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The Principal Select Savings Plan for Employees

Statements of Net Assets Available for Benefits

Assets
Investments:

Unallocated investment contracts, at fair value:
General account of insurance company
Separate accounts of insurance company

Principal Financial Group, Inc. ESOP

Notes receivable from participants

Total invested assets

Contribution receivable from Principal Life Insurance
Company

Contributions receivable from participants

Net assets available for benefits

See accompanying notes.

December 31
2005 2004

$ 53,552,421 $ 58,203,598
771,512,056 672,089,985
51,117,725 42,367,916
14,712,073 13,194,250

890,894,275 785,855,749

2,919 111
14,238 51

$890,911,432 $785,855,911
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Addiﬁons:

Investment income:

Interest
Dividen

ds

Net realized and unrealized appreciation in
aggregate value of investments

Contributi

ons:

Principal Life Insurance Company

Employz

€S

Transfers from affiliated and unaffiliated plans, net

Total additions

Deductions:

Benefits paid to participants

Transfers to affiliated and unaffiliated plans, net

Administr

ative expenses

Total deductions

Net increase

Net assets a‘vai]able for benefits at beginning of year
Net assets ayailable for benefits at end of year

See accomp

0601-0703783

anying notes.

The Principal Select Savings Plan for Employees

ratements of Changes in Net Assets Available for Benefits

Year linded December 31

2005 2004
$ 2,740,313 $ 3,037,895
689,337 568,110
81,732,565 85,278,307
85,162,215 88,884,312
16,946,324 16,545,524
62,227,951 57,745,566
7,615,013
79,174,275 81,906,103
164,336,490 170,790,415
58,362,365 64,607,782
599,126
319,478 307,301
59,280,969 64,915,083
105,085,521 105,875,332
785,855,911 679,980,579
$890,911,432 $785,855,911
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The Principal Select Savings Plan for Employees

Notes to Financial Statements

December 31, 2005

1. Significant Accounting Policies

The accounting records of The Principal Select Savings Plan for Employees (the Plan)

SR . .
are maintained on the accrual basis of accounting.

Valut’ation of Investments

The unallocated investment contracts represent investments in the general and pooled

separate accounts of Principal Life Insurance Company (Principal Life). The general and

separate acciounts are reported at fair value as determined by Principal Life. The Principal
Financial Group Inc. ESOP, which consists of common stock of Principal Financial
Group, Inc.,‘ the ultimate parent of Principal Life, is reported at the quoted market price

on the last business day of the Plan year.

The unallocated investment contracts are non-benefit responsive: and are valued at fair
value as determined by Principal Life. The general account fair value is the amount plan
participants 'would receive currently if they were to withdraw or transfer funds within the
Plan :prior to their maturity for an event other than death, disability, termination or
retirement. ‘T his fair value represents contract value adjusted to reflect current market
interest rates only to the extent such market rates exceed contract crediting rates. Contract
value repre§ents contributions made under the contract, plus interest at the contract rate,
less funds ‘used to pay Plan benefits and the insurance company’s administrative
expenses. The pooled separate accounts represent contributions invested in domestic and
intemationa‘l common stocks, high-quality short-term debt securities, real estate, private
market bonds and mortgages, and high yield fixed income securities which are slightly

. \
below investment grade, valued at market.

The notes receivable from participants are reported at cost (unpaid balances), which
approximates fair value.

Risks and Uncertainties

The Plan invests in various investment securities. Investment securities are exposed to
various risk}:s such as interest rate, market and credit risks. Due to the level of risk
associated with certain investment securities, it is at least reasonably possible that
changes in the values of investment securities will occur in the near term and that such
changes could materially affect the amounts reported in the statements of net assets
available for benefits.
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The Principal Select Savings Plan for Employees
Notes to Financial Statements (continued)

1. Significant Accounting Policies (continued)

Use of Estimates

The ‘prepar‘ation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and

assu1hptions‘ that - affect the amounts reported in the financial statements and

accompanyi!n g notes. Actual results could differ from those estimates.

2. Déscription of the Plan

The Plan is a defined contribution plan (401(k) plan) that was established January 1,
1985. The Plan is available to substantially all home office and field employees of
Principal Life or its subsidiaries (the Company). Participants whose employment

commencedl prior to January 1, 2000 are eligible for immediate entry into the plan with a
one-year err‘lp]oyer match vesting clause. Participants whose employment commenced on
or after January 1, 2000 are eligible for immediate entry into the Plan with a five-year
employer Iﬂatch-vesting clause with 20% vesting each year. Eligible employees may

contribute u}p to 100% of their annual compensation, up to the Internal Revenue Service

set limits, which the Company matches with a 50% contribution up to a maximum
Company contribution of 6% of the participant’s eligible salary. The funds accumulate
along with i{nterest and investment return and are available for withdrawal by participants
at retirement, termination, or when certain withdrawal specifications are met. The

participants| may also obtain loans of their vested accrued benefit, subject to certain
limitations described in the Plan document. The federal and state income taxes of the

participant are deferred on the contributions until the funds are withdrawn from the Plan.

At Decembc?r 31, 2005 and 2004, forfeited non-vested account balances totaled $18,724
and $93,164, respectively. In 2005 and 2004, employer contributions were reduced by
$1,066,353 and $1,785,727, respectively, from forfeited non-vested accounts.

Although it has not expressed any intent to do so, the Company has the right to terminate
the Plan subject to the provisions of the Employee Retirement Income Security Act of
1974 (ERISA). In the event of plan termination, participants will become fully vested in
their accounts.
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The Principal Select Savings Plan for Employees

Notes to Financial Statements (continued)

2. Description of the Plan (continued)

Information|about the Plan agreement, eligibility, and benefit provisions is contained in
the Benefit Program Booklet. Copies of this pamphlet are available from the Benefit
Administration Department.

3. Income Tax Status

The Plan has received a determination letter from the Internal Revenue Service dated

February 28 2003, stating that the Plan is qualified under Section 401(a) of the Internal

Revenue Cc‘)de (the Code) and, therefore, the related trust is exempt from taxation.

Subsequent to this issuance of the determination letter, the Plan was amended. Once

qualified, tl}e Plan is required to operate in conformity with the Code to maintain its
qualification. The Plan Administrator believes the Plan is being operated in compliance

with the ap‘plicable requirements of the Code and, therefore, believes that the Plan is

qualified and the related trust is tax exempt.

4. Investments

Contﬁbutio?s are invested in unallocated investment contracts in the Principal Life
general acc?unt, (a pooled account invested primarily in fixed income securities having a
range of me‘lturities) and in separate accounts, whose portfolios are primarily invested in

domestic an{d international common stocks, high-quality short-term debt securities, long-
term debt securities, real estate, and private market bonds and mortgages. Participants

elect the portfolio(s) in which to have their contributions invested.

The followi‘ng Principal Life investment accounts represent 5% or more of the fair value
of net assets available for benefits in 2005 and 2004:

December 31
2005 2004

U.S. Property Separate Account $89,728,848  $63,597,065
Large-Cap Stock Index Separate Account 84,282,850 83,069,387
Diversified International Separate Account 82,382,186 63,383,477
Bond and Mortgage Separate Account 65,497,459 66,493,640
Small-Cap Stock Index Separate Account 60,893,393 . 58,166,523
General account of insurance company 53,552,421 58,203,598
Principal Fmanc1a1 Group, Inc. ESOP 51,117,725 42,367,916
Partner Lgrge Cap Blend I Separate Account 50,702,321 49,160,974
Int’] Emerging Markets Separate Account 48,713,983 *

Medium Company Blend Separate Account u 40,108,970

*Less than 5% of the fair value of net assets available for benefits at respective date.

0601-0703783
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The Principal Select Savings Plan for Employees
Notes to Financial Statements (continued)

4. Investments (continued)

During 2005 and 2004, the Plan’s Principal Life investment accounts appreciated
(depreciated) in value by $81,732,565 and $85,278,308, respectively, as follows:

Year Ended December 31
2005 2004
Geheral account of insurance company $ (817,527) $ (448,652)
Separate accounts of insurance company 75,812,947 77,725,743
Principal Financial Group, Inc. ESOP 6,737,145 8,001,216

$81,732,565  $85,278,307

5. Notes Receivable From Participants

The Plan Agreement provides for loans to active participants, which are considered a
participant-directed investment of his/her account. The loan is a trust investment but only
the borrowing participant’s account shall share in the interest paid on the loan, or bear
any expense or loss incurred because of the loan. The rate of interest is 2% higher than
the Eederal Reserve “Bank Prime Loan” rate at the time of the loan. The rate is set the
day a loan ‘is approved and the rate for the loans issued in 2005 and 2004 ranged from
6.00% to 9.25%. The notes receivable balance was reduced by $350,281 and $1,354,353
in 2005 and 2004, respectively, for terminated participants that received their account

balaf;ce, net of the outstanding loans, as a benefit distribution.
6. Transactions With Party in Interest

In addition to those transactions discussed in Notes 2 and 4, all significant administrative
costs of the Plan are paid by Principal Life, the Plan sponsor.

7. Form 5500

Certain line items of net asset additions and deductions in the 2005 and 2004 Forms 5500
differ from| similar classifications in the accompanying financial statements. However,

such: differences are not considered material and create no differences in net asset
balances at December 31, 2005 and 2004.

0601-0703783
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Identity of Issuer

The Principal Select Savings Plan for Employees

E.I.N. 42-0127290, Plan 003

Schedule H, Line 4(i) — Schedule of Assets

(Held at End of Year)

December 31, 2005

Description of Investment

Current
Value

Principal Life Insurance
Company*

Principal Life Insurance
Companyf

Pﬁndipal Life Insurance
Companyf

Principal Life Insurance
Company

Principal Life Insurance
Company*

Principal Life Insurance
Company¥

Pdndipal Life Insurance
Company*

Principal Life Insurance
Company¥*

Principal Life Insurance
Company¥

Principal Life Insurance
Company#*

Principal Life Insurance
Company*

0601-0703783

Deposits in unallocated contracts held in
general account of insurance company

Deposits in insurance company Partner
Small-Cap Value Separate Account

Deposits in insurance company Large
Company Growth Separate Account

Deposits in insurance company Money
Market Separate Account

Deposits in insurance company U.S. Property
Separate Account

Deposits in insurance company Bond and
Mortgage Separate Account

Deposits in insurance company Diversified
International Separate Account

Deposits in insurance company Large-Cap
Stock Index Separate Account

Deposits in insurance company Government
and High Quality Bond Separate Account

Deposits in insurance company Medium
Company Blend Separate Account

Deposits in insurance company International
Emerging Markets Separate Account

53,552,421

8,203,594
29,791,880
29,273,119
89,728,848
65,497,459
82,382,186
84,282,850

5,689,987
44,125,060

48,713,983
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The Principal Select Savings Plan for Employees
E.I.N. 42-0127290, Plan 003

Schedule H, Line 4(i) — Schedule of Assets
(Held at End of Year) (continued)

“ Current
Identity of Issuer Description of Investment Value
Principal Life Insurance  Deposits in insurance company Large
Company* Company Value Separate Account $ 8,066,046
Princ‘ipal Life Insurance  Deposits in insurance company Partner
Company* Large-Cap Blend I Separate Account 50,702,321
Principal Life Insurance  Deposits in insurance company Partner
Company* Large-Cap Growth I Separate Account 5,308,860
Prinéipal Life Insurance  Deposits in insurance company Lifetire
Company* Strategic Income Separate Account 2,758,932
Pn’ncipal Life Insurance  Deposits in insurance company Partner Mid-
Company Cap Growth Separate Account 25,041,886
Principal Li‘fe Insurance  Deposits in insurance company Partner Small-
Company¥ Cap Growth II Separate Account 27,431,550
Prindipal Life Insurance  Deposits in insurance company Small-Cap
Company* Stock Index Separate Account 60,893,393
Pﬁnéipal Life Insurance  Deposits in insurance company Partner Large-
Companyf Cap Value Separate Account 31,347,930
Princ“ipal Life Insurance  Deposits in insurance company Principal
Company Financial Group, Inc. Stock Separate
‘ Account 24,974,013
Prinéipal Life Insurance  Deposits in insurance company Lifetirne 2010
Company# Separate Account 7,838,551
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The Principal Select Savings Plan for Employees
E.I.N. 42-0127290, Plan 003

Schedule H, Line 4(i) — Schedule of Assets
(Held at End of Year) (continued)

‘ ) Current
Identity of Issuer Description of Investment Value
Principal Life Insurance  Deposits in insurance company Lifetirae 2020
Company Separate Account $ 13,055,453
Principal Life Insurance  Deposits in insurance company Lifetirne 2030
Company* Separate Account 14,490,755
Principal Life Insurance ~ Deposits in insurance company Lifetirne 2040
Company* Separate Account 8,437,899
Principal Li;fe Insurance  Deposits in insurance company Lifetirne 2050
Company* Separate Account 3,475,501
Principal Financial Group, 1,077,751 shares of Principal Financial Group,
Inc.* Inc. ESOP 51,117,725
Various participants Notes receivable from participants with
: interest rates ranging from 5.00% to 11.5% 14,712,073
Total invesn}ed assets $890,894,275
*Indicates party in interest to the Plan.
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Report of Independent Registered Public Accounting Firm

The Management Resources Committee
Principal Life Insurance Company

We have audited the accompanying statements of net assets available for benefits of

The Principal Select Savings Plan for Employees as of December 31, 2005 and 2004, and

the related statements of changes in net assets available for benefits for the years then

ended. These financial statements are the responsibility of the Plan’s management. Our

responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting| Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements
and financial highlights are free of material misstatement. We were not engaged to
perform an‘ audit of the Plan’s internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing

audit. proce:dures that are appropriate in the circumstances, but not for the purpose of
expressing \an opinion on the effectiveness of the Plan’s internal control over financial

reporting. Accordingly, we express no such opinion. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that

L . .
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the net assets available for benefits of the Plan at December 31, 2005 and 2004,
and the changes in its net assets available for benefits for the years then ended, in
conformity with U.S. generally accepted accounting principles.

Our audits were performed for the purpose of forming an opinion on the financial
statements taken as a whole. The accompanying supplemental schedule of assets (held at
end of year)‘ as of December 31, 2005 is presented for purposes of additional analysis and
is ndt a required part of the financial statements but is supplementary information
required by the Department of Labor’s Rules and Regulations for Reporting and
Disclosure |under the Employee Retirement Income Security Act of 1974. This
supplemental schedule is the responsibility of the Plan’s management. The supplemental
schedule has been subjected to the auditing procedures applied in our audit of the
financial sta‘tements and, in our opinion, is fairly stated in all material respects in relation

to the financial statements taken as a whole.
/s/ Ernst & Young LLP

Des Moines| Iowa
May 31, 2006
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Pursuant t
The Princi
signed on i

Date: June

SIGNATURE

) the requirements of the Securities Exchange Act of 1934, the administrator of
pal Select Savings Plan for Employees has duly caused this annual report to be
ts behalf by the undersigned hereunto duly authorized.

THE PRINCIPAL SELECT SAVINGS PLAN FOR
EMPLOYEES
by Benefit Plans Administration Committee

. 28, 2006 By Z\ QA’*

Jim DeVrjts
Commitfee Member




Exhibit Index

The following exhibit is filed herewith:

23  Consent of Emst & Young LLP 14
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Exhibit 23

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Form S-8,
No. 333-72002) pertaining to The Principal Select Savings Plan for Employees of
Principal Financial Group, Inc. of our report dated May 31, 2006, with respect to the
financial statements and schedule of The Principal Select Savings Plan for Employees
included in|this Annual Report (Form 11-K) for the year ended December 31, 2005.

Des Moines, lowa Z) N.SF &+ 2@1/%/7 L L r

June 27, 2006
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