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Supplement dated March 17, 2010
to the Institutional Class Shares Prospectus
for Principal Funds, Inc.
dated March 1, 2010
(As Supplemented on March 1, 2010)

This supplement updates information currently in the Prospectus. Retain this supplement with the Prospectus.

LARGECAP BLEND FUND |
On March 8, 2010, the Board of Directors for Principal Funds, Inc. approved the following proposal:
= acquisition of the assets of the LargeCap Blend Fund | to be acquired by the LargeCap S&P 500 Index
Fund
This proposal will be submitted for shareholder vote at a Special Meeting of Shareholders of Principal Funds,
Inc. tentatively scheduled for July 2010. Additional information about this proposal will be provided in the Proxy
statement/Prospectus that is expected to be mailed to record date acquired Fund shareholders in May 2010.

SHORT-TERM BOND FUND
On March 8, 2010, the Board of Directors for Principal Funds, Inc. approved the following proposal:

= acquisition of the assets of the Short-Term Bond Fund to be acquired by the Short-Term Income Fund
This proposal will be submitted for shareholder vote at a Special Meeting of Shareholders of Principal Funds,
Inc. tentatively scheduled for July 2010. Additional information about this proposal will be provided in the Proxy
statement/Prospectus that is expected to be mailed to record date acquired Fund shareholders in May 2010.

STRATEGIC ASSET MANAGEMENT (" SAM") FLEXIBLE INCOME PORTFOLIO
On page 184, delete the Average Annual Total Returns table and substitute the following:

Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years 10 Years
Institutional Class Return Before Taxes 21.29% 3.94% 4.77%
Institutional Class Return After Taxes on Distributions 19.56% 2.38% 3.12%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 13.89% 2.55% 3.15%
Barclays Capital Aggregate Bond Index (reflects no deduction for fees, expenses, or taxes) 5.93% 4.97% 6.33%
S&P 500 Index (reflects no deduction for fees, expenses, or taxes) 26.46% 0.42% -0.95%
Capital Benchmark (25/75) Index (reflects no deduction for fees, expenses, or taxes) 11.16% 4.05% 4.74%

MANAGEMENT OF THE FUNDS

Fees Paid to Principal
On page 292, in the "Fees Paid to Principal" table, for MidCap Growth, delete 0.69% and substitute 0.65%.

On page 292, in the “Fees Paid to Principal” sub-section, add the following information before the paragraph
that begins, "The Fund operates as a Manager of Managers."

DIVERSIFIED INTERNATIONAL FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.93%. The expense limit may be terminated at
any time.

HIGH QUALITY INTERMEDIATE-TERM BOND FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.45%. The expense limit may be terminated at
any time.



HIGH YIELD FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.56%. The expense limit may be terminated at
any time.

INTERNATIONAL EMERGING MARKETS FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) exceeds 1.34%. The expense limit may be terminated at any
time.

INTERNATIONAL FUND |
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 1.11%. The expense limit may be terminated at
any time.

LARGECAP GROWTH FUND |
Principal has voluntarily agreed to limit the Fund’'s Management Fees. The fee waiver will reduce the
Fund’s Management Fees by 0.09% (expressed as a percent of average net assets on an
annualized basis). The expense limit may be terminated at any time.

LARGECAP S&P 500 INDEX FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.20%. The expense limit may be terminated at
any time.

MIDCAP BLEND FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.70%. The expense limit may be terminated at
any time.

MiDCAP GROWTH FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.70%. The expense limit may be terminated at
any time.

MIDCAP S&P 400 INDEX FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.20%. The expense limit may be terminated at any time.



MONEY MARKET FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of net assets on an annualized basis) not to exceed 0.43%. The
expense limit may be terminated at any time.

Principal has voluntarily agreed to limit the Fund's expenses to the extent necessary to maintain a
0% yield. The voluntary expense limit may be terminated at any time.

SHORT-TERM BOND FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.45%. The expense limit may be terminated at
any time.

SHORT-TERM INCOME FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.54%. The expense limit may be terminated at
any time.

SMALLCAP BLEND FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.80%. The expense limit may be terminated at any time.

SMALLCAP GROWTH FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.80%. The expense limit may be terminated at any time.

SMALLCAP GROWTH FUND |
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 1.13%. The expense limit may be terminated at
any time.

SMALLCAP S&P 600 INDEX FUND
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense. The
expense limit will maintain a total level of operating expenses (expressed as a percent of average
net assets on an annualized basis) not to exceed 0.20%. The expense limit may be terminated at
any time.

SMALLCAP VALUE FUND |

Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
1.03%. The expense limit may be terminated at any time.
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SMALLCAP VALUE FuND I
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
1.03%. The expense limit may be terminated at any time.

STRATEGIC ASSET MANAGEMENT (" SAM") FLEXIBLE INCOME PORTFOLIO
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.40%. The expense limit may be terminated at any time.

STRATEGIC ASSET MANAGEMENT ("SAM") CONSERVATIVE BALANCED PORTFOLIO
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.40%. The expense limit may be terminated at any time.

STRATEGIC ASSET MANAGEMENT ("SAM") BALANCED PORTFOLIO
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.40%. The expense limit may be terminated at any time.

STRATEGIC ASSET MANAGEMENT (" SAM") CONSERVATIVE GROWTH PORTFOLIO
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.40%. The expense limit may be terminated at any time.

STRATEGIC ASSET MANAGEMENT ("SAM") STRATEGIC GROWTH PORTFOLIO
Principal has voluntarily agreed to limit the Fund's expenses attributable to Institutional Class shares
and, if necessary, pay expenses normally payable by the Fund, excluding interest expense and
Acquired Fund Fees and Expenses. The expense limit will maintain a total level of operating
expenses (expressed as a percent of average net assets on an annualized basis) not to exceed
0.40%. The expense limit may be terminated at any time.
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Supplement dated March 1, 2010
to the Institutional Class Shares Prospectus
for Principal Funds, Inc.
dated March 1, 2010

This supplement updates information currently in the Prospectus. Retain this supplement with the Prospectus.

For all fund summaries, delete the caption “For Important Information About:* and information thereunder and
make substitutions as set forth below.

Substitute the following:

Purchase and Sale of Fund Shares

There are no restrictions on amounts to be invested in Institutional Class shares of the Fund for an eligible
purchaser. You may purchase or redeem shares on any business day (normally any day when the New York
Stock Exchange is open for regular trading) through your Financial Professional; by sending a written request to
Principal Funds at P.O. Box 8024, Boston, MA 02266-8024; or calling us at 800-222-5852.

Tax Information

The Fund’s distributions are generally taxable to you as ordinary income, capital gains, or a combination of the
two, unless you are investing through a tax-deferred arrangement, such as a 401(k) plan or an individual
retirement account.

Payments to Broker-Dealers and Other Financial Intermediaries.

If you purchase the Fund through a broker-dealer or other financial intermediary (such as a bank, insurance
company, investment adviser, etc.), the Fund and its related companies may pay the intermediary for the sale of
Fund shares and related services. These payments may create a conflict of interest by influencing the broker-
dealer or other intermediary and your salesperson to recommend the Fund over another investment, or to
recommend one share class of the Fund over another share class. Ask your salesperson or visit your financial
intermediary’s website for more information.



PRINCIPAL FUNDS, INC.
INSTITUTIONAL CLASS SHARES

The date of this Prospectus is March 1, 2010.

Ticker Symbols for Principal Funds, Inc.

Fund Name Institutional Fund Name Institutional
Bond & Mortgage Securities PMSIX MidCap Value llI PVUIX
Core Plus Bond | PCBZX Money Market PVMXX
Disciplined LargeCap Blend PILBX Preferred Securities PPSIX
Diversified International PIIIX Principal Capital Appreciation PWCIX
Equity Income PEIX Principal LifeTime 2010 PTTIX
Global Diversified Income PGDIX Principal LifeTime 2015 LTINX
Global Real Estate Securities POSIX Principal LifeTime 2020 PLWIX
Government & High Quality Bond PMRIX Principal LifeTime 2025 LTSTX
High Quality Intermediate-Term Bond HUIIX Principal LifeTime 2030 PMTIX
High Yield PHYTX Principal LifeTime 2035 LTIUX
High Yield | PYHIX Principal LifeTime 2040 PTDIX
Income PIOIX Principal LifeTime 2045 LTRIX
Inflation Protection PIPIX Principal LifeTime 2050 PPLIX
International Emerging Markets PIEIX Principal LifeTime 2055 LTFIX
International | PINIX Principal LifeTime Strategic Income PLSIX
International Growth PITIX Real Estate Securities PIREX
International Value | PINZX SAM Balanced PSBIX
LargeCap Blend | PLIIX SAM Conservative Balanced PCCIX
LargeCap Blend Il PLBIX SAM Conservative Growth PCWIX
LargeCap Growth PGLIX SAM Flexible Income PIFIX
LargeCap Growth | PLGIX SAM Strategic Growth PSWIX
LargeCap Growth Il PPIIX Short-Term Bond SMBFX
LargeCap S&P 500 Index PLFIX Short-Term Income PSHIX
LargeCap Value PVLIX SmallCap Blend PSLIX
LargeCap Value | PVPIX SmallCap Growth SCPGX
LargeCap Value llI PLVIX SmallCap Growth | PGRTX
MidCap Blend PCBIX SmallCap Growth Il PSIIX
MidCap Growth PGWIX SmallCap S&P 600 Index PSSIX
MidCap Growth IlI PPIMX SmallCap Value PVSIX
MidCap S&P 400 Index MPSIX SmallCap Value | PPKIX
MidCap Value | PVMIX SmallCap Value Il PPVIX

As with all mutual funds, neither the Securities and Exchange Commission ("SEC") nor any State Securities
Commission has approved or disapproved of these securities or determined whether this prospectus is accurate or
complete. It is a criminal offense to represent otherwise.
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DiscIPLINED LARGECAP BLEND FUND

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.57%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.58%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $59 $186 $324 $726

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
129.9% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks, but who prefer investing in larger,
established companies.

Principal Investment Strategies

The Fund invests primarily in common stocks of large capitalization companies. Under normal circumstances, the
Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in equity securities of
companies with large market capitalizations (those with market capitalizations similar to companies in the Standard &
Poor’s (“S&P”) 500 Index (as of the most recent calendar year end, this range was between approximately $1.1 billion
and $323.7 billion)) at the time of purchase. Market capitalization is defined as total current market value of a
company’s outstanding common stock.

4 Disciplined LargeCap Blend Fund Principal Funds, Inc.
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In selecting securities for investment, Principal Global Investors, LLC (“PGI”) looks at stocks with value and/or growth
characteristics and constructs an investment portfolio that has a “blend” of stocks with these characteristics. In
managing the assets of the Fund, PGI does not have a policy of preferring one of these categories to the other. The
value orientation emphasizes buying stocks at less than their expected investment value and avoiding stocks whose
price has been artificially built up. The growth orientation emphasizes buying stocks of companies whose potential for
growth of capital and earnings is expected to be above average.

PGl believes that changes in market expectations drive stock prices. Early identification of improving business
fundamentals, early identification of positive change in expectations regarding future profitability of companies and
paying prices that are below “fair value” for these stocks will result in investment management success. PGI’s
investment process seeks to systematically identify stocks with desirable characteristics and combine these stocks in
a risk-managed portfolio to maximize return potential by controlling risk. The Fund may actively trade portfolio
securities in an attempt to achieve its investment objective. This Fund may be used as part of a fund of funds strategy.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Active Trading Risk. Actively trading portfolio securities may result in high portfolio turnover rates and increase
brokerage costs, accelerate realization of taxable gains and adversely impact fund performance.

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (December 30, 2002).

Principal Funds, Inc. Disciplined LargeCap Blend Fund 5
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Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘03 14.99%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -21.80%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 22.53% -0.15% 5.31%
Institutional Class Return After Taxes on Distributions 22.28% -0.83% 4.66%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 14.98% -0.05% 4.61%
S&P 500 Index (reflects no deduction for fees, expenses, or taxes) 26.46% 0.42% 5.59%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-

deferred arrangements, such as 401(k) plans or individual retirement accounts.
Management

Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Principal Global Investors, LLC

* Jeffrey A. Schwarte (since 2002), Portfolio Manager

For Important Information About:

¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares’

at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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EQuiTy INCOME FUND

Objective: The Fund seeks to provide a relatively high level of current income and long-term growth of income and
capital.

Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.52%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.53%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $54 $170 $296 $665

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
35.3% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors who seek dividends to generate income
or to be reinvested for growth and who can accept fluctuations in the value of investments and the
risks of investing in real estate investment trust securities, below-investment grade bonds, or
foreign securities.

Principal Investment Strategies

Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in dividend-paying common stocks and preferred stocks. The Fund usually invests in large cap stocks,
which as of the most recent calendar year end ranged between $1.1 billion and $323.7 billion, as defined by the S&P
500 Index, but may also invest in mid cap stocks, which as of the most recent calendar year end ranged between
$0.03 billion and $15.5 billion, as defined by the Russell Midcap Index. Market capitalization is defined as total current
market value of a company’s outstanding common stock. The Fund may invest up to 20% in fixed-income securities of
any maturity, including below-investment-grade fixed-income securities (sometimes called “junk bonds”) (rated at the
time of purchase BB+ or lower by S&P or Ba1 or lower by Moody’s) and preferred securities. The Fund may invest up
to 20% of its assets in real estate investment trust securities. The Fund may invest in securities of foreign issuers.

Principal Funds, Inc. Equity Income Fund 7
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In selecting investments for the Fund, Edge Asset Management, Inc. (“Edge”) looks for investments that provide
regular income in addition to some opportunity for capital appreciation. Equity investments are typically made in
“value” stocks currently selling for less than Edge believes they are worth. This Fund may be used as part of a fund of
funds strategy. The Fund could purchase shares issued by an exchange-traded funds (“ETF”) to temporarily gain
broad exposure to the equity market while awaiting purchase of underlying securities.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Fixed-Income Securities Risk. Fixed-income securities are subject to interest rate risk and credit quality risk. The
market value of fixed-income securities generally declines when interest rates rise, and an issuer of fixed-income
securities could default on its payment obligations.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

High Yield Securities Risk. High yield fixed-income securities (commonly referred to as "junk bonds") are subject to
greater credit quality risk than higher rated fixed-income securities and should be considered speculative.

Real Estate Securities Risk. Real estate securities (including real estate investment trusts ("REITs")) are subject to
the risks associated with direct ownership of real estate, including declines in value, adverse economic conditions,
increases in expenses, regulatory changes and environmental problems. A REIT could fail to qualify for tax-free pass-
through of income under the Internal Revenue Code, and Fund shareholders will indirectly bear their proportionate
share of the expenses of REITs in which the Fund invests.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.
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The Fund commenced operations after succeeding to the operations of another fund on January 12, 2007.
Performance for periods prior to that date is based on the performance of the predecessor fund which commenced
operations on May 31, 1939.

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘03 15.82%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -19.68%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years 10 Years
Institutional Class Return Before Taxes 20.50% 1.65% 6.13%
Institutional Class Return After Taxes on Distributions 19.88% 0.64% 4.90%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 13.99% 1.39% 4.93%
S&P 500/Citigroup Value Index (reflects no deduction for fees, expenses, or taxes) 21.18% -0.27% 1.20%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management
Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Edge Asset Management, Inc.
e David W. Simpson (since 2008), Portfolio Manager
e Joseph T. Suty (since 2005), Portfolio Manager

For Important Information About:
e purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP BLEND FuUND |

Objective: The Fund seeks long-term growth of capital.

Fees and Expenses of the Fund

This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.
Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.44%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.45%
Fee Waiver 0.01%
Total Annual Fund Operating Expenses after Fee Waiver 0.44%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.01% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $45 $143 $251 $566

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
94.4% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks, but who prefer investing in large,
established companies.
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Principal Investment Strategies

The Fund seeks its objective through investment in a broadly diversified portfolio of large cap equity securities
representing all major sectors of the U.S. economy. Under normal circumstances, the Fund invests at least 80% of its
net assets (plus any borrowings for investment purposes) in equity securities of companies with large market
capitalizations (those with market capitalizations similar to companies in the S&P 500 Index (as of the most recent
calendar year end, the range was between approximately $1.1 billion and $323.7 billion)) measured at the time of
purchase. Market capitalization is defined as total current market value of a company’s outstanding common stock. As
a blend fund, the fund assets will be invested in equity securities with both growth and value characteristics. This Fund
may be used as part of a fund of funds strategy.

Goldman Sachs Asset Management, L.P. (“GSAM”) seeks to outperform the S&P 500 Index by overweighting stocks
that it believes are more likely to outperform the benchmark while underweighting stocks that it believes will lag the
Index. GSAM seeks to add value from stock selection rather than sector rotation strategies or market timing. Its
approach is to combine traditional fundamental analysis with sophisticated quantitative modeling and to carefully
construct and manage the risk in the portfolio.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Institutional Class shares were first sold on March 1, 2001. The returns for the periods prior to that date are based on
the performance of the R-3 Class shares adjusted to reflect the fees and expenses of Institutional Class shares. The
adjustments result in performance for such periods that is no higher than the historical performance of the R-3 Class
shares. R-3 Class shares were first sold on December 6, 2000.

Principal Funds, Inc. LargeCap Blend Fund | 11
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Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 14.67%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -21.27%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 22.20% -0.79% -1.94%
Institutional Class Return After Taxes on Distributions 21.93% -1.07% -2.22%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 14.78% -0.64% -1.67%
S&P 500 Index (reflects no deduction for fees, expenses, or taxes) 26.46% 0.42% -0.45%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management
Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Goldman Sachs Asset Management, L.P.
* Andrew Alford (since 2007), Managing Director, Senior Portfolio Manager
* Kent Daniel (since 2009), Managing Director, Co-CIO, co-head of QIS Research
¢ Katinka Domotorffy (since 2009), Managing Director, Head of QIS, CIO

For Important Information About:
¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares’
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP BLEND FuUND I

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.75%
Other Expenses 0.03%
Total Annual Fund Operating Expenses 0.78%
Fee Waiver 0.02%
Total Annual Fund Operating Expenses after Fee Waiver 0.76%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.02% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $78 $247 $431 $964

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
79.8% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in an actively managed portfolio of common stocks, but who
prefer investing in larger, established companies.

Principal Investment Strategies

The Fund pursues its investment objective by investing primarily in equity securities of U.S. companies. Under normal
circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in equity
securities of companies with large market capitalizations (those with market capitalizations within the range of
companies in the S&P 500 Index (as of the most recent calendar year end, this range was between approximately
$1.1 billion and $323.7 billion)) at the time of purchase. Market capitalization is defined as total current market value of
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a company's outstanding common stock. As a blend fund, the fund assets will be invested in equity securities with both
growth and value characteristics. Small- and mid-capitalization stocks and foreign stocks may also be purchased in
keeping with Fund objectives. The market capitalization of companies in the Fund's portfolio and the S&P 500 Index
will change over time, and the Fund will not automatically sell or cease to purchase equity securities of a company it
owns if the company's market capitalization falls outside of the index range.

T. Rowe Price Associates, Inc. (“T. Rowe Price”) uses a disciplined portfolio construction process whereby it weights
each sector and industry approximately the same as the S&P 500 Index. Within each sector and industry, the
weighting of individual fund holdings can vary significantly from their weighting within the S&P 500 Index. T. Rowe
Price’s portfolio is constructed to outperform the S&P 500 Index by overweighting those stocks that are viewed
favorably relative to their weighting in the Index, and underweighting or avoiding those stocks that are viewed
negatively. T. Rowe Price equity analysts select stocks within industries where they have focused expertise. The
analysts actively select stocks from the industries they cover, and determine the stocks’ weights within their industry-
specific portfolios, based on fundamental research, which considers various factors such as the quality of the business
franchise, earnings growth potential of a company, and valuation.

ClearBridge Advisors, LLC (“ClearBridge”) seeks to construct an investment portfolio with a weighted average market
capitalization similar to the S&P 500 Index. ClearBridge uses fundamental analysis to identify companies it views as
high quality and to determine whether it believes the companies' equity securities are relatively over- or under-valued.
ClearBridge favors companies with above-average growth in dividend yields.

Principal Management Corporation invests between 10% and 40% of the Fund's assets in common stocks. It employs
an active, quantitative “structured equity” strategy in an attempt to match or exceed the performance of the Fund's
benchmark index (identified in the average annual total returns table below) with lower risk and improved predictability
of returns for the entire Fund compared to the benchmark index. This strategy applies a risk-controlled investment
process that slightly over/underweights individual stocks relative to their weight in the Fund's benchmark index.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.
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Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (December 6, 2000).

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 16.89%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -21.93%

Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 29.58% 1.13% 1.52%
Institutional Class Return After Taxes on Distributions 29.34% 0.27% 0.85%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 19.55% 0.88% 1.20%
S&P 500 Index (reflects no deduction for fees, expenses, or taxes) 26.46% 0.42% -0.45%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.
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Management

Investment Advisor:
Principal Management Corporation
¢ Mariateresa Monaco (since 2009), Vice President-Portfolio Manager

Sub-Advisor(s) and Portfolio Manager(s):

ClearBridge Advisors, LLC
* Scott Glasser (since 2009), Senior Portfolio Manager and Managing Director
* Michael Kagan (since 2009), Senior Portfolio Manager and Managing Director

T. Rowe Price Associates, Inc.
* Anna M. Dopkin (since 2007), Vice President
¢ Ann M. Holcomb (since 2009), Vice President

For Important Information About:
¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares
at pages 261 and 262, respectively of the Prospectus;

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP GROWTH FUND

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.64%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.65%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $66 $208 $362 $810

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
86.5% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks that may have greater risks than stocks of
companies with lower potential for earnings growth.

Principal Investment Strategies

The Fund invests primarily in equity securities of large capitalization companies with strong earnings growth potential.
Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in common stocks of companies with large market capitalizations (those with market capitalizations similar
to companies in the Russell 1000® Growth Index (as of the most recent calendar year end, this range was between
approximately $0.02 billion and $323.7billion)) at the time of purchase. Market capitalization is defined as total current
market value of a company’s outstanding common stock. The Fund invests in growth stocks; growth orientation
emphasizes buying stocks of companies whose potential for growth of capital and earnings is expected to be above
average. To meet its investment objective, the Fund may invest in initial public offerings and foreign securities. This
Fund may be used as part of a fund of funds strategy.
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Columbus Circle Investors (“CCI”) uses a bottom-up approach (focusing on individual stock selection rather than
forecasting market trends) in its selection of individual securities that it believes have an above average potential for
earnings growth. Selection is based on the premise that companies doing better than expected will have rising
securities prices, while companies producing less than expected results will not. CCl refers to its discipline as positive
momentum and positive surprise.

Through in depth analysis of company fundamentals in the context of the prevailing economic environment, CCl’s
team of investment professionals selects companies that meet the criteria of positive momentum in a company’s
progress and positive surprise in reported results.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Initial Public Offerings ("IPOs") Risk. The market for IPO shares may be volatile, continued access to IPO offerings
cannot be assured, and a fund may dispose of IPO shares shortly after their acquisition.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Institutional Class shares were first sold on March 1, 2001. The returns for the periods prior to that date are based on
the performance of the R-3 Class shares adjusted to reflect the fees and expenses of Institutional Class shares. The
adjustments result in performance for such periods that is no higher than the historical performance of the R-3 Class
shares. The R-3 Class shares were first sold on December 6, 2000.

During 2003, the Fund processed a significant (relative to the Class) "As Of" transaction that resulted in a gain to the
remaining shareholders of the Class. In accordance with the Fund's shareholder processing policies, this benefit
inures all shareholders of the Class. Had such a gain not been recognized, the total return amounts expressed herein
would have been smaller.
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Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q3 ‘09 15.75%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -25.80%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 27.18% 1.94% -2.97%1
Institutional Class Return After Taxes on Distributions 27.17% 1.81% -3.06%(")
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 17.67% 1.68% -2.47%1)
Russell 1000 Growth Index (reflects no deduction for fees, expenses, or taxes) 37.21% 1.63% -2.87%

) During 20083, the Fund processed a significant (relative to the Class) "As Of" transaction that resulted in a gain to the remaining shareholders of
the Class. In accordance with the Fund's shareholder processing policies, this benefit inures all shareholders of the Class. Had such a gain not
been recognized, the total return amounts expressed herein would have been smaller.

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management
Investment Advisor: Principal Management Corporation
Sub-Advisor(s) and Portfolio Manager(s):

Columbus Circle Investors
e Thomas J. Bisighini (since 2009), Senior Vice President/Co-Portfolio Manager
¢ Anthony Rizza (since 2005), Senior Managing Director/Portfolio Manager

For Important Information About:
¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares’
at pages 261 and 262, respectively of the Prospectus;

1]

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP GROWTH FUND |

Objective: The Fund seeks long-term growth of capital.

Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.73%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.74%
Fee Waiver 0.02%
Total Annual Fund Operating Expenses after Fee Waiver 0.72%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.02% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $74 $234 $409 $916

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
98.9% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks that may have greater risks than stocks of
companies with lower potential for earnings growth.

Principal Investment Strategies

The Fund seeks to maximize long-term capital appreciation by investing primarily in growth-oriented equity securities
of U.S. and, to a limited extent, foreign companies with large market capitalizations that exhibit strong growth and free
cash flow potential. These companies are generally characterized as “growth” companies. Under normal
circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in equity
securities of companies with market capitalizations within the range of companies in the Russell 1000® Growth Index

(as of the most recent calendar year end, this range was between approximately $0.02 billion and $323.7 billion) at the
time of purchase. Market capitalization is defined as total current market value of a company’s outstanding common
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stock. The Fund may invest in some mid cap and other stocks that fall below the range of companies in the Russell
Index. The Fund may invest in foreign securities. This Fund may be used as part of a fund of funds strategy.

The market capitalization of companies in the Fund’s portfolio and the Russell index will change over time, and the
Fund will not automatically sell or cease to purchase the stock of a company it already owns just because the
company’s market capitalization grows or falls outside of the index range. The Fund may invest in some securities that
do not meet the normal investment criteria when the sub-advisors perceive unusual opportunities for gain.

The Fund may utilize derivative strategies, which are financial contracts whose value depends upon, or is derived
from, the value of an underlying asset, reference rate, or index, and may relate to stocks, bonds, interest rates,
currencies or currency exchange rates, and related indexes. Derivative strategies may include certain options
transactions, financial futures contracts, swaps, currency forwards, and related options for purposes such as earning
income and enhancing returns, managing or adjusting the risk profile of the Fund, replacing more traditional direct
investments, or obtaining exposure to certain markets.

The portion of the portfolio sub-advised by Brown Investment Advisory Incorporated (“Brown”) will focus on an industry
diversified but relatively concentrated portfolio of companies that seek to generate high, sustainable earnings growth
rates over long periods of time. Brown will use its in-house research capabilities and other sources to identify
companies that have the ability to grow revenue and/or earnings at above average rates over several years.

Brown may sell a stock or reduce its position in a stock if:
* The stock subsequently fails to meet Brown’s initial investment criteria or violates the growth thesis;
¢ A better opportunity is found or if funds are needed for other purposes;
¢ The stock becomes overvalued relative to the long-term expectation for the stock price.

In pursuing its investment objective, Brown may sell securities to secure gains, limit losses, or redeploy assets into a
more promising opportunity. The fund may also increase or decrease exposure to a specific industry or broad segment
of the market in an effort to protect the value of the overall portfolio.

T. Rowe Price Associates, Inc. (“T. Rowe Price”) generally looks for companies with an above-average rate of
earnings and cash flow growth and a lucrative niche in the economy that gives them the ability to sustain earnings
momentum even during times of slow economic growth. As a growth investor, T. Rowe Price believes that when a
company increases its earnings faster than both inflation and the overall economy, the market will eventually reward it
with a higher stock price. T. Rowe may sell securities for a variety of reasons, such as to secure gains, limit losses, or
redeploy assets into more promising opportunities.

Principal Management Corporation invests between 10% and 40% of the Fund's assets in common stocks. It employs
an active, quantitative “structured equity” strategy in an attempt to match or exceed the performance of the Fund's
benchmark index (identified in the average annual total returns table below) with lower risk and improved predictability
of returns for the entire Fund compared to the benchmark index. This strategy applies a risk-controlled investment
process that slightly over/underweights individual stocks relative to their weight in the Fund's benchmark index.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Derivatives Risk. Transactions in derivatives (such as options, futures, and swaps) may increase volatility, cause the
liquidation of portfolio positions when not advantageous to do so and produce disproportionate losses. Certain Fund
transactions, such as reverse repurchase agreements, loans of portfolio securities, and the use of when-issued,
delayed delivery or forward commitment transactions, or derivative instruments, may give rise to leverage, causing the
Fund to be more volatile than if it had not been leveraged.
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Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (December 6, 2000).

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 19.84%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -22.75%
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Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 52.16% 2.26% -1.36%
Institutional Class Return After Taxes on Distributions 52.15% 1.81% -1.62%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 33.93% 1.89% -1.17%
Russell 1000 Growth Index (reflects no deduction for fees, expenses, or taxes) 37.21% 1.63% -2.87%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor:
Principal Management Corporation
¢ Mariateresa Monaco (since 2009), Vice President-Portfolio Manager

Sub-Advisor(s) and Portfolio Manager(s):
Brown Investment Advisory Incorporated
¢ Kenneth M. Stuzin (since 2009), Partner and U.S. Large-Cap Growth Equity Portfolio Manager

T. Rowe Price Associates, Inc.
* Robert W. Sharps, (since 2004), Vice President

For Important Information About:
e purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares
at pages 261 and 262, respectively of the Prospectus;

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP GROWTH FUND lI

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.93%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.94%
Fee Waiver 0.01%
Total Annual Fund Operating Expenses after Fee Waiver 0.93%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.01% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $95 $298 $519 $1,154

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
140.0% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks that may have greater risks than stocks of
companies with lower potential for earnings growth.

Principal Investment Strategies

Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in equity securities of companies with large market capitalizations (those with market capitalizations similar
to companies in the Russell 1000 Growth Index (as of the most recent calendar year end, the range was between
approximately $0.02 billion and $323.7 billion)) at the time of purchase. Market capitalization is defined as total current
market value of a company’s outstanding common stock. The Fund may invest in some mid cap and other stocks that
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fall below the range of companies in the Russell Index. The Fund invests in growth stocks; growth orientation
emphasizes buying stocks of companies whose potential for growth of capital and earnings is expected to be above
average. The Fund may also invest in foreign securities. Both Sub-Advisors (American Century Investment
Management, Inc. (“American Century”) and Montag & Caldwell, Inc. (“M&C”)) use a bottom-up approach to stock
selection. This means that the Sub-Advisors make investment decisions based primarily on its analysis of individual
companies, rather than on broad economic forecasts. This Fund may be used as part of a fund of funds strategy and
may actively trade portfolio securities in an attempt to achieve its investment objective.

The Fund may utilize derivative strategies, which are financial contracts whose value depends upon, or is derived
from, the value of an underlying asset, reference rate, or index, and may relate to stocks, bonds, interest rates,
currencies or currency exchange rates, and related indexes. Derivative strategies may include certain options
transactions, financial futures contracts, swaps, currency forwards, and related options for purposes such as earning
income and enhancing returns, managing or adjusting the risk profile of the Fund, replacing more traditional direct
investments, or obtaining exposure to certain markets.

American Century selects stocks of larger-sized companies it believes will increase in value over time using a growth
investment strategy it developed. Management of the Fund is based on the belief that, over the long term, stock price
movements follow growth in earnings, revenues and/or cash flow.

Using its extensive computer database, as well as other primary analytical research tools, American Century tracks
financial information for individual companies to identify and evaluate trends in earnings, revenues, and other
business fundamentals. Under normal market conditions, the portion of the Fund’s portfolio sub-advised by American
Century will primarily consist of securities of companies demonstrating business improvement. Analytical indicators
helping to identify signs of business improvement could include accelerating earnings or revenue growth rates,
increasing cash flows, or other indications of the relative strength of a company’s business. These techniques help
American Century buy or hold the stocks of companies it believes have favorable growth prospects and sell the stocks
of companies whose characteristics no longer meet their criteria.

M&C seeks high quality, well-established large-cap companies that it believes are growing their near-term earnings at
an above average rate. In addition to fundamental growth characteristics, M&C’s proprietary process also emphasizes
valuation in order to find growth companies selling at a discount to their intrinsic value.

Pursuant to M&C’s investment approach, in addition to an initial capitalization screen, stocks selected for the Fund

must:

* Have a strong history of earnings growth;

* Be attractively priced, relative to the company's potential for above-average long-term earnings and revenue
growth;

¢ Have strong balance sheets;

* Have a sustainable competitive advantage;

* Be, or have the potential to become, industry leaders.

To manage risk, M&C limits sector and individual security exposure, and adheres to a strong sell discipline.

Principal Management Corporation invests between 10% and 40% of the Fund's assets in common stocks. It employs
an active, quantitative “structured equity” strategy in an attempt to match or exceed the performance of the Fund's
benchmark index (identified in the average annual total returns table below) with lower risk and improved predictability
of returns for the entire Fund compared to the benchmark index. This strategy applies a risk-controlled investment
process that slightly over/underweights individual stocks relative to their weight in the Fund's benchmark index.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Active Trading Risk. Actively trading portfolio securities may result in high portfolio turnover rates and increase
brokerage costs, accelerate realization of taxable gains and adversely impact fund performance.
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Derivatives Risk. Transactions in derivatives (such as options, futures, and swaps) may increase volatility, cause the
liquidation of portfolio positions when not advantageous to do so and produce disproportionate losses. Certain Fund
transactions, such as reverse repurchase agreements, loans of portfolio securities, and the use of when-issued,
delayed delivery or forward commitment transactions, or derivative instruments, may give rise to leverage, causing the
Fund to be more volatile than if it had not been leveraged.

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (December 6, 2000).
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Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 15.82%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -22.90%

Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 34.34% 2.20% -1.40%
Institutional Class Return After Taxes on Distributions 34.26% 1.29% -1.91%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 22.42% 1.62% -1.31%
Russell 1000 Growth Index (reflects no deduction for fees, expenses, or taxes) 37.21% 1.63% -2.87%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor:
Principal Management Corporation
¢ Mariateresa Monaco (since 2009), Vice President-Portfolio Manager

Sub-Advisor(s) and Portfolio Manager(s):
American Century Investment Management, Inc.
e Gregory J. Woodhams (since 2000), Chief Investment Officer, U.S. Growth Equity - Large Cap, Vice President
and Senior Portfolio Manager
* Prescott LeGard (since 2000), Vice President and Portfolio Manager

Montag & Caldwell, Inc.
* Ronald E. Canakaris (since 2009), Chairman and CIO
* Grover C. Maxwell Ill (since 2009), Executive Vice President
* Charles E. Markwalter (since 2009), Vice President

For Important Information About:
¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares”
at pages 261 and 262, respectively of the Prospectus;

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP S&P 500 INDEX FUND

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.15%
Other Expenses 0.10%
Total Annual Fund Operating Expenses 0.25%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $26 $80 $141 $318

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
7.6% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital,
willing to accept the potential for volatile fluctuations in the value of investments and preferring a
passive, rather than active, management style.

Principal Investment Strategies

Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in common stocks of companies that compose the S&P 500 Index. Principal Global Investors, LLC (“PGI”)
attempts to mirror the investment performance of the Index by allocating the Fund’s assets in approximately the same
weightings as the S&P 500. The S&P 500 is an unmanaged index of 500 common stocks chosen to reflect the
industries of the U.S. economy and is often considered a proxy for the stock market in general. Each stock is weighted
by its market capitalization which means larger companies have greater representation in the Index than smaller ones.
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As of the most recent calendar year end, the market capitalization range of the Index was between approximately $1.1
billion and $323.7 billion. Market capitalization is defined as total current market value of a company's outstanding
common stock. PGI may also use stock index futures and options as a substitute for the sale or purchase of securities.
This Fund may be used as part of a fund of funds strategy.

The Fund uses an indexing strategy or a passive investment approach designed to track the performance of the S&P
500. It does not attempt to manage market volatility, use defensive strategies or reduce the effect of any long-term
periods of poor stock performance.

Over the long-term, PGI seeks a very close correlation between performance of the Fund, before expenses, and that
of the S&P 500. It is unlikely that a perfect correlation of 1.00 will be achieved. The correlation between Fund and
Index performance may be affected by the Fund’s expenses, changes in securities markets, changes in the
composition of the Index and the timing of purchases and sales of Fund shares.

Because of the difficulty and expense of executing relatively small stock trades, the Fund may not always be invested
in the less heavily weighted S&P 500 stocks. At times, the Fund’s portfolio may be weighted differently from the

S&P 500, particularly if the Fund has a small level of assets to invest. In addition, the Fund’s ability to match the
performance of the S&P 500 is affected to some degree by the size and timing of cash flows into and out of the Fund.
The Fund is managed to attempt to minimize such effects.

PGl reserves the right to omit or remove any of the S&P 500 stocks from the Fund if it determines that the stock is not
sufficiently liquid. In addition, a stock might be excluded or removed from the Fund if extraordinary events or financial
conditions lead PGl to believe that it should not be a part of the Fund’s assets. PGl may also elect to omit any

S&P 500 stocks from the Fund if such stocks are issued by an affiliated company.

NOTE: “Standard & Poor’s 500” and “S&P 500%” are trademarks of The McGraw-Hill Companies, Inc. and have been
licensed by Principal. The Fund is not sponsored, endorsed, sold, or promoted by Standard & Poor’s and
Standard & Poor’s makes no representation regarding the advisability of investing in the Fund.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Derivatives Risk. Transactions in derivatives (such as options, futures, and swaps) may increase volatility, cause the
liquidation of portfolio positions when not advantageous to do so and produce disproportionate losses. Certain Fund
transactions, such as reverse repurchase agreements, loans of portfolio securities, and the use of when-issued,
delayed delivery or forward commitment transactions, or derivative instruments, may give rise to leverage, causing the
Fund to be more volatile than if it had not been leveraged.

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.
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Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at

www.principal.com or by calling 1-800-222-5852.

Institutional Class shares were first sold on March 1, 2001. The returns for the periods prior to that date are based on
the performance of the R-3 Class shares adjusted to reflect the fees and expenses of Institutional Class shares. The
adjustments result in performance for such periods that is no higher than the historical performance of the R-3 Class

shares. R-3 Class shares were first sold on December 6, 2000.

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 15.80%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -22.11%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 26.39% 0.26% -0.46%
Institutional Class Return After Taxes on Distributions 26.05% -0.08% -0.90%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 17.59% 0.24% -0.45%
S&P 500 Index (reflects no deduction for fees, expenses, or taxes) 26.46% 0.42% -0.45%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.
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Management

Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Principal Global Investors, LLC
* Dirk Laschanzky (since 2003), Portfolio Manager
e Scott W. Smith (since 2007), Portfolio Manager

For Important Information About:

¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares”
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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LARGECAP VALUE FUND

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.44%
Other Expenses 0.03%
Total Annual Fund Operating Expenses 0.47%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $48 $151 $263 $591

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
170.2% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks, but who prefer investing in companies that
appear to be considered undervalued relative to similar companies.

Principal Investment Strategies

The Fund invests primarily in equity securities of large capitalization companies. Under normal circumstances, the
Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in common stocks of
companies with large market capitalizations (those with market capitalizations similar to companies in the Russell
1000® Value Index, which as of the most recent calendar year end ranged between approximately $0.02 billion and
$323.7 billion) at the time of purchase. Market capitalization is defined as total current market value of a company’s
outstanding common stock.

The Fund invests in stocks that, in the opinion of Principal Global Investors, LLC ("PGI"), are undervalued in the
marketplace at the time of purchase. Value stocks are often characterized by below average price/earnings ratios
(P/E) and above average dividend yields relative to the overall market. Securities for the Fund are selected by
consideration of the quality and price of individual issuers rather than forecasting stock market trends.
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The equity investment philosophy of PGl is based on the belief that superior stock selection and disciplined risk
management provide consistent outperformance. PGl focuses on companies with improving and sustainable business
fundamentals, rising investor expectations, and attractive relative valuation. PGl uses a research-driven investment
approach to minimize unintended portfolio risks (including sector and market cap biases relative to the index) so that
stock selection drives performance.

PGl constructs a portfolio that is “benchmark aware” in that it is sensitive to the sector (companies with similar
characteristics) and security weightings of its benchmark. The Fund may actively trade portfolio securities in an
attempt to achieve its investment objective. This Fund may be used as part of a fund of funds strategy.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Active Trading Risk. Actively trading portfolio securities may result in high portfolio turnover rates and increase
brokerage costs, accelerate realization of taxable gains and adversely impact fund performance.

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Institutional Class shares were first sold on March 1, 2001. The returns for the periods prior to that date are based on
the performance of the R-3 Class shares adjusted to reflect the fees and expenses of Institutional Class shares. The
adjustments result in performance for such periods that is no higher than the historical performance of the R-3 Class
shares. R-3 Class shares were first sold on December 6, 2000.
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Total Returns as of December 31 each year (Institutional Class shares)

B0%

40%

25.48%

0%

0%

-20%

-40%

-60%

-35.28%

N e Y kot 4 )

iy iy 3 "Egg 3 f?ﬁ i "555 iy
Highest return for a quarter during the period of the bar chart above: Q3 ‘09 15.95%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -21.80%

Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 15.69% -0.76% 1.36%
Institutional Class Return After Taxes on Distributions 15.36% -1.57% 0.71%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 10.65% -0.59% 1.13%
Russell 1000 Value Index (reflects no deduction for fees, expenses, or taxes) 19.69% -0.25% 2.23%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Principal Global Investors, LLC
e Arild Holm (since 2007), Portfolio Manager
* Jeffrey A. Schwarte (since 2010), Portfolio Manager

For Important Information About:

¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares”
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.79%
Other Expenses 0.00%
Total Annual Fund Operating Expenses 0.79%
Fee Waiver 0.01%
Total Annual Fund Operating Expenses after Fee Waiver 0.78%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.01% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $80 $251 $438 $977

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
114.5% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks but prefer investing in companies that
appear to be considered undervalued relative to similar companies.

Principal Investment Strategies

The Fund invests primarily in equity securities of large capitalization companies. Under normal circumstances, the
Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in securities of companies
with large market capitalizations (those with market capitalizations similar to companies in the Russell 1000 Value
Index (as of the most recent calendar year end, this range was between approximately $0.02 billion and $323.7
billion)) at the time of purchase. Market capitalization is defined as total current market value of a company’s
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outstanding common stock. The Fund invests in value stocks; value orientation emphasizes buying stocks at less than
their expected investment value and avoiding stocks whose price has been artificially built up. The Fund may invest in
some mid cap and other stocks that fall below the range of companies in the Russell Index. The Fund may invest in
securities of foreign companies. The Fund may actively trade portfolio securities in an attempt to achieve its
investment objective.

In selecting securities, UBS Global Asset Management (Americas) Inc. (“UBS Global AM”) focuses on, among other
things, identifying discrepancies between a security’s fundamental value and its market price. In this context, the
fundamental value of a given security is the assessment of UBS Global AM of what a security is worth. UBS

Global AM seeks to select securities with fundamental values that it estimates to be greater than its market value at
any given time. For each stock under analysis, UBS Global AM bases its estimates of fundamental value upon
economic, industry and company analysis, as well as upon a company’s management team, competitive advantage
and core competencies. UBS Global AM then compares its assessment of a security’s value against the prevailing
market prices with the aim of constructing a portfolio of stocks with attractive relative price/value characteristics. UBS
Global AM derives investment value and organizes collective investment insights with an emphasis on primary
research and company visits.

Thompson, Siegel & Walmsley LLC (“TS&W?”) invests using a four-factor screen to narrow the large universe of stocks
with market capitalizations greater than $3 billion. The result of the screen is a group of approximately 250 companies
that TS&W believes are the most attractive in each of the nine economic sectors of the Russell 1000® Value Index.
The screen is based on discounted cash flow analysis, relative cash flow multiples, earnings potential and recent price
action.

Fundamental analysis is then used to build a portfolio of approximately 50-65 large capitalization stocks. TS&W’s
research analysts focus on key drivers of performance and catalysts that might affect the outlook for a company and
its future valuation. They evaluate proprietary and publicly available information, including broker and independent
research, company filings and trade periodicals. They may speak with company management to hear their
perspectives and outlook on the pertinent business issues. TS&W'’s analysts apply a consistent and disciplined review
in a team environment that encourages critical thinking and analysis for each company considered for investment. The
process employs risk controls and a rigorous sell discipline.

Principal Management Corporation invests between 10% and 40% of the Fund's assets in common stocks. It employs
an active, quantitative “structured equity” strategy in an attempt to match or exceed the performance of the Fund's
benchmark index (identified in the average annual total returns table below) with lower risk and improved predictability
of returns for the entire Fund compared to the benchmark index. This strategy applies a risk-controlled investment
process that slightly over/underweights individual stocks relative to their weight in the Fund's benchmark index.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Active Trading Risk. Actively trading portfolio securities may result in high portfolio turnover rates and increase
brokerage costs, accelerate realization of taxable gains and adversely impact fund performance.

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.
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Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (June 1, 2004).

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 19.23%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -24.98%
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Average Annual Total Returns

For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 22.54% -0.57% 1.63%
Institutional Class Return After Taxes on Distributions 22.30% -0.96% 1.26%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 14.97% -0.46% 1.41%
Russell 1000 Value Index (reflects no deduction for fees, expenses, or taxes) 19.69% -0.25% 2.26%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor:
Principal Management Corporation
¢ Mariateresa Monaco (since 2009), Vice President-Portfolio Manager

Sub-Advisor(s) and Portfolio Manager(s):

Thompson, Siegel & Walmsley LLC
* John S. Pickler (since 2009), Portfolio Manager and Research Analyst
e Charles J. Wittmann (since 2009), Portfolio Manager and Research Analyst
¢ Elizabeth Cabell Jennings (since 2009), Portfolio Manager

UBS Global Asset Management (Americas) Inc.
e Thomas M . Cole (since 2004), Head of North American Equities, Research Director for North American
Equities, and a Managing Director
¢ Thomas J. Digenan (since 2004), North American Equity Strategist and Managing Director
e John C. Leonard (since 2004), Global Head of Equities and Member, UBS Group Managing Board

For Important Information About:
e purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares
at pages 261 and 262, respectively of the Prospectus;

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.

38 LargeCap Value Fund | Principal Funds, Inc.
1-800-222-5852



LARGECAP VALUE Funp Il

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.78%
Other Expenses 0.00%
Total Annual Fund Operating Expenses 0.78%
Fee Waiver 0.01%
Total Annual Fund Operating Expenses after Fee Waiver 0.77%

Principal has contractually agreed to limit the Fund's Management Fees through the period ending February 28, 2011.
The fee waiver will reduce the Fund's Management Fees by 0.01% (expressed as a percent of average net assets on
an annualized basis).

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $79 $248 $432 $965

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
98.7% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks but who prefer investing in companies that
appear to be considered undervalued relative to similar companies.
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Principal Investment Strategies

Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in companies with large market capitalizations similar to companies in the Russell 1000 Value Index
(approximately $0.02 billion to $323.7 billion as of the most recent calendar year end) at the time of purchase. Market
capitalization is defined as total current market value of a company's outstanding common stock.The Fund may invest
in some mid cap and other stocks that fall below the range of companies in the Russell Index. The Fund invests in
value stocks; value orientation emphasizes buying stocks at less than their expected investment value and avoiding
stocks whose price has been artificially built up. The Fund may invest in securities of foreign companies and may be
used as part of a fund of funds strategy.

AllianceBernstein L.P. (“AllianceBernstein”) invests primarily in undervalued equity securities of companies that it
believes offer above-average potential for earnings growth. It seeks securities that exhibit low financial ratios and can
be acquired for less than what AllianceBernstein believes is their intrinsic value or have an attractive price relative to
the value of expected future dividends. These investments may include securities of companies that have not
performed well in the recent past but are undergoing management, corporate, asset restructuring or other transitions.
Portfolio securities that have reached their intrinsic value or a target financial ratio will generally be sold.

Westwood Management Corp. (“Westwood”) generally invests in approximately 40-60 securities that it believes are
currently undervalued in the market and possess limited downside risk. Other key metrics for evaluating the risk/return
profile of an investment include an improving return on equity, a declining debt/equity ratio and, in the case of common
equities, positive earnings surprises without a corresponding increase in Wall Street estimates. Westwood may
determine to sell a security that has reached a predetermined price target or if a change to a company's fundamentals
negatively impacts the original investment thesis. Westwood will not necessarily sell a security that has depreciated
below the Fund's target capitalization range.

Principal Management Corporation invests between 10% and 40% of the Fund's assets in common stocks. It employs
an active, quantitative “structured equity” strategy in an attempt to match or exceed the performance of the Fund's
benchmark index (identified in the average annual total returns table below) with lower risk and improved predictability
of returns for the entire Fund compared to the benchmark index. This strategy applies a risk-controlled investment
process that slightly over/underweights individual stocks relative to their weight in the Fund's benchmark index.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.
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Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.

Lifetime results are measured from the date the Institutional Class shares were first sold (December 6, 2000).

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q3 ‘09 15.89%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -21.54%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 19.07% -2.72% 2.06%
Institutional Class Return After Taxes on Distributions 18.78% -3.42% 1.51%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 12.78% -2.14% 1.81%
Russell 1000 Value Index (reflects no deduction for fees, expenses, or taxes) 19.69% -0.25% 2.23%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.
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Management

Investment Advisor:
Principal Management Corporation
¢ Mariateresa Monaco (since 2009), Vice President-Portfolio Manager

Sub-Advisor(s) and Portfolio Manager(s):
AllianceBernstein L.P.
e Christopher W. Marx (since 2006), Senior Portfolio Manager
e Joseph Gerard Paul (since 2009), Co-CIO -- US Large Cap Value Equities; CIO--North American Value
Equities; Global Head--Diversified Value Services
e John D. Phillips, Jr. (since 2002), Senior Portfolio Manager
* David Yuen (since 2009), Co-CIO and Director of Research--US Value Equities; CIO--Advanced Value Fund

Westwood Management Corp.
e Susan M. Byrne (since 2008), Chairman and Chief Investment Officer
Mark R. Freeman (since 2008), Senior Vice President and Portfolio Manager
Kellie R. Stark (since 2008), Executive Vice President and Associate Portfolio Manager
Scott D. Lawson (since 2008), Vice President and Senior Research Analyst
Jay K. Singhania (since 2008), Vice President and Research Analyst

For Important Information About:
¢ purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares
at pages 261 and 262, respectively of the Prospectus;

¢ taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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PRINCIPAL CAPITAL APPRECIATION FUND (PREVIOUSLY WEST COAST EQUITY FUND)

Objective: The Fund seeks to provide long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.58%
Other Expenses 0.01%
Total Annual Fund Operating Expenses 0.59%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $60 $189 $329 $738

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
23.8% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the risks of investing in common stocks that may have greater risks than stocks of
companies with lower potential for earnings growth, as well as the risks of investing in below
investment grade bonds and real estate investment trust securities.

Principal Investment Strategies
Under normal circumstances, the Fund invests at least 80% of its net assets (plus any borrowings for investment
purposes) in equity securities of small, medium, and large capitalization companies.

The Fund may invest up to 20% of its assets in both real estate investment trust ("REIT") securities and below
investment-grade fixed-income securities (sometimes called "junk bonds") (rated at the time of purchase BB+ or lower
by S&P or Ba1 or lower by Moody’s). The Fund may invest in securities of foreign issuers. This Fund may be used as
part of a fund of funds strategy.
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In selecting investments for the Fund, Edge Asset Management, Inc. (“Edge”) selects equity securities based upon
rigorous fundamental analysis that assesses the quality of each company's business, earnings growth potential, and
stock valuation. Edge seeks to invest in good businesses that are well-managed, hold competitive advantages and
generate high returns on invested capital. Also taken into consideration is the industry in which a company operates,
its position in the marketplace and the barriers to entry to prevent further competition. Edge seeks to buy companies at
attractive prices compared to their business value.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Foreign Securities Risk. The risks of foreign securities include loss of value as a result of: political or economic
instability; nationalization, expropriation or confiscatory taxation; changes in foreign exchange rates and foreign
exchange restrictions; settlement delays; and limited government regulation (including less stringent reporting,
accounting, and disclosure standards than are required of U.S. companies).

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

High Yield Securities Risk. High yield fixed-income securities (commonly referred to as "junk bonds") are subject to
greater credit quality risk than higher rated fixed-income securities and should be considered speculative.

Real Estate Securities Risk. Real estate securities (including real estate investment trusts ("REITs")) are subject to
the risks associated with direct ownership of real estate, including declines in value, adverse economic conditions,
increases in expenses, regulatory changes and environmental problems. A REIT could fail to qualify for tax-free pass-
through of income under the Internal Revenue Code, and Fund shareholders will indirectly bear their proportionate
share of the expenses of REITs in which the Fund invests.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.
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The Fund commenced operations after succeeding to the operations of another fund on January 12, 2007.
Performance for periods prior to that date is based on the performance of the predecessor fund which commenced
operations on November 24,1986.

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘01 29.92%
Lowest return for a quarter during the period of the bar chart above: Q3 ‘01 -25.10%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years 10 Years
Institutional Class Return Before Taxes 29.97% 2.84% 5.11%
Institutional Class Return After Taxes on Distributions 29.68% 2.18% 4.26%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 19.87% 2.43% 4.19%
Russell 3000 Index (reflects no deduction for fees, expenses, or taxes) 28.34% 0.76% -0.20%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Edge Asset Management, Inc.
¢ Philip M. Foreman (since 2002), Portfolio Manager

For Important Information About:

e purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares”
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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MipCAP BLEND FUND

Objective: The Fund seeks long-term growth of capital.
Fees and Expenses of the Fund
This table describes the fees and expenses that you may pay if you buy and hold shares of the Fund.

Shareholder Fees (fees paid directly from your investment): None

Annual Fund Operating Expenses
(expenses that you pay each year as a percentage of the value of your investment)

Institutional
For the year ended October 31, 2009 Class
Management Fees 0.65%
Other Expenses 0.05%
Total Annual Fund Operating Expenses 0.70%

Example
This Example is intended to help you compare the cost of investing in the Fund with the cost of investing in other
mutual funds.

The Example assumes that you invest $10,000 in the Fund for the time periods indicated and then redeem all of
your shares at the end of those periods. The Example also assumes that your investment has a 5% return each
year and that the Fund’s operating expenses remain the same. Although your actual costs may be higher or lower,
based on these assumptions your costs would be:

1 year 3 years 5 years 10 years
Institutional Class $72 $224 $390 $871

Portfolio Turnover

The Fund pays transaction costs, such as commissions, when it buys and sells securities (or “turns over” its portfolio).
A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when Fund shares
are held in a taxable account. These costs, which are not reflected in annual fund operating expenses or in the
example, affect the Fund’s performance. During the most recent fiscal year, the Fund’s portfolio turnover rate was
12.9% of the average value of its portfolio.

Investor Profile: The Fund may be an appropriate investment for investors seeking long-term growth of capital and
willing to accept the potential for short-term fluctuations in the value of investments.

Principal Investment Strategies

The Fund invests primarily in equity securities of medium capitalization companies. Under normal circumstances, the
Fund invests at least 80% of its net assets (plus any borrowings for investment purposes) in equity securities of
companies with medium market capitalizations (those with market capitalizations similar to companies in the Russell
Midcap® Index (as of the most recent calendar year end, this range was between approximately $0.03 billion and
$15.5 billion) at the time of purchase. Market capitalization is defined as total current market value of a company’s
outstanding common stock.
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In selecting securities for investment, Principal Global Investors, LLC (“PGI”) looks at stocks with value and/or growth
characteristics and constructs an investment portfolio that has a “blend” of stocks with these characteristics. In
managing the assets of the Fund, PGI does not have a policy of preferring one of these categories to the other. The
value orientation emphasizes buying stocks at less than their inherent value and avoiding stocks whose price has
been artificially built up. The growth orientation emphasizes buying stocks of companies whose potential for growth of
capital and earnings is expected to be above average.

PGl believes that superior stock selection is the key to consistent out-performance. PGl seeks to achieve superior
stock selection by systematically evaluating company fundamentals and in-depth original research.

PGl focuses its stock selections on established companies that it believes have a sustainable competitive advantage.
PGl constructs a portfolio that is “benchmark aware” in that it is sensitive to the sector (companies with similar
characteristics) and security weightings of its benchmark.

The Fund may purchase securities issued as part of, or a short period after, companies’ initial public offerings and may
at times dispose of those shares shortly after their acquisition.

Principal Risks

The value of your investment in the Fund changes with the value of the Fund’s investments. Many factors affect that
value, and it is possible to lose money by investing in the Fund. The principal risks of investing in the Fund, in
alphabetical order, are:

Equity Securities Risk. Equity securities (common, preferred, and convertible preferred stocks and securities whose
values are tied to the price of stocks, such as rights, warrants and convertible debt securities) could decline in value if
the issuer's financial condition declines or in response to overall market and economic conditions. A fund's principal
market segment(s), such as large cap, mid cap or small cap stocks, or growth or value stocks, may underperform
other market segments or the equity markets as a whole. Investments in smaller companies and mid-size companies
may involve greater risk and price volatility than investments in larger, more mature companies.

Growth Stock Risk. Market prices of growth stocks are often more sensitive than other securities to earnings
expectations.

Initial Public Offerings ("IPOs") Risk. The market for IPO shares may be volatile, continued access to IPO offerings
cannot be assured, and a fund may dispose of IPO shares shortly after their acquisition.

Underlying Fund Risk. An underlying fund to a fund of funds may experience relatively large redemptions or
investments as the fund of funds periodically reallocates or rebalances its assets. These transactions may cause the
underlying fund to sell portfolio securities to meet such redemptions, or to invest cash from such investments, at times
it would not otherwise do so, and may as a result increase transaction costs and adversely affect underlying fund
performance.

Value Stock Risk. The market may not recognize the intrinsic value of value stocks for a long time, or they may be
appropriately priced at the time of purchase.

Performance

The following information provides an indication of the risks of investing in the Fund. The bar chart shows the
investment returns of the Fund’s Institutional Class shares for each full calendar year of operations for 10 years (or, if
shorter, the life of the Fund). The table shows, for Institutional Class shares of the Fund and for the last one, five, and
ten calendar year periods (or, if shorter, the life of the Fund), how the Fund’s average annual total returns compare to
the returns of one or more broad-based market indices. Past performance (before and after taxes) is not necessarily
an indication of how the Fund will perform in the future. You may get updated performance information online at
www.principal.com or by calling 1-800-222-5852.
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Institutional Class shares were first sold on March 1, 2001. The returns for the periods prior to that date are based on
the performance of the R-3 Class shares adjusted to reflect the fees and expenses of Institutional Class shares. The
adjustments result in performance for such periods that is no higher than the historical performance of the R-3 Class
shares. R-3 Class shares were first sold on December 6, 2000.

Total Returns as of December 31 each year (Institutional Class shares)
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Highest return for a quarter during the period of the bar chart above: Q2 ‘09 17.76%
Lowest return for a quarter during the period of the bar chart above: Q4 ‘08 -23.77%
Average Annual Total Returns
For the periods ended December 31, 2009 1 Year 5 Years Life of Fund
Institutional Class Return Before Taxes 33.08% 3.75% 6.25%
Institutional Class Return After Taxes on Distributions 32.92% 2.73% 5.44%
Institutional Class Return After Taxes on Distribution and Sale of Fund Shares 21.70% 3.17% 5.36%
Russell Midcap Index (reflects no deduction for fees, expenses, or taxes) 40.48% 2.43% 4.81%

After-tax returns are calculated using the historical highest individual federal marginal income tax rates and do not
reflect the impact of state and local taxes. Actual after-tax returns depend on an investor’s tax situation and may differ
from those shown. The after-tax returns shown are not relevant to investors who hold their Fund shares through tax-
deferred arrangements, such as 401(k) plans or individual retirement accounts.

Management

Investment Advisor: Principal Management Corporation

Sub-Advisor(s) and Portfolio Manager(s):

Principal Global Investors, LLC
¢ K. William Nolin (since 2000), Portfolio Manager

For Important Information About:

e purchase and sales of Fund shares, please turn to “Purchase of Fund Shares” and “Redemption of Fund Shares”
at pages 261 and 262, respectively of the Prospectus;

* taxes, please turn to “Tax Considerations” at page 262 of the Prospectus; and

¢ financial intermediary compensation, please turn to “Intermediary Compensation” at page 263 of the Prospectus.
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