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ITEM 1.01  ENTRY INTO A MATERIAL DEFINITIVE AGREEMENT 
 
On January 25, 2006,  the Human  Resources  Committee (the  "Committee")  of the 
Board of Directors of Principal  Financial  Group,  Inc.  (the  "Company")  made 
decisions  for the  performance  period of January 1, 2006 to December  31, 2006 
with respect to the Principal  Financial Group,  Inc. Annual Incentive Plan (the 
"Annual  Incentive  Plan").  The Committee  affirmed the incentive  pool for the 
performance  period as defined in the plan and determined that the  participants 
in the plan will  include the chief  executive  officer and each other  "covered 
employee"  within the meaning of  162(m)(3) of the Internal  Revenue  Code.  The 
Committee also determined that the maximum award for the performance  period for 
the chief executive officer will be 40% of the incentive pool, the maximum award 
for the second highest "covered employee" will be 20% of the incentive pool, and 
the  maximum  award  for each of the  other  participants  shall be 13.3% of the 
incentive  pool. The Committee  intends to administer the Annual  Incentive Plan 
through the use of negative  discretion  and subject to the  achievement  of the 
applicable  performance  criteria  (without  regard to any  adjustment  that may 
increase the amounts  payable),  so that the actual annual awards payable to any 
such officer do not exceed the amount that would have been payable  based on the 
same  performance  measures,  components and weightings as those that would have 
been applicable to such senior officers under the Company's  broad-based  annual 
incentive  compensation  plan (the "PrinPay  Plan"),  and such other factors the 
Committee may determine appropriate. 
 
For 2006,  the  performance  components  of the  PrinPay  Plan  approved  by the 
Committee  will  be (1)  corporate  and  individual  in the  case  of the  chief 



executive   officer   and   the   "covered    employees"   with   service   unit 
responsibilities, and (2) corporate, business unit and individual in the case of 
"covered employees" with business unit  responsibilities.  The Committee decided 
that there would be a single  metric to measure  performance  for the  corporate 
portion of the PrinPay Plan.  That single  metric  relates to  achievement  of a 
stated level of operating  earnings for the Company.  "Operating  earnings" is a 
non-GAAP  financial  measure used as the key financial  measure in the Company's 
industry.  It is  believed to best  illustrate  the  performance  of a company's 
normal,  ongoing operations,  which is important in understanding and evaluating 
financial condition and results of operations on a basis comparable to that used 
by  securities  analysts.  The  Committee  has not  yet  established  the  final 
performance  targets for the business  unit or  individual  components  for 2006 
under the PrinPay Plan. 
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