolio of asset
accumulation products and services to businesses and individuals. We have established and continue to expand our leader-
ship with small- and medium-sized businesses, which we define as businesses with less than 1,000 employees. Our business
offerings center around products and services for defined contribution pension plans, including 401(k) and 403(b) plans, as
wel! as defined benefit pension plans and non-qualified executive benefit plans. We also offer mutual funds, annuities and
bank products and services to the employees of our business customers and other individuals.

Despite another year of equity market declines, segment operating earnings improved 4.8 percent over 2001 to $370.9 million,
due to strong sales and aggressive expense management. Segment assets under management also improved—up 12.3
percent in 2002—again reflecting strong sales, as well as excellent retention of pension asssts.

Pension

The Principal is a leading retirement solutions provider and a well-respected retirement brand, with more than 60 years of
experience in serving the retirement needs of America’s businesses and individuals. We are the 401(k) leader — providing
services to more 401(k) plans than any other bank, mutual fund or insurance company (source: CF0 magazine April/May 2002).
We serve 51,000 employers and 2.6 million plan participants.

We are also the lzader in serving the most under-penetrated and fastest growing segment of the market — businesses
with fewer than 500 employees (ranked number one based on number of plans and number of participants, ranked number
two based on assets under management — source: the Spectrem Group). A number of important accomplishments marked
2002 as we worked to extend our leadership by focusing on delivering exceptional guality, choice and convenience for
our customers:

o

Sponsored endorsement success — Under sponsored endorsement arrangements, companies transitioning out of the full-

service pension business select a replacement firm to recommend to their clients. The firms then work together to provide

a seamless, timely and accurate transition for clients. In addition to entering into a sponsored endorsement arrangement

during the year with KeyCorp, we also completed agreements with Nippon Life and Wilmington Trust. We'll continue to

seek similar arrangements that offer us the opportunity to profitably add pension plans and assets under management as
consolidation in this industry continues.

Expanded retirement income management offerings — fn 2002 we piloted the Principal Income IRA, an innovative new

product for retirees who want a secure income they won't outlive. Principal Income IRA offers the best benefits of both

mutual funds and guaranteed income options such as time to grow a nest egg, cost of living adjustment, flexibility, choice of
funds, access to assets, and guaranteeing an income for life. This complements our Path for Income product, designed to
help retirees understand their income needs and investment comfort level. Path for Income also offers control, flexibility,
choice of funds, and access to assets.

Asset retention — Our Client Contact Center works with customers as they change their focus from saving for retirement to

learning ways to manage their nest egg. Armed with our expanded portfolio of retirement income management products

and services, our Client Contact Center helped The Principal deliver a 50.3 percent retention rate for departing retirement
assets, making us an industry leader.

o Launch of Principal Security Builder Retirement Program™ — Designed to be sold through financial intermediaries like life
insurance agents, employee benefit brokers, financial consultants, registered representatives and third-party administrators,
this new retirement program offers growing businesses access to large-plan 401(k) services at a very affordable price.

In just eight months, we sold more than 250 new Security Builder cases.

o BCI Group acquisition (closed January 2003) — BCl is a full-service consulting, actuarial and administrative service firm

focused primarily on employee stock ownership plans (ESOPs). BCl's business complements our focus on growing

o

o]
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companies and institutional clients, enhancing our ESOP and defined benefit capabilities and allowing us to continue

responding to increased demand for a complete retirement solution.

Principal Blueprint™ success — Launched in 2001, Pringipal Blueprint helps plan sponsors develop an effective investment

program, incorporating diversification, investment choice and most importantly, our framework for identifying, hiring and

retaining premier investment managers. In 2002, we demonstrated continued discipline and integrity in our quest to deliver

top-tier investment performance, holding our own investment managers to the same high standards as independent asset

management firms.

Continued investment in customer-driven technology —

© Plan sponsors and participants can access their portfolios via our Retirement Service Center website where they can
review their investments, see personalized rates of return, reallocate assets, adjust risk tolerances and more. During 2002,
9.9 million visits were made to the Center, resuiting in more than 5.7 million electronic transactions. We received
commendation for our participant internet services, along with seven other commendations, in PlanSponsor's 2002
Defined Contribution Survey

o Qur state-of-the-art Express Processing® system provides plan sponsors and participants with timely, accurate informa-
tion, and exceptional service and convenience. Payroll data and contribution transactions processed electronically
increased 34 percent in 2002 to approximately 189 million.

o The Principal developed an electronic roliover IRA process for retirement plan participants in 2002, which received the
Web Marketing Association’s Standard of Excellence Web Award for demonstrated accomplishment in terms of design,
navigation, and innovation.

[o]

-]

Reflecting strong demand for our offerings, we delivered record pension full-service accumulation sales of $6 billion in 2002,
anincrease of 81 percent over 2001, and we retained our top writer status in single premium group annuity sales. We worked
very hard in 2002 to make the distribution alliance partnerships we entered in 2001 successful and those efforts paid off.
Principal Advantage, launched in 2001 to enable us to build new relationships with financial advisors who prefer to recom-
mend mutual funds to their clients, is an important example. Sales increased more than $500 million from 2001, to nearly $1.2
billion in 2002. This and other alliance activity contributed to solid growth in pension assets under management. At year-end,
pension account values had grown to $63.5 hillion, up 3.4 percent in spite of significant equity market declines during the year.

Mutual Funds
In 2002, we delivered a near-record $1.4 billion in mutual fund sales — an increase of 34 percent compared to 2001. Principal
Mutual Funds ranked 10th out of 81 in Barron’s annual mutual fund family rankings, published in February 2003. With total
mutual fund assets managed at year-end of $8.1 billion, we ranked among the 100 largest U.S. mutual fund managers, serving
approximately 700,000 shareholder accounts. Our mutual funds are managed by investment advisors affiliated with the
Principal Financial Group as well as by independent firms. We have:
o 22 mutual funds sold in the retail market as Principal Mutual Funds;
o 28 Principal Variable Contracts Fund portfolios available as investment choices for variable annuity and variable life
contracts issued by Principal Life Insurance Company; and
o 46 Principal Investors Fund (PIF) portfolios available as investment choices through Principal Advantage to address
the retirement plan market.

Annuities and Payout Solutions

Annuities offer a tax-effective means of accumulating retirement savings, as well as a tax-efficient source of income during

the payout period. We offer both variable and fixed deferred annuities and payout annuities to individuals. Highlights of 2002

include:

= We retained our leadership position in the plan termination annuity market with strong sales of $698 million, after a record
$750 million in 2001.

o We delivered record individual annuities sales of $1.1 billion, up 57% from 2001, reflecting ongoing efforts to expand
relationships in the bank distribution channel and a resurgence of demand for fixed annuities as customers opted for a fixed
return in a declining equity market. Sales of individual payout annuities were also up sharply as more retirees elected to
receive a secure lifetime paycheck from their savings.

o We piloted the Principal Income {RA, combining the advantages of mutual funds and guaranteed income options under a
single rollover IRA. This new product complements our portfolio of payout solutions including our Path for income mutual
fund program; Variable Annuity Income Planner; payout annuities and other periodic withdrawal options from our retirement
savings products.

Principal Global Investors

In October 2002, Principal Financial Group’s asset management business, Principal Capital Management, updated its name to
Principal Global Investors to reflect the increasingly global nature of its institutional asset management activities. Principal
Global Investors manages over $90 billion in assets worldwide on behalf of institutional clients, including retirement plans,
endowments, foundations and insurance companies. The firm’s global investment capabilities encompass an extensive range




of equity, fixed income and real estate investments as well as specialized overlay and advisory services, including over $15

biflion in equity assets, over $50 hillion in fixed income assets and over $20 billion in real estate assets.

For clients around the world, Principal Global Investors provides the stability and substantial resources of a large organi-
zation combined with the global research and investment strategies of multiple investment teams. Principal Global Investors
has established long-term asset management relationships with a broad range of institutional clients throughout North
America, Asia, Australia and Europe. Principal Global Investors’ team of over 800 employees, which includes more than 350
investment professionals, works within a collaborative environment from offices around the world. The firm’s research efforts
cover investment markets in over 50 countries. As part of its increased presence in global markets, Principal Global Investors
also expanded its support for the investment operations of Principal International.

During 2002, The Principal named Jim McCaughan global head of asset management, overseeing its worldwide asset
management operations. At the end of 2002, he also assumed the role as chief executive officer of Principal Global Investors
following the retirement of former Principal Capital CEQ Dennis Francis. [n other milestones:

o Spectrum Asset Management, Principal Global Investors’ preferred securities investment affiliate, experienced extraordinary
growth in its assets under management — from under $1 billion at the time it was acquired in October 2001 to over $6
billion as of year-end. Most notably, Nuveen Investments selected Spectrum as sub-adviser for three closed-end preferred
securities funds, which raised over $4 billion in assets during 2002.

< Although 2002 was widely recognized as a difficult market environment, Principal Global Investors was awarded 28 new
institutional investment mandates from clients outside the Principal Financial Group.

o Fixed income and real estate investments continued to show strong performance in 2002, and relative equity performance
was markedly improved. Compared to 2001, Principal Global Investors doubled the number of domestic and international
equity mutual funds and pooled retirement accounts that ranked in the top two quartiles (for both 1- and 3-year periods,
based on Morningstar rankings as of year-end 2002).

Principal Bank

In February 2003 aur online bank celebrated its fifth anniversary. Principal Bank offers a full array of traditional consumer

banking products and services, including checking and savings products, online bill payment, credit cards, and various home

equity loan products. Principal Bank places the highest priority on expanding the portfolio of financial solutions for existing

Principal Financial Group customers, and is also focused on bringing new customers to The Principal. 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. in 2002:

o Principal Bank increased its customer base by 38 percent, and assets increased by 36 percent, reaching $1.5 billion. At
year-end, more than 85,000 customers were banking with us via the Internet, telephone, ATMs, or by mail.

o Principal Bank invested in re-engineering the back room to accommodate rapid growth during the year, resulting in dramatic
improvements in customer service, including same-day deposit account opening, and highly competitive turnaround for
new loans.

International Asset Management and Accumulation

Principal International

The international trend toward privatization of retirement savings presents an excellent opportunity to leverage our U.S.

pension experience, infrastructure, investment expertise and technology, as governments and businesses around the world

continue to reexamine their roles in pensions and retirement. Principal International enables us to capitalize on this
opportunity, offering retirement products and services, annuities, mutual funds and life insurance to businesses and
individual customers in sefect international markets.

Principal International operates through subsidiaries in Argentina, Chile, Hong Kong and Mexico, and through joint
ventures in Brazil, India, Japan and Malaysia, as well as Representative Offices in China. As a group, Principal International’s
operations achieved their second full year of profitability in 2002, and we expect them to produce continued growth and
profitability in 2003. Benefiting from organic growth, prudent expense management and selective acquisition activity,
Principal International delivered strong growth in earnings, assets under management and customers: operating earnings
increased $16.2 miliion ($11.6 million, or an increase of 110 percent, excluding the positive impact on earnings of SFAS 142
implementation); assets under management were up 19 percent'to $4.4 billion; and our international customer base now
exceeds 3.8 million, an increase of 28 percent.

Principal International also achieved a number of important accomplishments, including acquisitions, product launches
and distribution enhancements, positioning the organization for future growth and success:

o Principal AFORE, our Mexican pension company, continued to grow revenues, customers and earnings, organically and
through acquisition. At year-end, its customer base had increased more than 62 percent to 2.2 million participants, largely
due to the acquisition and swift integration of Zurich AFORE's customers. The organization, which ranked as the seventh
largest AFORE based on affiliates (customers) at year-end, also successfully prepared for the Tepeyac AFORE acquisition.
Tepeyac closed in the first quarter of 2003, making us the fourth largest AFORE in this important pension market.




o In Chile, we achieved the number one rank in annuity sales, and we successfully launched our Voluntary Retirement
Savings/APV business. We also increased the assets under management of our Principal-Tanner mutual fund company by
60 percent, launched the first-ever family of LifeTime funds in Chile, and increased the servicing portfolio within the
mortgage business by 30 percent.

o BrasilPrev Seguros e Previdéncia S.A., our pension joint venture with Banco do Brasil, delivered strong revenue, record
operating earnings and asset growth in spite of major currency devaluation and volatile financial market conditions. At
year-end, our customer base in Brazil had grown to nearly 900,000 reflecting continued efforts aimed at the fast-growing
market for retirement benefits for small- and medium-sized businesses, and our successful 2001 launch of new defined
contribution products.

o In India, we launched that country’s first ever Life Cycle funds. We significantly increased our brokerage and bank
distribution delivery network as we prepared for India’s pension and annuity market to emerge in 2003. At year-end 2002,
assets under management had reached $471 million, and the company serves approximately 158,000 customers.

o Highlights in Asia include: salid results in Hong Kong's Mandatory Provident Fund for retirement savings during its third year
of operations, despite a serious consumer recession; successfully building business infrastructure and making our first
group employer sales in Japan's 401(J) pension market; and strengthening valuable relationships with the Chinese
government and potential partners as we prepare to enter the pension business in that large and important country when
regulations emerge.

BT Financial Group

We sold substantially all of BT Financial Group in 2002, in view of the continued negative outlook for global equity markets and
BT's own underperformance. (See expanded discussion in the accompanying 2002 Financial Report, under Management's Discussion
and Analysis of Financial Condition and Results of Operations).

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 target our products,
services and marketing expertise on serving business owners, senior executives, employees and individuals by delivering
high value solutions for risk protection, as well as for estate planning, business continuation, executive benefits and financial
planning needs. Our group products include life, disability, medical, denta! and vision insurance, and administrative services,
and our individual products include life insurance and disability insurance.

In 2002, we continued to facus on meeting the changing needs of our customers by expanding our complete insurance
solution platform and delivering quality and convenience to our customers and marketers. We set up a national service
desk to support producers in their marketing of individual products. We also established a national service center to build
efficiencies, better serve customers and brokers, and improve retention of group customers, and we enhanced our billing
capabilities for our voluntary insurance products. In 2001 we improved a number of important online capabilities for group
insurance customers such as payment of premiums, electronic eligibility changes, and online access to claims status,
Explanation of Benefits statements, and billing and payment information. We experienced strong 