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UNITED STATES
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Washington, D.C. 20549

Form 10-Q/A
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Act of 1934 during the preceding 12 months (orsiach shorter period that the registrant was reduodile such reports) and (2) has been
subject to such filing requirements for the pastla@s: Yes[X] No [ ]

Indicate by check mark whether the Registrant basnétted electronically and posted on its corpokleb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8 232.405 of tthapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such filesgds [YX] No[ ]

Indicate by check mark whether the Registrantl&s@e accelerated filer, an accelerated filer, m-accelerated filer or a smaller reporting
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Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the BExgfe Act): Yes[ ] No[X]
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EXPLANATORY NOTE

This Quarterly Report on Form 10-Q/A ("Form 10-Q)As' being filed as Amendment No. 1 (the "Amendmetat our Quarterly Report
on Form 10-Q for the quarter ended September 3[®,20hich was filed with the Securities and Excha@@mmission on November 1, 2012
(the "Original Form 10-Q"). This Form 10-Q/A is hgifiled to amend the consolidated balance sheet September 30, 2012; the
consolidated statement of comprehensive incomthéothree and nine months ended September 30, 8 2onsolidated statement of
shareholders' equity for the nine months endedeB@ptr 30, 2012; and certain disclosures in thesrtotéhe consolidated financial statements
Management and the Audit and Enterprise Risk Cotamibf CNO Financial Group, Inc. (the "Company"hcladed that an inadvertent error
involving a component of the calculation of accuatetl other comprehensive income existed in thei@digrorm 10-Q that requires
correction. The correction of this error had no &oipon net income, earnings per share or cash flowaddition, the correction had no impact
on results, cash flows or capital measures caledlat accordance with statutory accounting prirespl

Pursuant to generally accepted accounting pringjple are required to adjust certain balance steestunts to reflect the impact
resulting from assuming that unrealized gains asdds on available for sale securities are reatinedhe proceeds are invested in securities
earning current market yields. Such adjustmentsammonly referred to as “shadow adjustmeats! may include adjustments to: (i) defer
acquisition costs; (ii) the present value of futprefits; (iii) loss recognition reserves; and (infome taxes. The net impact of these shadow
adjustments is recognized in accumulated other celngmsive income. Amounts related to the shadousadgnts for certain long-term care
products previously reported in our Original For®iiQ have been corrected and are described in tieetmthe consolidated financial
statements entitled "Correction to Previously Issbmancial Statements"” contained herein. Shadgustadents will vary from period to peri
and are primarily dependent upon the amount ofalized gains or losses related to available far saturities and the estimated gross profits
of certain lines of business.

As a result of the correction, management hasralsssessed the effectiveness of its disclosureatemnd procedures and internal
control over financial reporting and concluded ttinaty were not effective as of the end of the kcdovered by this report on Form 10-Q/A
because of a material weakness in internal cootret financial reporting. Specifically, controlspface to ensure the accurate calculation of
shadow adjustments impacting accumulated other oeimepsive income did not operate effectively. Tferes management has subsequently
concluded that the Company's disclosure contradspracedures were not effective as of the endeptriod covered by this report. As a re
of the identification of the error that led to twmendment of our Original Form 10-Q and the relat@dsessment of disclosure controls and
procedures and internal control over financial répg, we have emphasized the importance of peiiftgrand reviewing calculations
consistent with the design of our internal constolicture in an effort to ensure controls operéfectvely. The Company believes this action
has remediated the material weakness. The mategi@tness in internal control over financial repuagtis further discussed in Item 4 containec
herein.

The following sections have been amended from thgiltal Form 10-Q as a result of the restatemestdeed above:

. Part | - Item 1. Financial Statements
. Part | - Item 2. Management's Discussion and ysislof Financial Condition and Results of Operatio
. Part | - Item 4. Controls and Procedures

This Form 10-Q/A also includes as exhibits, ceardifions from our Chief Executive Officer and CHréfiancial Officer dated as of the
date of this filing. Except as described abovegti@r sections have been amended from the Orifiorath
10-Q. This Form 10-Q/A does not reflect informatmmevents occurring after the November 1, 20i8dibate of the Original Form 10-Q, or
modify or update disclosures set forth in the QrdiForm 10-Q, except to reflect the correctiorsedssed above.
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ITEM 1. FINANCIAL STATEMENTS.

Investments:

PART | - FINANCIAL INFORMATION

CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
(Dollars in millions)

ASSETS

Fixed maturities, available for sale, at fair va(aenortized cost: September 30, 2012 - $21,825.7;

December 31, 2011 - $21,779.1)
Equity securities at fair value (cost: September2812 - $174.0; December 31, 2011 - $177.0)

Mortgage loans
Policy loans
Trading securities

Investments held by variable interest entities

Other invested assets
Total investments

Cash and cash equivalents - unrestricted
Cash and cash equivalents held by variable interggtes

Accrued investment income
Present value of future profits
Deferred acquisition costs
Reinsurance receivables

Income tax assets, net

Assets held in separate accounts
Other assets

Total assets

(continued on next page)

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year batenic
connection with a change in accounting principle.

September 30, December 31,
2012 2011

(Restated)
(unaudited)

$ 24,742 % 23,516.

180.( 175.1

1,597.. 1,602.¢

274.1 279.7

199.¢ 91.€

829.¢ 496.:

265.( 202.¢

28,087 .« 26,364..

415.: 436.(

48.2 74.L

317.¢ 288.7

642. 697.7

623. 797.]

2,967. 3,091.:

699.t 865.¢

15.% 15.C

338.¢ 292.;

$ 34,156.( $ 32,921.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET, continued
(Dollars in millions)

LIABILITIES AND SHAREHOLDERS' EQUITY

September 30, December 31,

2012 2011
(Restated)
Liabilities: (unaudited)
Liabilities for insurance products:
Interest-sensitive products $ 12,930.: $ 13,165.!
Traditional products 11,004.. 10,482
Claims payable and other policyholder funds 977.¢ 1,034.:
Liabilities related to separate accounts 15.7 15.C
Other liabilities 709.( 556.:
Investment borrowings 1,650.¢ 1,676.!
Borrowings related to variable interest entities 766.¢ 519.¢
Notes payable — direct corporate obligations 1,035.: 857.¢
Total liabilities 29,089.! 28,308..
Commitments and Contingencies
Shareholders' equity:
Common stock ($0.01 par value, 8,000,000,000 slargmrized, shares issued and outstanding:
September 30, 2012 - 229,506,690; December 31, 2@41,304,503) 2.3 2.4
Additional paid-in capital 4,251.. 4,361.¢
Accumulated other comprehensive income 1,234. 781.¢
Accumulated deficit (421.79) (532.)
Total shareholders' equity 5,066.: 4,613.¢
Total liabilities and shareholders' equity $ 34,156.( $ 32,921.!

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year batenic

connection with a change in accounting principle.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS
(Dollars in millions, except per share data)
(unaudited)

Three months ended

Nine months ended

September 30, September 30,
2012 2011 2012 2011
Revenues:
Insurance policy income $ 690.. $ 673.5 2,071. 2,020.
Net investment income (loss):
General account assets 349.¢ 338.2 1,045.° 1,016.t
Policyholder and reinsurer accounts and other apeci
purpose portfolios 39.1 (54.9 87.4 (14.9
Realized investment gains (losses):
Net realized investment gains, excluding impairmesses 32.2 33.t 98.4 64.¢
Other-than-temporary impairment losses:
Total other-than-temporary impairment losses (23.7 (2.9 (34.5) (26.9)
Portion of other-than-temporary impairment losses
recognized in accumulated other comprehensive ircc — — — —
Net impairment losses recognized (23.7 (2.9 (34.5) (26.9)
Total realized gains 9.1 30.€ 63.€ 38.¢
Fee revenue and other income 5.2 4. 13.€ 12.t
Total revenues 1,093.( 992.: 3,281.¢ 3,073t
Benefits and expenses:
Insurance policy benefits 745.7 661.( 2,124 2,028.¢
Interest expense 29.2 27.C 86.7 86.C
Amortization 60.¢ 58.€ 215.¢ 224.1
Loss on extinguishment of debt 198.t 1.1 199.2 3.1
Other operating costs and expenses 217.k 182.( 617.¢ 527.¢
Total benefits and expenses 1,251.¢ 930.¢ 3,243.¢ 2,869.¢
Income (loss) before income taxes (158.¢) 61.7 38.C 203.¢
Income tax expense (benefit):
Income tax expense (benefit) on period income (10.9) 25.2 61.2 75.€
Decrease in valuation allowance for deferred tsetss (143.0 (143.0 (143.0 (143.0
Net income (loss) $ 5.0 $ 179. 119.¢ 271.:
Earnings per common share:
Basic:
Weighted average shares outstanding 231,481,00 246,965,00 236,555,00 249,673,00
Net income (loss) $ (.02 $ 73 .51 1.0¢
Diluted:
Weighted average shares outstanding 231,481,00 302,708,00 292,983,00 306,085,00
Net income (loss) $ (02 $ .61 4% 92

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year batenic

connection with a change in accounting principle.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Dollars in millions)

(unaudited)
Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
(Restated) (Restated)
Net income (loss) $ 5.0 $ 179t $ 119.¢ $ 271.C
Other comprehensive income, before tax:
Unrealized gains for the period 689.4 973.¢ 1,252.¢ 1,248.:
Amortization of present value of future profits aseferred
acquisition costs (38.0 (125.9 (114.2) (163.0
Amount related to premium deficiencies assumingniie
unrealized gains had been realized (267.€) (241.0 (380.%) (241.0
Reclassification adjustments:
For net realized investment gains included in nebime (4.6 (55.7) (57.2) (69.1)
For amortization of the present value of futurefipgand
deferred acquisition costs related to net realingdstment
gains included in net income 1.7 3.€ 5.¢ 3.7
Unrealized gains on investments 380.¢ 555.k 706.¢ 778.
Change related to deferred compensation plan (2.3 (2.9 (-5 (2.0
Other comprehensive income before tax 378.¢ 553.1 706.1 776.7
Income tax expense related to items of accumulatieer
comprehensive income (135.9) (197.%) (253.9) (278.5)
Other comprehensive income, net of tax 243.¢ 355.¢ 452.¢ 498.2
Comprehensive income $ 238.¢ % 534¢ §$ 572¢ $ 769.5

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year batic

connection with a change in accounting principle.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
(Dollars in millions)
(unaudited)

Common stock and Accumulated other

additional comprehensive income Retained earnings
paid-in capital (loss) (accumulated deficit) Total

Balance, December 31, 2010 $ 4,426. $ 2527 % (867.¢) $ 3,811.¢

Net income — — 271.C 271.%

Change in unrealized appreciation (depreciatior

investments (net of applicable income tax expel

of $276.7) — 495.( — 495.(

Change in noncredit component of impairment

losses on fixed maturities, available for sale @fet

applicable income tax expense of $1.8) — 3.2 — 3.2

Cost of shares acquired (55.7) — — (55.7)

Stock option and restricted stock plans 10.¢ — — 10.¢
Balance, September 30, 2011 $ 4,381.¢ $ 750.¢ % (596.5) $ 4,536.:
Balance, December 31, 2011 $ 4.364.. $ 781.¢ $ (532.)) $ 4,613.¢

Net income — — 119.¢ 119.¢

Change in unrealized appreciation (depreciatior

investments (net of applicable income tax expel

of $248.9) — 444 ¢ — 444 ¢

Change in noncredit component of impairment

losses on fixed maturities, available for sale @fet

applicable income tax expense of $4.4) — 7.9 — 7.C

Extinguishment of beneficial conversion feature

related to the repurchase of convertible debentt (24.0) — — (24.0)

Cost of shares acquired (99.5) — — (99.5

Dividends on common stock — — (9.9) (9.9

Stock option and restricted stock plans 12.7 — — 12.%
Balance, September 30, 2012 (Restated) $ 4,253 $ 1,234 $ (4217 $ 5,066.:

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year batenic

connection with a change in accounting principle.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS

(Dollars in millions)
(unaudited)

Cash flows from operating activities:

Insurance policy income
Net investment income
Fee revenue and other income
Insurance policy benefits
Interest expense
Deferrable policy acquisition costs
Other operating costs
Taxes
Net cash provided by operating activities

Cash flows from investing activities:

Sales of investments
Maturities and redemptions of investments
Purchases of investments
Net sales of trading securities
Change in cash and cash equivalents held by variaterest entities
Other
Net cash used by investing activities

Cash flows from financing activities:

Issuance of notes payable, net
Payments on notes payable
Amounts related to extinguishment of debt
Issuance of common stock
Payments to repurchase common stock
Common stock dividends paid
Amounts received for deposit products
Withdrawals from deposit products
Issuance of investment borrowings:
Federal Home Loan Bank
Related to variable interest entities
Payments on investment borrowings:
Federal Home Loan Bank
Related to variable interest entities and other
Investment borrowings - repurchase agreements, net
Net cash provided (used) by financing activities
Net decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

The accompanying notes are an integral part of the

unaudited consolidated financial statements, which
include a summary of revisions to prior year baésic

connection with a change in accounting principle.

8

Nine months ended
September 30,

2012 2011

1,802.8 $ 1,791.¢

1,010.( 1,065.(
13.€ 12.
(1,611.9 (1,555.)
(84.9) (70.5)
(141.9) (164.9
(558.6) (513.9
(5.5) (2.9)
424.¢ 562.
1,852 4,390
1,365.2 853.2
(3,570.) (6,363.9)
472 307.c
26.2 7.1
(24.9) (23.9)
(303.9) (829.9)
944.F —
(779.0) (130.7)
(206.9) —
2.0 6
(99.5) (55.7)
(9.9) —
986.( 1,285.¢
(1,201.9 (1,272.0)
200.C 517.C
246.7 1222
(200.0) (267.0)
(.9 (100.9)
(24.9) 57.1
(142.9) 156.
(20.%) (110.0)
436.( 571.¢
4155 $ 461.¢
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

BUSINESS AND BASIS OF PRESENTATION

The following notes should be read together withribtes to the consolidated financial statememtsidied in our 2011 Annual Report
on Form 10-K as retrospectively updated by the €hirReport on Form 8-K filed on September 4, 20il@dnnection with a change in
accounting principle.

CNO Financial Group, Inc., a Delaware corporatit®NO"), is a holding company for a group of insucarcompanies operating
throughout the United States that develop, mankdtsgiminister health insurance, annuity, individifalinsurance and other insurance
products. CNO became the successor to Consecpamindiana corporation (our “Predecessor”),dnreection with our bankruptcy
reorganization which became effective on SepteriBeP003. The terms “CNO Financial Group, Indig tCompany”, “we”, “us”, and “our”
as used in these financial statements refer to @NDits subsidiaries or, when the context requitesrwise, our Predecessor and its
subsidiaries. We focus on serving the senior aidilerincome markets, which we believe are attvactinderserved, high growth
markets. We sell our products through three distion channels: career agents, independent pregi®@me of whom sell one or more of our

product lines exclusively) and direct marketing.

Our unaudited consolidated financial statementscehormal recurring adjustments that, in the airof management, are necessary
for a fair statement of our financial position,ukts of operations and cash flows for the periogsented. As permitted by rules and
regulations of the Securities and Exchange Comuorisghe “SEC”) applicable to quarterly reports e 10-Q, we have condensed or
omitted certain information and disclosures norgnadtluded in financial statements prepared in ed&once with accounting principles
generally accepted in the United States of AmgfiGRAAP”). We have reclassified certain amountsiirthe prior periods to conform to the
2012 presentation. These reclassifications hawffect on net income or shareholders’ equity. URedor interim periods are not necessarily
indicative of the results that may be expectedaftull year.

As discussed in the note to the consolidated filmhistatements entitled "Recently Issued Accoun8tendards”, we have adopted the
provisions of Financial Accounting Standards Upddte 2010-26 (“ASU 2010-26"), effective January2012, which modified the definition
of the types of costs incurred by insurance estifi@t could be capitalized in the acquisition @fvrand renewal contracts. Pursuant to the
guidance, we elected to adopt the provisions @traspective basis. Accordingly, all prior periguiesented have been retrospectively adju

The balance sheet at December 31, 2011, preseateithhhas been derived from the audited finarst&kbments at that date but does
include all of the information and footnotes regdiby GAAP for complete financial statements.

When we prepare financial statements in conformitiy GAAP, we are required to make estimates asdragtions that significantly
affect reported amounts of various assets anditiabiand the disclosure of contingent assetsliabdities at the date of the financial
statements and revenues and expenses during thréimggperiods. For example, we use significatinestes and assumptions to calculate
values for deferred acquisition costs, the pregelue of future profits, fair value measurementseartain investments (including derivatives),
other-than-temporary impairments of investmentsetssand liabilities related to income taxes, liedé for insurance products, liabilities
related to litigation and guaranty fund assessraeattuals. If our future experience differs froragl estimates and assumptions, our financia
statements would be materially affected.

Our consolidated financial statements exclude d¢isalts of transactions between us and our consetickffiliates, or among our
consolidated affiliates.

CORRECTION TO PREVIOUSLY ISSUED FINANCIAL STATEMENT S

As further described below, the consolidated baasieet as of September 30, 2012; the consolidtdezment of comprehensive
income for the three and nine months ended Septed®h@012; the consolidated statement of sharehslléquity for the nine months ended
September 30, 2012; and certain disclosures inakes to the consolidated financial statements bae® amended to correct an inadvertent
error related to a component of accumulated otbemprehensive income. The correction of this ereat ho impact on net income, earnings
share or cash flows. In addition, the correctiod ha impact on results, cash flows or capital messaalculated in accordance with statutory
accounting principles.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

Pursuant to GAAP, we are required to adjust ceftalance sheet accounts to reflect the impacttiegdrom assuming that unrealized
gains and losses on available for sale securiteesemlized and the proceeds are invested in siesueiarning current market yields. Such
adjustments are commonly referred to as “shadowsadients” and may include adjustments to: (i) defeacquisition costs; (ii) the present
value of future profits; (iii) loss recognition e¥ses; and (iv) income taxes. The net impact cdeétshadow adjustments is recognized in
accumulated other comprehensive income. Amourdse@ito the shadow adjustments for certain f@mgy care products previously reporte
our Form 10-Q for the quarterly period ended Sepwm30, 2012, filed with the Securities and Exclea8gmmission on November 1, 2012,
have been corrected. Shadow adjustments will vaiy period to period and are primarily dependemtnuime amount of unrealized gains or
losses related to available for sale securitiestbaestimated gross profits of certain lines cfibess. The following summarizes the increase
(decrease) to the principal items impacted by tireections (dollars in millions):

Corrections to As reported

As reported it shadow in Form 10-
Form 10-Q adjustments Q/A

Deferred acquisition costs $ 580.7 % 427 $ 623.

Income tax assets 594.t 105.C 699.t
Change in total assets $ 147.7

Liabilities for insurance products $ 24593! $ 334.4 $ 24,927.

Accumulated other comprehensive income 1,421.: (186.%) 1,234.:
Change to total liabilities and shareholdersitgqu $ 147.1

Comprehensive income:

For the three months ended September 30, 2012 $ 4252 $ (186.7) $ 238.¢
For the nine months ended September 30, 2012 $ 759§ (186.7) % 572.¢
INVESTMENTS

We classify oufixed maturity securitiesinto one of three categories: (i) “available fole8gwhich we carry at estimated fair value with
any unrealized gain or loss, net of tax and relatjdstments, recorded as a component of sharebbtpiity); (ii) “trading” (which we carry
at estimated fair value with changes in such vedgegnized as net investment income (classifiedwastment income from policyholder and
reinsurer accounts and other special-purpose fiodf§s or (iii) “held to maturity” (which we carrat amortized cost). We had no fixed
maturity securities classified as held to matuditying the periods presented in these financia¢stants.

The trading account includes: (i) investments paseld with the intent of selling in the near terngéoerate income on price changes;
and (ii) investments supporting certain insuramaigilities (including investments backing the marggategies of our multibucket annuity
products) and certain reinsurance agreements. fdmgge in fair value of these securities is recagghin income from policyholder and
reinsurer accounts and other special-purpose fiogfta component of net investment income). Inwesit income from trading securities
backing certain insurance liabilities and cert@imsurance agreements is substantially offset @gtlange in insurance policy benefits related
to certain products and agreements. Prior to 30n2011, certain of our trading securities were e offset the income statement volatility
caused by the effect of interest rate fluctuatiomshe value of embedded derivatives related tdiged index annuity products. During the
second quarter of 2011, we sold this trading pbotiand invested the proceeds in higher yieldingegtments which were classified as avail
for sale. See the note entitled “Accounting for i&tives” for further discussion regarding thesebedded derivatives. The trading account
also includes certain fixed maturity securitiestagring embedded derivatives for which we havetelithe fair value option. The change in
value of these securities is recognized in realinedstment gain (losses). Our trading securititésieéd $199.4 million and $91.6 million at
September 30, 2012 and December 31, 2011 , regplycti

10
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

Accumulated other comprehensive income is primadgnprised of the net effect of unrealized apptewia(depreciation) on our
investments. These amounts, included in sharetldguity as of September 30, 2012 and Decembge2(@®Ill , were as follows (dollars in
millions):

September 30, December 31,

2012 2011
(Restated)

Net unrealized appreciation (depreciation) on fireaturity securities, available for sale, on which
other-than-temporary impairment loss has been rézed $ 9€ $ (4.9
Net unrealized gains on all other investments 2,914.¢ 1,733..
Adjustment to present value of future profits (a) (200.7) (214.9)
Adjustment to deferred acquisition costs (458.0 (289.9)
Adjustment to insurance liabilities (334.9) —
Unrecognized net loss related to deferred compiemsplan (8.9 (8.3
Deferred income tax liabilities (688.7) (434.9)

Accumulated other comprehensive income $ 1234.: $ 781.€

(a) The present value of future profits is the valusigised to the right to receive future cash flowmrfrcontracts existing at Septerr
10, 2003 (the date our Predecessor emerged frokrugzny).

At September 30, 2012 , adjustments to the presduaé of future profits, deferred acquisition costsurance liabilities and deferred
income tax assets included $(166.5) million , $(8pmnillion , $(334.4) million and $234.6 milliorrespectively, for premium deficiencies that
would exist on certain lonterm health products if unrealized gains on thetassacking such products had been realized angrtiveeds fror
our sales of such assets were invested at theantuyields.

At September 30, 2012 , the amortized cost, grossalized gains and losses, estimated fair valherdhan-temporary impairments in
accumulated other comprehensive income of fixedirtegs, available for sale, were as follows (dadlan millions):

Other-than-
temporary
impairments
included in
accumulated
Gross Gross other
Amortized unrealized unrealized Estimated comprehensive
cost gains losses fair value income
Corporate securities $ 14,586.t $ 2,265 $ (28.¢) $ 16,823! % —
United States Treasury securities and obligatidns o
United States government corporations and agencies  164.Z 6.¢ — 171.] —
States and political subdivisions 1,785.¢ 267.¢ (5.9 2,048.: —
Debt securities issued by foreign governments .8 — — .8 —
Asset-backed securities 1,391.: 92.C (6.€) 1,476. —
Collateralized debt obligations 327.¢ 5.2 (.8) 332.( —
Commercial mortgage-backed securities 1,400.7 1425 (.8) 1,542.¢ —
Mortgage pass-through securities 18.¢ 1.4 — 20.2 —
Collateralized mortgage obligations 2,150.! 178.1 (.9) 2,327.: (7.9
Total fixed maturities, available for sale $ 21825° §  2,959.¢ § (435 $ 247420 % (7.9
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The following table sets forth the amortized cosd astimated fair value of fixed maturities, aviiéafor sale, at September 30, 2018
contractual maturity. Actual maturities will diffffom contractual maturities because certain heers may have the right to call or prepay
obligations with or without penalties. In additi@tructured securities (such as asset-backedisesucollateralized debt obligations,
commercial mortgage-backed securities, mortgage-fhmeugh securities and collateralized mortgadigations, collectively referred to as
“structured securities”) frequently include prowiss for periodic principal payments and permit @eid unscheduled payments.

Estimated
Amortized fair

cost value

(Dollars in millions)
Due in one year or less $ 178.1 % 180.7
Due after one year through five years 1,558.: 1,697.!
Due after five years through ten years 4,491.: 5,038."
Due after ten years 10,309. 12,126.1
Subtotal 16,537.. 19,043.!
Structured securities 5,288.! 5,698.¢
Total fixed maturities, available for sale $ 21,825° § 24,7420

Net Realized Investment Gains (Losses)

During the first nine months of 2012 , we recogdiret realized investment gains of $63.9 millievhjch were comprised of $89.0
million of net gains from the sales of investmepsmarily fixed maturities) with proceeds of $hilion , the increase in fair value of certain
fixed maturity investments with embedded derivatioé $9.4 million , and $34.5 millioof writedowns of investments for other than tempp
declines in fair value recognized through net ineom

During the first nine months of 2011 , we recogdiret realized investment gains of $38.6 millievhjch were comprised of $64.9
million of net gains from the sales of investmepismarily fixed maturities) with proceeds of $4#lion and $26.3 million of writedowns of
investments for other than temporary declinesiinaue recognized through net income.

At September 30, 2012 , fixed maturity securitresléfault or considered nonperforming had an agdesgmortized cost of $.4 million
and a carrying value of $.5 million .

Our fixed maturity investments are generally pusgthin the context of a long-term strategy to fumsdirance liabilities, so we do not
generally seek to generate shiam realized gains through the purchase and $algch securities. In certain circumstances, iiclg those il
which securities are selling at prices which exceedview of their underlying economic value, oremht is possible to reinvest the proceec
better meet our long-term asset-liability objecsivee may sell certain securities.

During the nine months ended September 30, 20¥2sold $393.8 million of fixed maturity investmemthich resulted in gross
investment losses (before income taxes) of $15lBmi We sell securities at a loss for a numblereasons including, but not limited to: (i)
changes in the investment environment; (ii) exgamiahat the market value could deteriorate furtki@) desire to reduce our exposure to an
asset class, an issuer or an industry; (iv) prdsfeor actual changes in credit quality; or (vanbes in expected cash flows.

There were no investments sold at a loss durindjtstenine months of 2012 that had been continlyomsan unrealized loss position
exceeding 20 percent of the amortized cost basiméwe than 12 months prior to the sale of the shwent.

We regularly evaluate all of our investments wititealized losses for possible impairment. Ourssssent of whether unrealized los
are “other than temporary” requires significantgowent. Factors considered include: (i) the extenthich fair value is less than the cost
basis; (ii) the length of time that the fair vahes been less than cost; (iii) whether the unredliass is event driven, creditiven or a result c
changes in market interest rates or risk premiivhtlie near-term prospects for specific eventsettgpments or circumstances likely to affect
the value of the investment; (v) the investmerdting and whether the investment is investmenteeatdi/or has been downgraded since its
purchase; (vi) whether the issuer is current on
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all payments in accordance with the contractuahseof the investment and is expected to meet alfabligations under the terms of the
investment; (vii) whether we intend to sell the@stment or it is more likely than not that circuamtes will require us to sell the investment
before recovery occurs; (viii) the underlying currand prospective asset and enterprise valudsa$suer and the extent to which the
recoverability of the carrying value of our investmh may be affected by changes in such valuesp(o§ections of, and unfavorable change
cash flows on structured securities including magtrbacked and asset-backed securities; (x) otiebesate of the value of any collateral;
and (xi) other objective and subjective factors.

Future events may occur, or additional informatioety become available, which may necessitate futakized losses in our
portfolio. Significant losses could have a matea@verse effect on our consolidated financialestegnts in future periods.

Impairment losses on equity securities are receghiiz net income. The manner in which impairmessés on fixed maturity securiti
available for sale, are recognized in the finansiatements is dependent on the facts and circagetaelated to the specific security. If we
intend to sell a security or it is more likely thaot that we would be required to sell a securéfobe the recovery of its amortized cost, the
security is other-than-temporarily impaired andfileamount of the impairment is recognized assslthrough earnings. If we do not expect
to recover the amortized cost basis, we do not fgaell the security, and if it is not more likehan not that we would be required to sell a
security before the recovery of its amortized clesis any current period credit loss, the recogmitif the other-than-temporary impairment is
bifurcated. We recognize the credit loss portionét income and the noncredit loss portion in aadated other comprehensive income.

We estimate the amount of the credit loss compookatfixed maturity security impairment as thefeliénce between amortized cost
and the present value of the expected cash flowseo$ecurity. The present value is determinedguisie best estimate of future cash flows
discounted at the effective interest rate impligithe security at the date of purchase or theeatigield to accrete an asset-backed or floating
rate security. The methodology and assumptionegtablishing the best estimate of future cashdleary depending on the type of security.

For most structured securities, cash flow estimatedased on bond specific facts and circumstahegsnay include collateral
characteristics, expectations of delinquency aridulierates, loss severity, prepayment speeds adtgral support, including excess spread,
subordination and guarantees. For corporate baadb, flow estimates are derived from scenariodasécomes of expected corporate
restructurings or the disposition of assets usidbspecific facts and circumstances. The prevéoosrtized cost basis less the impairment
recognized in net income becomes the security’scesibasis. We accrete the new cost basis testimaated future cash flows over the
expected remaining life of the security, except mttee security is in default or considered nonpenfog.

The remaining noncredit impairment, which is reealih accumulated other comprehensive incomecgiglifference between the
security’s estimated fair value and our best esgroéfuture cash flows discounted at the effeciinterest rate prior to impairment. The
remaining noncredit impairment typically represesftanges in the market interest rates, current@diduidity and risk premiums. As of
September 30, 2012 , other-than-temporary impaitsnecluded in accumulated other comprehensivenmecof $7.3 million (before taxes and
related amortization) related to structured seeit
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The following table summarizes the amount of créxises recognized in earnings on fixed maturitpgdes, available for sale, held at
the beginning of the period, for which a portiortteé other-than-temporary impairment was also reizegl in accumulated other
comprehensive income for the three and nine masrided September 30, 2012 and 2011 (dollars inamd):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Credit losses on fixed maturity securities, avaddbr

sale, beginning of period $ 2.7 $ (16 $ 20 $ (6.7
Add: credit losses on other-than-temporary
impairments not previously recognized — — — —

Less: credit losses on securities sold — 7 .3 5.2

Less: credit losses on securities impaired du
intent to sell (a) — — — _

Add: credit losses on previously impaired seoesiti — — — —

Less: increases in cash flows expected on prelyious
impaired securities — — — —

Credit losses on fixed maturity securities, avadébr _ _
sale, end of period $ 17 s (9 $ 17 % (-9

(a) Represents securities for which the amountipusly recognized in accumulated other comprelvenisicome was recognized in
earnings because we intend to sell the securityeomore likely than not will be required to sektbecurity before recovery of its
amortized cost basis.

Gross Unrealized I nvestment Losses
Our investment strategy is to maximize, over aaost period and within acceptable parameters alityiand risk, investment income
and total investment return through active investrmeanagement. Accordingly, we may sell securdites gain or a loss to enhance the

projected total return of the portfolio as markpportunities change, to reflect changing perceptiirisk, or to better match certain
characteristics of our investment portfolio witke ttorresponding characteristics of our insuraratglifies.
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The following table summarizes the gross unrealleedes and fair values of our investments wittealized losses that are not deemed
to be other-than-temporarily impaired, aggregatethizestment category and length of time that ssesturities have been in a continuous
unrealized loss position, at September 30, 201Raf@dn millions):

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of securities value losses value losses value losses
States and political subdivisions $ 0.z $ 20 % 68.7 $ 3.4 % 108¢ $ (5.4)
Corporate securities 300.5 (9.2 278.1 (19.6€) 578.¢ (28.9)
Asset-backed securities 42.1 (.3 137.¢ (6.3 179.¢ (6.€)
Collateralized debt obligations 12.7 (:2) 47.2 (.7) 59.¢ (.8)
Commercial mortgage-backed
securities 16.C (:2) 14.c (.7 30.2 (.8)
Mortgage pass-through securities — — 2.C — 2.0 —
Collateralized mortgage obligations 58.t (.5) 36.C (.4) 94.t (.9)
Total fixed maturities, available fa
sale $ 470.C % (12.2) $ 584.1 $ 311 $ 1,054.. $ (43.9)
Equity securities $ 21 § (1) $ — $ — $ 21 $ (1

The following table summarizes the gross unrealleeges and fair values of our investments wittealized losses that are not deemed
to be other-than-temporarily impaired, aggregatethizestment category and length of time that sseturities have been in a continuous
unrealized loss position, at December 31, 2011gdoin millions):

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of securities value losses value losses value losses
United States Treasury securities an
obligations of United States
government corporations and agenci $ 91 $ — 3 2 9% — $ 9.3 % =
States and political subdivisions 6.8 (.2 155.¢ (13.9 162.: (13.€)
Debt securities issued by foreign
governments 3 — — — 5 —
Corporate securities 1,394.° (57.0 466.2 (79.9 1,860.¢ (136.9)
Asset-backed securities 437.¢ (14.5) 147.t (22.2) 585.1 (36.7)
Collateralized debt obligations 268.¢ (6.3 1.7 — 270.k (6.3
Commercial mortgage-backed
securities 168.¢ (5.2 33.C (2.7) 201.¢ (7.9
Mortgage pass-through securities 1.2 — 2.2 (.1) 34 (1)
Collateralized mortgage obligations 645.( (20.¢) 29.7 (.6) 674.1 (21.9)
Total fixed maturities, available for
sale $ 2,932.¢ % (104.0) $ 835.¢ % (118.9 $ 3,768.L % (222.9
Equity securities $ 41€ $ 3.0 $ 4 9 —  $ 42.C $ (3.0

Based on management’s current assessment of inmetstnvith unrealized losses at September 30, 28#2Company believes the
issuers of the securities will continue to meetrtbbligations (or with respect to equity-type setes, the investment value will recover to its
cost basis). While we do not have the intent tsseurities with unrealized losses and it is matre likely than not that we will be required to
sell securities with unrealized losses prior tartaaticipated recovery, our intent on an indivits@curity may change, based upon market or
other unforeseen developments. In such instaifae$yss
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is recognized from a sale subsequent to a baldresd date due to these unexpected developmentssthis recognized in the period in which
we had the intent to sell the security before iscgpated recovery.

EARNINGS PER SHARE

A reconciliation of net income and shares useditoutate basic and diluted earnings per sharefisliasvs (dollars in millions and
shares in thousands):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Net income (loss) for basic earnings per share $ 5.0 $ 179t % 119.¢ % 271
Add: interest expense on 7.0% Convertible Senwvdhtures due
2016 (the “7.0% Debentures”), net of income taxes — 3.7 111 11.1
Net income for diluted earnings per share $ (5.0 $ 1832 $ 130.¢ $ 282.¢
Shares:
Weighted average shares outstanding for basicreggmier share 231,48: 246,96! 236,55! 249,67.
Effect of dilutive securities on weighted averabarses:
7% Debentures — 53,367 53,031 53,367
Stock option and restricted stock plans — 2,35z 2,63¢ 2,712
Warrants = 23 752 33¢
Dilutive potential common shares — 55,74 56,42¢ 56,41:
Weighted average shares outstanding for diluteciegs per share 231,48 302,70¢ 292,98 306,08t

In the third quarter of 2012, interest expense3¥ $nillion (net of income taxes) on the 7% Debessguvas not added back to net
income; and 56,651,000 equivalent common sharespdeed of 52,366,000 shares related to the 7% mabes; 2,968,000 shares related to
stock option and restricted stock plans; and 1(BX¥ shares related to warrants) were not includedd diluted weighted average shares
outstanding, because their inclusion would have lzeidilutive in such period due to the net lassognized by the Company.

Basic earnings per common share is computed bygidiyinet income by the weighted average numbeowincon shares outstanding
the period. Restricted shares (including our perémce shares) are not included in basic earniegshare until vested. Diluted earnings per
share reflect the potential dilution that could wrcié outstanding stock options and warrants weser@sed and restricted stock was vested.
dilution from options, warrants and restricted &lsas calculated using the treasury stock mettrtier this method, we assume the proceeds
from the exercise of the options and warrantsierunrecognized compensation expense with respeestricted stock) will be used to
purchase shares of our common stock at the avemagest price during the period, reducing the dileteffect of the exercise of the options
warrants (or the vesting of the restricted stokp dilution from our 7.0% Debentures is calculaisohg the "if converted" method. Initially,
the 7.0% Debentures will be convertible into 1894 4shares of our common stock for each $1,00@ip@hamount of 7.0% Debentures,
which is equivalent to an initial conversion prifeapproximately $5.49 per share. The conversitaigsubject to adjustment following the
occurrence of certain events in accordance withatmas of the 7.0% Debentures.

BUSINESS SEGMENTS

The Company manages its business through the foitpaperating segments: Bankers Life, Washingtotiadal and Colonial Penn,
which are defined on the basis of product distidytOther CNO Business, comprised primarily ofdarots we no longer sell actively; and
corporate operations, comprised of holding compativities and certain noninsurance company busases

We measure segment performance by excluding realizestment gains (losses) and fair value chamgesibedded derivative
liabilities because we believe that this perfornreameasure is a better indicator of the ongoingriass and trends
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in our business. Our primary investment focusnisnwestment income to support our liabilities fmsurance products as opposed to the
generation of realized investment gains (losse),aalong-term focus is necessary to maintain fadoility over the life of the business.

Realized investment gains (losses) and fair vahamges in embedded derivative liabilities dependharket conditions and do not
necessarily relate to the underlying business osegments. Realized investment gains (losses)a@mealue changes in embedded derivative
liabilities may affect future earnings levels siree underlying business is long-term in nature emahges in our investment portfolio may
impact our ability to earn the assumed interesisraeeded to maintain the profitability of our besss.

Operating information by segment was as followdléle in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Revenues:
Bankers Life:
Insurance policy income:
Annuities $ 6.8 $ 9€ $ 21¢ % 26.7
Health 335.] 334.( 1,010.¢ 1,017.:
Life 74.2 61.C 209.1 170.¢
Net investment income (a) 221.€ 158.( 642.1 564.t
Fee revenue and other income (a) 4.C 3.€ 10.z 9.2
Total Bankers Life revenues 641.5 566.2 1,893.¢ 1,787.¢
Washington National:
Insurance policy income:
Health 143.¢ 141.2 429.( 423.1
Life 3.€ 3.€ 11.€ 11.€
Other .8 .8 2.2 3.C
Net investment income (a) 50.¢ 47.% 151.¢ 140.:
Fee revenue and other income (a) .3 A .8 9
Total Washington National revenues 199.( 193.¢ 595t 579.1
Colonial Penn:
Insurance policy income:
Health 1.2 14 4.C 4.5
Life 53.2 49.¢ 158.t 147.5
Net investment income (a) 9.¢ 10.1 30.1 30.€
Fee revenue and other income (a) 2 2 .6 .6
Total Colonial Penn revenues 64.¢ 61.1 193.2 183.t
Other CNO Business:
Insurance policy income:
Annuities 2.t 34 8.3 8.€
Health 6.2 6.S 19.5 21.z
Life 62.¢ 61.7 196.2 184.¢
Other 2 2 .6 14
Net investment income (a) 86.7 74.¢ 259.2 256.(
Total Other CNO Business revenues 158.t 146.¢ 483.¢ 472.2
Corporate operations:
Net investment income 19.¢ (6.7) 49.¢ 10.4
Fee and other income N N 2.C 1.8
Total corporate revenues 20.1 (6.0) 51.¢ 12.2

Total revenues 1,083.¢ 961.% 3,218.( 3,034.¢




(continued on next page)
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(continued from previous page)

Three months ended
September 30,

Nine months ended

September 30,

2012 2011 2012 2011
Expenses:
Bankers Life:
Insurance policy benefits $ 4346 $ 360.¢€ 1,252.: 1,174.;
Amortization 35.¢ 44.1 143.( 159.t
Interest expense on investment borrowings 1.8 1.z 4.1 3.5
Other operating costs and expenses 89.¢ 80.¢ 267.4 236.¢
Total Bankers Life expenses 561.1 486.¢ 1,666." 1,574..
Washington National:
Insurance policy benefits 111.1 119.( 340.t 349.t
Amortization 112 10.¢ 34.7 35.¢
Interest expense on investment borrowings 7 2 2.2 .2
Other operating costs and expenses 42.1 42.£ 125.€ 126.5
Total Washington National expenses 165.1 172.¢ 503.( 511.¢
Colonial Penn:
Insurance policy benefits 38.2 36.C 120.( 112.%
Amortization 3.t 3.t 11.1 11.C
Other operating costs and expenses 25.¢ 22.¢ 73.€ 66.2
Total Colonial Penn expenses 67.2 62.4 205.C 190.(
Other CNO Business:
Insurance policy benefits 157.1 111t 401.( 358.2
Amortization 10.t 10.4 25.1 28.2
Interest expense on investment borrowings 5.C 5.2 15.1 15.2
Other operating costs and expenses 39.t 16.¢ 96.4 55.1
Total Other CNO Business expenses 212.1 144.( 537.¢ 456.¢
Corporate operations:
Interest expense on corporate debt 16.2 18.7 50.4 58.€
Interest expense on borrowings of variable intezasties 5.€ 2.4 14.F 8.4
Interest expense on investment borrowings A A 4 A
Loss on extinguishment of debt 198.t 1.1 199.2 3.1
Other operating costs and expenses 20.¢ 19.C 54.5 43.C
Total corporate expenses 241.¢ 41.c 319.( 113.2
Total expenses 1,247.: 906.¢ 3,231 2,846.:
Income (loss) before net realized investment loasésfair value changes
in embedded derivative liabilities (net of relatedortization) and income
taxes:
Bankers Life 80.¢ 79.2 227.2 213.7
Washington National 33.¢ 21z 92.t 67.%
Colonial Penn (2.€) 1.9 (11.¢) (6.5)
Other CNO Business (53.6) 2.€ (54.0 il5.E
Corporate operations (221.% (47.9) (267.2) (101.0
Income (loss) before net realized investment loasesfair value changes
in embedded derivative liabilities (net of relatedortization) and income
taxes $ (163.2) $ 54.¢ (13.9) 188.¢

(a) Itis not practicable to provide additional compotseof revenue by product or servic
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A reconciliation of segment revenues and expertsesrnsolidated revenues and expenses is as fo{linliars in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Total segment revenues $ 1,083.¢ $ 961.7 $ 3,218.( $ 3,034.¢
Net realized investment gains 9.1 30.€ 63.€ 38.¢
Consolidated revenues $ 1,093.C $ 992.: % 3,281.¢ $ 3,073.
Total segment expenses $ 1,247.. $ 906.¢ % 3,231 $ 2,846.:
Insurance policy benefits - fair value changesnmbedded derivative
liabilities 4.€ 33.¢ 10.% 33.¢
Amortization related to fair value changes in entmetiderivative
liabilities (1.6 (14.7 (4.0 (24.0
Amortization related to net realized investmenngai 1.7 3.6 5.6 3.7
Consolidated expenses $ 1,251.¢ $ 930.6 $ 3,243¢ $ 2,869.¢

ACCOUNTING FOR DERIVATIVES

Our fixed index annuity products provide a guaradtminimum rate of return and a higher potentialrethat is based on a percentage
(the “participation rate”) of the amount of incredn the value of a particular index, such as ttam&ard & Poor’s 500 Index, over a specified
period. Typically, on each policy anniversary dat@ew index period begins. We are generally btdhange the participation rate at the
beginning of each index period during a policy ysaibject to contractual minimums. We typicallytall options (including call spreads)
referenced to the applicable indices in an efforffset or hedge potential increases to policybolienefits resulting from increases in the
particular index to which the policy’s return iakied. We reflect changes in the estimated fainevalf these options in net investment income
(classified as investment income from policyholded reinsurer accounts and other special-purpasflms). Net investment gains (losses)
related to fixed index products were $37.5 millaord $(25.7) million in the nine months ended Sep®m30, 2012 and 2011 , respectively.
These amounts were substantially offset by a cporeding change to insurance policy benefits. Wienated fair value of these options was
$81.9 million and $37.9 million at September 3012@nd December 31, 2011 , respectively. We dlaggise instruments as other invested
assets.

The Company accounts for the options attributethégoolicyholder for the estimated life of the aitygontract as embedded
derivatives. The expected future cost of optiom$ixed index annuity products is used to deterntireevalue of embedded derivatives. The
Company purchases options to hedge liabilitiesHfernext policy year on each policy anniversarg datd must estimate the fair value of the
forward embedded options related to the policiBlsese accounting requirements often create vayjatilithe earnings from these products.
record the changes in the fair values of the embadirivatives in current earnings as a comporfensarance policy benefits. The fair value
of these derivatives, which are classified as flitibss for interest-sensitive products”, was $/@illion at September 30, 2012 and $666.3
million at December 31, 2011Prior to June 30, 2011, we maintained a spebifick of investments in our trading securities actqwhich we
carried at estimated fair value with changes irhstadue recognized as investment income from pbbtger and reinsurer accounts and other
special-purpose portfolios) to offset the inconaesnent volatility caused by the effect of intemase¢ fluctuations on the value of embedded
derivatives related to our fixed index annuity prots. During the second quarter of 2011, we duklttading portfolio, which resulted in $6.7
million and $19.8 million of decreased earningshia first nine months of 2012 and 2011, respectj\v@hce the volatility caused by the
accounting requirements to record embedded opéibfar value were no longer being offset.

If the counterparties for the call options we hfalid to meet their obligations, we may have to gatiae a loss. We limit our exposure to
such a loss by diversifying among several countégsabelieved to be strong and creditworthy. At
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September 30, 2012 , substantially all of our cerpdrties were rated “BBB+” or higher by Standaré&®@&or’s Corporation (“S&P”).

Certain of our reinsurance payable balances coertairedded derivatives. Such derivatives had amatstd fair value of $6.0 million
and $3.5 million at September 30, 2012 and Decei®beP011 , respectively. We record the chandkerfair value of these derivatives as a
component of investment income (classified as itmaeat income from policyholder and reinsurer acésamd other special-purpose
portfolios). We maintain the investments relatethiese agreements in our trading securities atcatnich we carry at estimated fair value
with changes in such value recognized as investineaine (also classified as investment income fpaticyholder and reinsurer accounts anc
other special-purpose portfolios). The changedine of these trading securities offsets the chamgalue of the embedded derivatives.

We purchase certain fixed maturity securities tmaitain embedded derivatives that are requiree toiforcated from the instrument a
held at fair value on the consolidated balancetsliee certain of these securities, we have eletttedair value option to carry the entire
security at fair value with changes in fair valeparted in net income for operational ease.

REINSURANCE

The cost of reinsurance ceded totaled $48.0 miblioth $58.3 million in the third quarters of 20121@&0911 , respectively, and $164.5
million and $176.3 million in the first nine montb§2012 and 2011 , respectively. We deduct thi from insurance policy
income. Reinsurance recoveries netted againstanesa policy benefits totaled $56.4 million and B4&illion in the third quarters of 20Ehc
2011, respectively, and $172.2 million and $160ilon in the first nine months of 2012 and 20Xrkspectively.

From time-to-time, we assume insurance from otberganies. Any costs associated with the assumpfiorsurance are amortized
consistent with the method used to amortize dedemoguisition costs. Reinsurance premiums asstotaiéd $15.9 million and $18.1 million
in the third quarters of 2012 and 2011 , respelgtiwnd $54.7 million and $64.6 million in the finsine months of 2012 and 2011,
respectively. Reinsurance premiums included ansoasgumed pursuant to marketing and quota-shageragnts with Coventry Health Care
(“Coventry”) of $11.4 million and $12.8 million ithe third quarters of 2012 and 2011 , respectivaatg $39.9 million and $47.6 million in the
first nine months of 2012 and 2011 , respectively.

See the note entitled “Accounting for Derivativést' a discussion of the derivative embedded inpdwgable related to certain modified
coinsurance agreements.
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INCOME TAXES

The Company's interim tax expense is based upoedtiraated annual effective tax rate for the refpeperiod. Under authoritative
guidance, certain items are required to be excldied the estimated annual effective tax rate datan. Such items include changes in
judgment about the realizability of deferred tageds resulting from changes in projections of ine@xrpected to be available in future ye
and items deemed to be unusual, infrequent, orcdranot be reliably estimated. In these casesa¢h&l tax expense or benefit applicable to
that item is treated discretely and is reportethénsame period as the related item. The reductitie valuation allowance applicable to fu
years income were treated as discrete items ithtee month periods ended September 30, 2012 &arid BDaddition, the loss ¢
extinguishment of debt of $198.5 million was treb#es a discrete item in the three month period @S#ptember 30, 2012. The components c
income tax expense were as follows (dollars iniamB):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Current tax expense $ 24 % 23 % 9.1 $ 7.2
Deferred tax expense (benefit) 11.1 22.¢ 76.4 68.4
Valuation allowance applicable to current'y
income (31.¢) — (31.9 —
Income tax expense (benefit) calculated
based on estimated annual effective tax
rate (18.9) 25.2 53.7 75.€
Income tax expense (benefit) on discrete
items:
Valuation allowance reduction
applicable to income in future years (111.2 (143.0 (111.2) (143.0
Deferred tax benefit related to loss on
extinguishment of debt and other item (24.3) — (24.9) —
Total income tax benefit $ (1539 $ (117 $ (81 $ (67.9

A reconciliation of the U.S. statutory corporate tate to the estimated annual tax rate, beforerelis items, reflected in the consolide
statement of operations is as follows:

Nine months ended

September 30,
2012 2011

U.S. statutory corporate rate 35.C% 35.C%
Valuation allowance reduction applicable to curnggdr income (13.9) —
Nondeductible amounts 5 1.€
State taxes 1.C 1.C
Provision for tax issues, tax credits and other — (.8)

Estimated annual effective tax rate 22.1% 37.C%
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The components of the Company’s income tax asseltsiabilities were as follows (dollars in millions

September 30, December 31,

2012 2011
(Restated)
Deferred tax assets:
Net federal operating loss carryforwards $ 1,366.. $ 1,445
Net state operating loss carryforwards 16.2 16.¢
Tax credits 37.7 32.€
Capital loss carryforwards 305.4 342.:
Deductible temporary differences:
Insurance liabilities 754.¢ 744 .¢
Other 81.7 64.¢
Gross deferred tax assets 2,562.: 2,646.:
Deferred tax liabilities:
Investments (21.9) (24.2)
Present value of future profits and deferred adtmiscosts (333.9) (363.9)
Accumulated other comprehensive income (688.7) (434.9)
Gross deferred tax liabilities (1,043.) (822.%)
Net deferred tax assets before valuation allowance 1,518.¢ 1,823.:
Valuation allowance (795.9 (938.9)
Net deferred tax assets 723.( 885.(
Current income taxes accrued (23.5) (19.6
Income tax assets, net $ 699.5 $ 865.

Our income tax expense includes deferred incomestaxising from temporary differences between ithential reporting and tax bases
of assets and liabilities, capital loss carryfordgaand net operating loss carryforwards (“NOLs"¢f@red tax assets and liabilities are
measured using enacted tax rates expected to mpibly years in which temporary differences areceigd to be recovered or paid. The effec
of a change in tax rates on deferred tax assetfahbilities is recognized in earnings in the pdrishen the changes are enacted.

A reduction of the net carrying amount of defen@dassets by establishing a valuation allowancegsired if, based on the available
evidence, it is more likely than not that such tsaéll not be realized. In assessing the needfealuation allowance, all available evidence,
both positive and negative, shall be consideratkttermine whether, based on the weight of thatezwdd, a valuation allowance for deferred
tax assets is needed. This assessment requiréicsighjudgment and considers, among other matteesnature, frequency and severity of
current and cumulative losses, forecasts of fupwoditability, the duration of carryforward perigdsur experience with operating loss and tax
credit carryforwards expiring unused, and tax plagrstrategies. We evaluate the need to estabNstiuation allowance for our deferred
income tax assets on an ongoing basis. The raalizaf our deferred income tax assets depends gpoarating sufficient future taxable
income during the periods in which our temporaffedénces become deductible and before our cdpialcarryforwards and NOLs expire.

Based on our assessment, it appears more likatyrtbathat $893 million of our NOLs and capitaldasrryforwards will be realized
through future taxable earnings. Accordingly, weéalentified reductions to our deferred tax valatllowance of $155.0 million , of which
$143.0 million was recognized in the three montideel September 30, 2012 and $12.0 million willéeognized in the three months ended
December 31, 2012, as we reflect the impact ofvet@stimated annual effective tax rate on esticheteome for the entire year. We will
continue to assess the need for a valuation alloevamthe future. If future results are less thesjgeted, a valuation allowance may be reqt
to reduce the deferred tax asset, which could hawaterial impact on our results of operationdaperiod in which it is recorded.
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There are two principal components of the redudioour valuation allowance for deferred tax asse012. First, our 2012 taxable
income (including taxable investment gains), iseetpd to exceed the amount previously reflectexlindeferred tax valuation model, resuli
in a reduction to the valuation allowance of $4@®i8ion . This reduction is reflected in the estt@maf our annual effective tax rate and,
therefore, will be recognized as follows: $31.8limil in the three months ended September 30, 26d2&2.0 million in the three months
ended December 31, 2012. In addition, our recegitdrilevels of operating income resulted in thggmtion of higher levels of future years
taxable income based on evidence we consider tbjeetive and verifiable. This change is furthesaéed in the following paragraph and
resulted in a reduction to the valuation allowafwredeferred tax assets of $111.2 million , alirdfich was recognized in the three months
ended September 30, 2012 .

Our analysis at September 30, 2012 , is consist#htthe deferred tax valuation model used in therp/ear. Our deferred tax valuation
model reflects projections of future taxable incdmased on a normalized average annual taxable méonthe last three years, plus 5 percent
growth for the next five years and no growth théiezaln our new projections, our three year averagreased to $293 million , compared to
$260 million in our prior projection. The projeati® used to support the recovery of our NOLs daanditipate the use of tax planning
strategies that we could consider in the futuravioid a tax benefit from expiring. We have evaldagach component of the deferred tax asse
and assessed the effect of limitations and/orpnéations on the value of each component to b fetognized in the future.

Recovery of our deferred tax assets is dependeatioieving the future taxable income used in oterded tax valuation model and
failure to do so would result in an increase inthkiation allowance in a future period. Any figuicrease in the valuation allowance may
result in additional income tax expense and redheeeholders’ equity, and such an increase cowd aaignificant impact upon our earnings
in the future. In addition, the use of the CompamOLs is dependent, in part, on whether the maeRevenue Service (the “IRS”) ultimately
agrees with the tax positions we have taken in@ureturns with respect to the allocation of c#latien of indebtedness income ("CODI")
resulting from the bankruptcy of our Predecessdrthge classification of the loss we recognized essalt of the transfer of the stock of Senior
Health Insurance Company of Pennsylvania (“Seniealth”) to Senior Health Care Oversight Trust, rradependent trust (the “Independent
Trust”).

The Internal Revenue Code (the “Code”) limits tkgent to which losses realized by a non-life enfity entities) may offset income
from a life insurance company (or companies) tolélsser of: (i) 35 percent of the income of tle ihsurance company; or (ii) 35 percent of
the total loss of the non-life entities (includiN@Ls of the non-life entities). There is no similianitation on the extent to which losses
realized by a life insurance entity (or entitiegynoffset income from a non-life entity (or entfje

Section 382 of the Code imposes limitations onraa@tion’s ability to use its NOLs when the compandergoes an ownership
change. Future transactions and the timing of s@fsactions could cause an ownership changesfdidd 382 income tax purposes. Such
transactions may include, but are not limited tliional repurchases under our share repurchaggagm, issuances of common stock
(including upon conversion of our outstanding 7.D&bentures), and acquisitions or sales of shar€N@ stock by certain holders of our
shares, including persons who have held, currdralgt or may accumulate in the future five percannore of our outstanding common stock
for their own account. Many of these transactiaresbeyond our control. If an additional ownersttipnge were to occur for purposes of
Section 382, we would be required to calculaterarual restriction on the use of our NOLs to offsgtire taxable income. The annual
restriction would be calculated based upon theevafUCNQ'’s equity at the time of such ownershiprajeg multiplied by a federal long-term
tax exempt rate ( 3.02 percent at September 3@ RGind the annual restriction could effectivdiyn@ate our ability to use a substantial
portion of our NOLs to offset future taxable incam#&e regularly monitor ownership change (as caleal for purposes of Section 382) anc
of September 30, 2012 , we were below the 50 pémenership change level that would trigger furtmepairment of our ability to utilize our
NOLs.

As of September 30, 2012 , we had $3.9 billioneafefral NOLs and $.9 billion of capital loss carryfards. The following table

summarizes the expiration dates of our loss candods assuming the IRS does not ultimately agiigethve positions we have taken with
respect to the allocation of CODI and the loss @nigvestment in Senior Health, both as furtheicdbsd below (dollars in millions):
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Year of expiration Net operating loss carryforwards (a) Capital loss Total loss

Life Non-life carryforwards carryforwards
2013 $ — $ = $ 836.7 (b) $ 836.1
2014 — — 28.€ 28.€
2015 — — 7.2 7.2
2018 550.¢ (a) — — 550.¢
2021 29.t — — 29.t
2022 204.1 — — 204.1
2023 — (b) 2,602.¢ (a) — 2,602.¢
2024 — 3.2 — 3.2
2025 — 118.¢ — 118.¢
2027 — 216.¢ — 216.¢
2028 — 5 — 5
2029 — 148.¢ — 148.¢
2031 — 28.C — 28.C
Total $ 784.% $ 3,119.( $ 872.t $ 4,776.(

(a) The life/non-life allocation summarized ab@ssumes the IRS does not ultimately agree withath@osition we have taken in our tax
returns with respect to the allocation of CODIthé IRS ultimately agrees with our tax positiopp@ximately $631 million of the
non-life NOLs expiring in 2023 would be charactedzs life NOLs expiring in 2018.

(b) The allocation of the capital loss carryfordasummarized above assumes the IRS does not idljnagree with the tax position we
have taken with respect to our investment in Sedealth, which was worthless when it was transtéteethe Independent Trust in
2008. If the IRS ultimately agrees with our taxiios of classifying this loss as ordinary, capitas carryforwards expiring in 2013
would decrease and life NOLs expiring in 2023 wanlttease by $742 million .

We had deferred tax assets related to NOLs foe stabme taxes of $16.3 million and $16.8 milliarBeptember 30, 2012 and
December 31, 2011 , respectively. The relate@ $H&lLs are available to offset future state taxaimeme in certain states through 2019.

In July 2006, the Joint Committee of Taxation a¢edphe audit and the settlement which charact$2el billion of the tax losses on
our Predecessor's investment in Conseco Finange @stife company losses and the remaining $3i8rbas non-life losses prior to the
application of the CODI attribute reductions desed below.

The Code provides that any income realized asudtrefisthe CODI in bankruptcy must reduce NOLs. Walized $2.5 billion of CODI
when we emerged from bankruptcy. Pursuant to thagamy's interpretation of the tax law, the CODIlugtbns were all used to reduce non-
life NOLs and this position has been taken in exrreturns. However, the IRS has issued a propadgdtment which is not in agreement v
our position. We have requested an appeal of tBepi®posed adjustment through their early appealsegs. Due to uncertainties with respec
to the position the IRS may take and limitationoon ability to utilize NOLs based on projecte ldnd non-life income, we have consistently
considered the $631 million of CODI to be a redurtio life NOLs when determining our valuation alnce, pending resolution. If the IRS
ultimately agrees with our position that the $63lliom of CODI is a reduction to non-life NOLs, oualuation allowance would be reduced by
approximately $140 million based on the income gutipns used in determining our valuation allowarffdee outcome of this uncertainty
cannot be predicted.

We recognized a $742 million loss on our investnier8enior Health which was worthless when it wassferred to the Independent
Trust in 2008. We have treated the loss as a ¢dpitmwhen determining the deferred tax benefitwes receive. We also established a full
valuation allowance as we believe we will not gateicapital gains to utilize the benefit. Howere to uncertainties in the Code, we have
reflected this loss as an ordinary loss in ourré&xrn, contrary to certain
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IRS rulings. If classifying this loss as ordinasyuiltimately determined to be correct, our valuatiiowance would be reduced by
approximately $140 million based on the income gutipns used in determining our valuation allowance

Tax years 2008 through 2010 are under examinayidhdIRS. This examination is expected to accddize resolution of the
uncertainty related to the loss on our investmer@enior Health. The Company'’s various state ireta returns are generally open for tax
years 2009 through 2011 based on the individu# statutes of limitation. Generally, for tax yeasfsich generate NOLs, capital losses or
credit carryforwards, the statute of limitationsedmot close until the expiration of the statutéroitations for the tax year in which such
carryforwards are utilized.

NOTES PAYABLE - DIRECT CORPORATE OBLIGATIONS

The following notes payable were direct corpordifigations of the Company as of September 30, 20ttPDecember 31, 2011 (dollars
in millions):

September 30, December 31,

2012 2011

New Senior Secured Credit Agreement (as defineaWpel $ 675.C % =
7.0% Debentures 93.C 293.(
Previous Senior Secured Credit Agreement (as difiedow) — 255.2
6.375% Senior Secured Notes due October 2020 §tB&3% Notes") 275.( —
9.0% Senior Secured Notes due January 2018 (tbéo*Slotes”) 1.2 275.(
Senior Health Note due November 12, 2013 (the ‘@drealth Note”) — 50.C
Unamortized discount on New Senior Secured Credie@ment (5.5 —
Unamortized discount on 7.0% Debentures (3.6 (12.9
Unamortized discount on Previous Senior SecurediCAgreement — (2.9

Direct corporate obligations $ 1,035 $ 857.¢

6.375% Notes

On September 28, 2012, we issued $275.0 millicaggregate principal amount of 6.375% Notes pursigeaih Indenture, dated as of
September 28, 2012 (the “6.375% Indenture”), anmtbegCompany, the subsidiary guarantors party tbéthe “Subsidiary Guarantors”) and
Wilmington Trust, National Association, as trusftee “Trustee") and as collateral agent (the “Gelial Agent”). The net proceeds from the
issuance of the 6.375% Notes, together with thermteeds from the New Senior Secured Credit Agesifas defined below), were used to
repay other outstanding indebtedness, as furttsaridbed below, and for general corporate purposes.

The 6.375% Notes will mature on October 1, 202€erbst on the 6.375% Notes accrues at a rate 65%3per annum and is payable
semiannually in arrears on April 1 and October gaxth year, commencing on April 1, 2013. The 6.3M&tes and the guarantees thereof (th
“Guarantees”) are senior secured obligations ofxbmpany and the Subsidiary Guarantors and ranillgqo right of payment with all of the
Company's and the Subsidiary Guarantors' existiggfature senior obligations, and senior to alilref Company's and the Subsidiary
Guarantors' future subordinated indebtedness. T3¥#58 Notes are secured by a first-priority liensabstantially all of the assets of the
Company and the Subsidiary Guarantors, subjectrtaio exceptions. The 6.375% Notes and the Guaarargari passu with respect to
security and in right of payment with all of ther@pany's and the Subsidiary Guarantors' existingfatude secured indebtedness under the
New Senior Secured Credit Agreement (as defineaMjelThe6.375% Notes are structurally subordinated tofathe liabilities and preferred
stock of each of the Company's insurance subsidiagwhich are not guarantors of the 6.375% Notes.

The Company may redeem all or part of the 6.375%&beginning on October 1, 2015, at the redemtitoes set forth in the 6.375%
Indenture. The Company may also redeem all orqgfdhte 6.375% Notes at any time and from timenweetprior to October 1, 2015, at a price
equal to 100% of the aggregate principal amoutth®.375% Notes to be redeemed, plus a “make-Wpodgnium and accrued and unpaid
interest to, but not including, the redemption dateaddition, prior to
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October 1, 2015, the Company may redeem up to I3bemggregate principal amount of the 6.375% Bletith the net cash proceeds of
certain equity offerings at a price equal to 106%/f the aggregate principal amount of the 6.3 Ni8tes to be redeemed, plus accrued and
unpaid interest to, but not including, the redemptiate.

Upon the occurrence of a Change of Control (asddfin the 6.375% Indenture), each holder of tB&%8% Notes may require the
Company to repurchase all or a portion of the 628’ Notes in cash at a price equal to 101% of theeggge principal amount of the 6.375%
Notes to be repurchased, plus accrued and unpaiegt, if any, to, but not including, the dateejurchase

The 6.375% Indenture contains covenants that, arativey things, limit (subject to certain exceptiptiee Company's ability and the
ability of the Company's Restricted Subsidiariesdefined in the 6.375% Indenture) to:

* incur or guarantee additional indebtedness or ipseferred stoc|
e pay dividends or make other distributions to shaladrs

e purchase or redeem capital stock or subordinatebtednes

* make investment

» create lien:

e incur restrictions on the Company's ability dine ability of its Restricted Subsidiaries to payidends or make other
payments to the Company;

» sell assets, including capital stock of the Com{msybsidiarie:
» consolidate or merge with or into other companiesanmsfer all or substantially all of the Compangssets; al
* engage in transactions with affiliat

The 6.375% Indenture provides for customary evehtiefault (subject in certain cases to customaageg and cure periods), which
include nonpayment, breach of covenants in theS8@lhdenture, failure to pay at maturity or accatien of other indebtedness, a failure to
pay certain judgments and certain events of ban&yignd insolvency. Generally, if an event of défaacurs, the Trustee or holders of at leas
25% in principal amount of the then outstanding’6% Notes may declare the principal of and acchugdinpaid interest, including any
additional interest, on all of the 6.375% Noteb¢odue and payable.

Under the 6.375% Indenture, the Company can maké&iBed Payments (as such term is defined in 1Bé584 Indenture) up to a
calculated limit, provided that the Company's porfa risk-based capital ratio exceeds 225% aftengieffect to the Restricted Payment and
certain other conditions are met. Restricted Paysieclude, among other items, repurchases of camstack and cash dividends on commor
stock (to the extent such dividends exceed $30anilh the aggregate in any calendar year). Thé bffRestricted Payments permitted under
the 6.375% Indenture is the sum of (x) 50% of thenPany's “Net Excess Cash Flow” (as defined in6t!3¢5% Indenture) for the period
(taken as one accounting period) from July 1, 201the end of the Company's most recently endedlfiguarter for which financial stateme
are available at the time of such Restricted Paynfgn$175.0 million and (z) certain other amouspecified in the 6.375% Indenture. Based
on the provisions set forth in the 6.375% Indenturd the Company's Net Excess Cash Flow for theg&om July 1, 2012 through
September 30, 2012, the Company could have madeosdd Restricted Payments under this 6.375% ltatencovenant of approximately
$244 million as of September 30, 2012 . This litiita on Restricted Payments does not apply if tebtlo Total Capitalization Ratio (as
defined in the 6.375% Indenture) as of the lastafahe Company's most recently ended fiscal quémtewhich financial statements are
available that immediately precedes the date ofRestricted Payment, calculated immediately afieing effect to such Restricted Payment
and any related transactions on a pro forma biaségjual to or less than 17.5% .
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In connection with the issuance of the 6.375% Natesexecution of the 6.375% Indenture, the Comgentlythe Subsidiary Guarantors
entered into a security agreement, dated as oEBwyar 28, 2012 (the “Security Agreement”), by anmtbag the Company, the Subsidiary
Guarantors and the Collateral Agent, pursuant tichvthe Company and the Subsidiary Guarantors pledgbstantially all of their assets to
secure their obligations under the 6.375% Notestlam®.375% Indenture, subject to certain exceptamset forth in the Security Agreement.

New Senior Secured Credit Agreement

On September 28, 2012, the Company entered inéwesenior secured credit agreement, providing(fpa $425.0 million six-year
term loan facility; (ii) a $250.0 million four-yederm loan facility; and (iii) a $50.0 million theeyear revolving credit facility, with JPMorgan
Chase Bank, N.A., as administrative agent (the ‘tAQeand the lenders from time to time party therghe “New Senior Secured Credit
Agreement”). The New Senior Secured Credit Agredrizeguaranteed by the Subsidiary Guarantors acureeé by a first-priority lien (which
rankspari passu with the liens securing the 6.375% Notes) on suttistidy all of the Company's and the Subsidiary an¢ors' assets. As of
September 30, 2012 , the Company had borrowedlithRiamounts available under each of the term faailities and no amounts have been
borrowed under the revolving credit facility. Thetproceeds from the New Senior Secured Creditégesnt, together with the net proceeds
from the 6.375% Notes, were used to repay othestanding indebtedness, as further described belod/for general corporate purposes.

The revolving credit facility includes an uncommdtsubfacility for swingline loans of up to $5.0llion , and up to $5.0 million of the
revolving credit facility is available for the ismuce of letters of credit. The six-year term loacility will amortize in quarterly installments in
amounts resulting in an annual amortization of 1% the four-year term loan facility will amortize quarterly installments resulting in an
annual amortization of 20% during the first andogetyears and 30% during the third and fourth ye&ubject to certain conditions, the
Company may incur additional incremental loans wrtide New Senior Secured Credit Agreement in anueainof up to $250.0 million .

Mandatory prepayments of the New Senior SecurediCAgreement will be required, subject to certaxceptions, in an amount equal
to: (i) 100% of the net cash proceeds from ceraset sales or casualty events; (ii) 100% of theamh proceeds received by the Company ol
any of its restricted subsidiaries from certaintdebuances; and (jii) 100% of the amount of cartastricted payments made (including any
common stock dividends and share repurchases)iagdién the New Senior Secured Credit Agreemeavigied that if, as of the end of the
fiscal quarter immediately preceding such restdigtayment, the debt to total capitalization rasio(k) equal to or less than 22.5% , but greate
than 17.5% , the prepayment requirement shall theced to 33.33% ; or (y) equal to or less than %y, Bhe prepayment requirement shall not

apply.

Notwithstanding the foregoing, no mandatory prepagts pursuant to item (i) in the preceding paradystall be required if: (x) the de
to total capitalization ratio is equal or less ti28%6 and (y) either (A) the financial strengthmgtof certain of the Company's insurance
subsidiaries is equal or better than staple) from A.M. Best Company ("A.M. Best") or (B)e New Senior Secured Credit Agreement is
equal or better than BBB- (stable) from S&P andBgstable) by Moody's Investor Services, Inc. ("Mgs").

The interest rates with respect to loans undethé)sixyear term loan facility will be, at the Companyfgtion, equal to a eurodollar ra
plus 3.75% per annum, or a base rate, plus 2.75%nreim, subject to a eurodollar rate “floor” 023% and a base rate “floor” of 2.25%uch
rate was 5.0 percent at September 30, 2012 jhéijouryear term loan facility will be, at the Companyfgion, equal to a eurodollar rate, p
3.25% per annum, or a base rate, plus 2.25% pemarsubject to a eurodollar rate “floor” of 1.00%daa base rate “floor” of 2.00% (such rate
was 4.25 percent at September 30, 2012 ); andH@iyevolving credit facility will be, at the Compy's option, equal to a eurodollar rate, plus
3.50% per annum, or a base rate, plus 2.p8%@nnum, in each case, with respect to revoleiadit facility borrowings only, subject to cert:
step-downs based on the debt to total capitalizatitio of the Company.

The New Senior Secured Credit Agreement contaimsrants that limit the Company's ability to take@@ actions and perform certe
activities, including (each subject to exceptioasat forth in the New Senior Secured Credit Ageein

» limitations on debt (including, without limitatioguarantees and other contingent obligatic

» limitations on issuances of disqualified capitalckt
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« limitations on liens and further negative pled

« limitations on sales, transfers and other dispmsitiof asset

» limitations on transactions with affiliat

« limitations on changes in the nature of the Com{sanysines:

« limitations on mergers, consolidations and acqoisg

» limitations on dividends and other distribution®ck repurchases and redemptions and other restptyment
» limitations on investments and acquisitic

» limitations on prepayment of certain d¢

» limitations on modifications or waivers of certalabt documents and charter docum:
* investment portfolio requirements for insurancesstiries

» limitations on restrictions affecting subsidiar

« limitations on holding company activities; ¢

« limitations on changes in accounting polic

In addition, the New Senior Secured Credit Agreemequires the Company to maintain (each as cakuaiia accordance with the New
Senior Secured Credit Agreement): (i) a debt tal todpitalization ratio of not more than 27.5 petqsuch ratio was 21.5 percent at
September 30, 2012 ); (ii) an interest coverage dtnot less than 2.50 to 1.00 for each rollingrfquarters (or, if less, the number of full
fiscal quarters commencing after the effective addtihe New Senior Secured Credit Agreement) (satib was not applicable for the period
ended September 30, 2012 ); (iii) an aggregate ddtiotal adjusted capital to company action leiagd-based capital for the Company's
insurance subsidiaries of not less than 250 pefsech ratio was 361 percent at September 30, RGiritd (iv) a combined statutory capital
surplus for the Company's insurance subsidiaried tfast $1,300.0 million (combined statutory tal@nd surplus at September 30, 20%&s
$1,766.8 million ).

The New Senior Secured Credit Agreement providesudstomary events of default (subject in certaises to customary grace and cur
periods), which include nonpayment, incorrectndsmg representation or warranty in any materiapeet, breach of covenants in the New
Senior Secured Credit Agreement or other loan decuis) cross default to certain other indebtedreestain events of bankruptcy and
insolvency, certain ERISA events, a failure to pastain judgments, certain material regulatory évehe occurrence of a change of control,
and the invalidity of any material provision of alean document or material lien or guarantee grhnteler the loan documents. If an event of
default under the New Senior Secured Credit Agre®mecurs and is continuing, the Agent may acctddiae amounts and terminate all
commitments outstanding under the New Senior Seddredit Agreement and may exercise remedies perf the collateral.

In connection with the execution of the New Seidecured Credit Agreement, the Company and the &abgiGuarantors entered into
a guarantee and security agreement, dated as t#rlegr 28, 2012 (the “Guarantee and Security Agesdy) by and among the Company,
Subsidiary Guarantors and the Agent, pursuant iolwihe Subsidiary Guarantors guaranteed all obthiigations of the Company under the
New Senior Secured Credit Agreement and the Comaadythe Subsidiary Guarantors pledged substanéhlof their assets to secure 1
New Senior Secured Credit Agreement, subject t@miteexceptions as set forth in the Guarantee acdr8y Agreement
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Pari Passu Intercreditor Agreement

In connection with the issuance of the 6.375% Natebentry into the New Senior Secured Credit Aged, the Agent and the
Collateral Agent, as authorized representative vatipect to the 6.375% Notes, entered into a RasPIntercreditor Agreement, dated as of
September 28, 2012 (the “Intercreditor Agreementhich sets forth agreements with respect to ttsé-firiority liens granted by the Company
and the Subsidiary Guarantors pursuant to the 663n8lenture and the New Senior Secured Credit Agesg.

Under the Intercreditor Agreement, any actions thay be taken with respect to the collateral teatiges the 6.375%otes and the Ne
Senior Secured Credit Agreement, including theitghliid cause the commencement of enforcement pdicge against such collateral, to
control such proceedings and to approve amendnenéteases of such collateral from the lien ofl mmive past defaults under, such
documents relating to such collateral, will beheg tlirection of the authorized representative eflémders under the New Senior Secured C
Agreement until the earliest of: (i) the Compampdigations under the New Senior Secured Credie&grent (or refinancings thereof) are
discharged; (ii) the earlier of (x) date on whible butstanding principal amount of loans and commeitts under the New Senior Secured
Credit Agreement is less than $25.0 million andt) date on which the outstanding principal amadiinother tranche of first-priority
indebtedness exceeds the principal amount of laadsommitments under the New Senior Secured CAggéement; and (iii) 180 days after
the occurrence of both an event of default unde6tB75% Indenture and the authorized represeatafithe holders of the New Notes making
certain representations as described in the Irgditor Agreement, unless the authorized repredeetaf the lenders under the New Senior
Secured Credit Agreement has commenced and igniligpursuing enforcement action with respechtdollateral or the grantor of the
security interest in that collateral (whether tr@n@®any or the applicable Subsidiary Guarantofénta debtor under or with respect to (or
otherwise subject to) any insolvency or liquidatipnceeding.

9.0% Notes

On September 28, 2012, the Company completed #feteader offer for $273.8 million aggregate prratiamount of the 9.0% Notes
and received consents from such holders to propasmsthdments to the indenture governing the 9.0%3N@he "9.0% Indenture™). In
addition, on September 28, 2012 (the “Initial Pagtrigate”), the Company, the Subsidiary Guarantags\&ilmington Trust, National
Association (as successor by merger to WilmingtarsTFSB), as trustee, executed a first supplerhgmtanture to the 9.0% Indenture (the
“Supplemental Indenture”) that eliminates substdiytiall of the restrictive covenants containedtia 9.0% Indenture and certain events of
default and related provisions. The Supplement@iure became effective upon execution, and tlendments to the 9.0% Indenture bec
operative on the Initial Payment Date upon acceygani and payment for the tendered 9.0% Notes &¥tmpany.

On the Initial Payment Date, the Company paid aregate of $326.3 million in order to purchase3t@6 Notes tendered prior to the
Initial Payment Date (representing, in the aggregainder offer consideration of approximately $218illion , consent payments of
approximately $8.2 million and accrued and unpaidrest to, but not including, the Initial PaymBmaite of approximately $5.0 million ).

On September 28, 2012, the Company: (i) issuedieenof redemption to holders of the remaining $tilion aggregate principal
amount of 9.0% Notes that were not tendered andirexd outstanding following the Company's initiet@ptance of and payments for the
9.0% Notes tendered in the tender offer prior eolttitial Payment Date; and (ii) deposited with thestee of the 9.0% Notes sufficient fund:
satisfy and discharge the 9.0% Indenture and td fbe make-whole redemption of the remaining ouatliteg 9.0% Notes and to pay accrued
and unpaid interest on the redeemed notes to,dbuhciuding, the October 29, 2012 redemption ddfgon the satisfaction and discharge of
the 9.0% Indenture, all of the collateral secutimg 9.0% Notes was released and any remainingatéstrcovenants and certain additional
events of default contained in the 9.0% Indentaseamended by the Supplemental Indenture) ceasevéoeffect. The remainirgl.2 million
of 9.0% Notes were redeemed on October 29, 2012.

7.0% Debentures

In September 2012, the Company entered into a DefeeRepurchase Agreement (the “Debenture Repugchgeement”) with
Paulson Credit Opportunities Master Ltd. and PauRecovery Master Fund Ltd. (collectively, the “Bam Holders”), funds managed by
Paulson & Co. Inc., that held $200.0 million in eggate principal amount of the
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Company's 7.0% Debentures. Pursuant to the DelgeReepurchase Agreement, the Company purchasedefromof the Paulson Holders the
7.0% Debentures held by such Paulson Holder, &@ash purchase price of $355.1 million that provitteda 2.8%discount to the estimated f
market value of the 7.0% Debentures as definelddérDebenture Repurchase Agreement.

Previous Senior Secured Credit Agreement

In September 2012, the Company used a portioneofi¢h proceeds from its offering of the 6.375% Nptegether with borrowings
under the New Senior Secured Credit Agreementgayréhe remaining $223.8 milligorincipal amount outstanding under its credit agrest,
dated as of December 21, 2010, by and among thep@&myn Morgan Stanley Senior Funding, Inc., as adhtnative agent, and the lenders fr
time to time party thereto (as amended, the "Previeenior Secured Credit Agreement").

Also, in the first nine months of 2012s required under the terms of the Previous $&woured Credit Agreement, we made mand:
prepayments of $31.4 million due to repurchasesuofcommon stock and payment of a common stockleind.

Senior Health Note

In March 2012, we paid in full the remaining $5@0lion principal balance on the Senior Health Natdich had been scheduled to
mature in November 2013. The repayment in fullhef $enior Health Note removed the previous regiriain our ability to pay cash dividen
on our common stock.

Loss on Extinguishment of Debt
In the first nine months of 2012, we recognizedsslon extinguishment of debt totaling $199.2 mnillconsisting of:

(i) $136.3 million ( all of which was recognizedthe third quarter of 2012) due to our repurctEsg200.0 millionprincipal amount c
7.0% Debentures pursuant to the Debenture Repuwdkgreement described above and the write-off @fhuortized discount and
issuance costs associated with the 7.0% Debentdelitional paid-in capital was also reduced by $24illion to extinguish the
beneficial conversion feature associated with digoiof the 7.0% Debentures that were repurchassdhe Code limits the
deduction to taxable income for losses on the rgdiem of convertible debt, a minimal tax benefitsar@acognized related to the
repurchase of the 7.0% Debentures;

(i) $57.8 million ( all of which was recognized the third quarter of 2012) related to the teraftar and consent solicitation for the
9.0% Notes; the write-off of unamortized issuancsts related to the 9.0% Notes; and other trarsacbsts; and

(iii) $5.1 million ( $4.4 million of which was recognizedthe third quarter of 2012) representing thetevaff of unamortized discount
and issuance costs associated with repayments éfreuious Senior Secured Credit Agreement.
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Scheduled Repayment of our Direct Corporate Obligations

The scheduled repayment of our direct corporatigatibns was as follows at September 30, 2012 gdoih millions):

Year ending September 30,

2013 $ 55.4
2014 54.:
2015 79.5
2016 79.5
2017 97.2
Thereafter 678.1

$ 1,044..

INVESTMENT BORROWINGS

Three of the Company’s insurance subsidiaries (Eam&ife Insurance Company (“Conseco Life”), Wagidm National Insurance
Company and Bankers Life and Casualty Company (KBemLife")) are members of the Federal Home LoankB(*FHLB”). As members of
the FHLB, Conseco Life, Washington National Inse&ompany and Bankers Life have the ability toderon a collateralized basis from
the FHLB. Conseco Life, Washington National Inswwe@ Company and Bankers Life are required to hefthtn minimum amounts of FHLB
common stock as a condition of membership in theB;Hnd additional amounts based on the amourteobbrrowings. At September 30,
2012 , the carrying value of the FHLB common staels $82.5 million . As of September 30, 2012 latetalized borrowings from the FHLB
totaled $1.7 billion and the proceeds were usgilitochase fixed maturity securities. The borrowiagsclassified as investment borrowings in
the accompanying consolidated balance sheet. @iievbings are collateralized by investments witteatimated fair value of $2.0 billion at
September 30, 2012 , which are maintained in adisdtaccount for the benefit of the FHLB. Suchdstments are classified as fixed
maturities, available for sale, in our consolidatethnce sheet. Interest expense of $21.3 miélimh$18.9 million in the first nine months of
2012 and 2011, respectively, was recognized rkkat¢he borrowings.
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Amount Maturity Interest rate at
borrowed date September 30, 2012
$ 100.( November 2013 Variable rate — 0.515%
67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.565%
100.( August 2014 Variable rate — 0.476%
50.C September 2015 Variable rate — 0.747%
150.( October 2015 Variable rate — 0.571%
146.( November 2015 Fixed rate — 5.300%
100.( December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.657%
75.C June 2016 Variable rate — 0.621%
100.( October 2016 Variable rate — 0.641%
50.C November 2016 Variable rate — 0.684%
50.C November 2016 Variable rate — 0.687%
100.( June 2017 Variable rate — 0.751%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.635%
75.C August 2017 Variable rate — 0.577%
100.( October 2017 Variable rate — 0.885%
37.C November 2017 Fixed rate — 3.750%
50.C July 2018 Variable rate — 0.917%
$ 1,650.(

The variable rate borrowings are pre-payable oh @gerest reset date without penalty. The fixate borrowings are pre-payable
subject to payment of a yield maintenance fee basezlirrent market interest rates. At SeptembgeRB02 , the aggregate fee to prepay all
fixed rate borrowings was $51.6 million .

As part of our investment strategy, we may ent&r iapurchase agreements to increase our investetemt. \WWe account for these
transactions as collateralized borrowings, wheeeatinount borrowed is equal to the sales priceefittderlying securities. Repurchase
agreements involve a sale of securities and areagrpt to repurchase the same securities at adi@teat an agreed-upon price. We had no
such borrowings outstanding at September 30, 20h2 primary risks associated with shtatm collateralized borrowings are: (i) a substl
decline in the market value of the margined seguaibd (i) that a counterparty may be unable tdquen under the terms of the contract or be
unwilling to extend such financing in future persoglspecially if the liquidity or value of the margd security has declined. Exposure is lim
to any depreciation in value of the related semgit

At September 30, 2012 , investment borrowings abediof: (i) collateralized borrowings from the IEBof $1.7 billion ; and (ii) other
borrowings of $.9 million .

At December 31, 2011, investment borrowings caedisf: (i) collateralized borrowings from the FBllof $1.7 billion; (ii) repurchast
agreements of $24.8 million ; and (iii) other baviegs of $1.7 million .
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CHANGES IN COMMON STOCK

Changes in the number of shares of common stodtamding were as follows (shares in thousands):

Balance, December 31, 2011 241,30!
Treasury stock purchased and retired (12,899
Stock options exercised 692
Restricted stock vested 404 (a)

Balance, September 30, 2012 229,50°

(&) Such amount was reduced by 143 thoushaades which were tendered to the Company fordlgenpnt of federal and state taxes o
on the vesting of restricted stock.

In May 2011, the Company announced a common sbatechase program of up to $100.0 million of thenPany's outstanding
common stock. In February 2012 and June 2012, tiep@ny's board of directors approved, in aggregatedditional $200.0 million to
repurchase the Company's outstanding common diothe first nine months of 2012 , we repurchas2® illion shares of common stock
for $99.5 million pursuant to the program. The Camphad remaining repurchase authority of $130Ifomias of September 30, 2012 .

In May 2012, we initiated a common stock dividemdgvam. In both the second and third quarters @22@ividends declared and paid
on common stock were $0.02 per common share tgt&Bm million .

SALES INDUCEMENTS

Certain of our annuity products offer sales induests to contract holders in the form of enhancediting rates or bonus payments in
the initial period of the contract. Certain of dife insurance products offer persistency bonusedited to the contract holders balance after
the policy has been outstanding for a specifieibgesf time. These enhanced rates and persistemuyses are considered sales inducement:
in accordance with GAAP. Such amounts are defeanelamortized in the same manner as deferredsatiguicosts. Sales inducements
deferred totaled $3.1 million and $9.7 million dwgithe nine months ended September 30, 2012 arid,28%pectively. Amounts amortized
totaled $20.5 million and $21.2 million during thime months ended September 30, 2012 and 201featsely. The unamortized balance of
deferred sales inducements at September 30, 2@LRecember 31, 2011 was $131.8 million and $149lliom, respectively. The balance of
insurance liabilities for persistency bonus besefias $36.6 million and $50.0 million at Septen¥@&r2012 and December 31, 2011 ,
respectively.

RECENTLY ISSUED ACCOUNTING STANDARDS
Accounting Standard Adopted on a Retrospective Basis

In October 2010, the Financial Accounting Stand&dard ("FASB") issued authoritative guidance thmatdified the definition of the
types of costs incurred by insurance entities ¢tbatd be capitalized in the acquisition of new aggewal contracts. The guidance impacts the
timing of GAAP reported financial results, but lasimpact on cash flows, statutory financial resolt the ultimate profitability of the
business.

The guidance specifies that an insurance entitlf shly capitalize incremental direct costs relatedhe successful acquisition of new
renewal insurance contracts. The guidance alsesstiaat advertising costs should be included farded acquisition costs only if the
capitalization criteria in the direct-response atlsimg guidance is met. The guidance was effedir fiscal years, and interim periods within
those fiscal years, beginning after December 15128s permitted by the guidance, we elected tdyaihye provisions on a retrospective basis
The guidance reduced the balance of deferred atquisosts, its amortization and the amount otgaspitalized. We are able to defer most
commission payments, plus other costs directiytedlto the production of new business. The chaifjeat impact the balance of the present
value of future profits. Therefore, in contrastiie reduction in amortization of deferred acquisitcosts, there was no change in the
amortization of the present value of future profits
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The adoption of ASU 2010-26 affected prior perinfbimation as follows (dollars in millions, excer share amounts):

Nine months ended
September 30, 2011

Three months ended
September 30, 2011

Effect of Effect of
As originally ~ adoption of ASU As originally ~ adoption of ASU
reported 2010-26 As adjustec reported 2010-26 As adjustec
Amortization $ 872 $ (28.6) $ 58.6 $ 325.¢ $ (101.9 $ 2241
Other operating costs and
expenses 127.¢ 54.¢ 182.( 367.1 160.7 527.¢
Total benefits and expenses 904.¢ 25.¢ 930.¢ 2,810.: 59.4 2,869.¢
Income before income taxes 87.t (25.9) 61.7 263.< (59.9 203.¢
Tax expense on period income 34.t (9.3 25.2 96.¢ (21.9) 75.€
Net income 196.( (16.5) 179.t 309.¢ (38.0) 271.c
Earnings per common share:
Basic:
Net income $ WA (.06) $ WA 122 % ((15) % 1.0¢
Diluted:
Net income .6€ (.05) .61 1.0t (.13 .92
Nine months ended
September 30, 2011
As originally Effect of adoption
reported of ASU 2010-26 As adjusted
Cash flows from operating activities:
Deferrable policy acquisition costs $ (328.6) $ 163.7 $ (164.9
Other operating costs (349.9 (163.9) (513.¢)
Net cash used by operating activities 562.2 — 562.2

Deferred acquisition costs represent incrementatticosts related to the successful acquisitiameaf or renewal insurance contracts.
For universal life or investment products, we amerthese costs in relation to the estimated goosfits using the interest rate credited to the
underlying policies. For other products, we amertizese costs in relation to future anticipatedniuen revenue using the projected investn

earnings rate.

When we realize a gain or loss on investments bagair universal life or investmenhtpe products, we adjust the amortization to re
the change in estimated gross profits from the getsddue to the gain or loss realized and the effeduture investment yields. We also adjust
deferred acquisition costs for the change in amatitin that would have been recorded if our fixeaturity securities, available for sale, had
been sold at their stated aggregate fair valualamgroceeds reinvested at current yields. We lingittotal adjustment related to the impact of
unrealized losses to the total of costs capitalad interest related to insurance policies issnedparticular year. We include the impact of
this adjustment in accumulated other comprehenso@me (loss) within shareholders' equity.
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We regularly evaluate the recoverability of themoatized balance of the deferred acquisition cdMts.consider estimated future gross
profits or future premiums, expected mortality asriidity, interest earned and credited rates, penscy and expenses in determining whethe
the balance is recoverable. If we determine a @oif the unamortized balance is not recoverabie,dharged to amortization expense. In
certain cases, the unamortized balance of thereefeicquisition costs may not be deficient in thgragate, but our estimates of future earr
indicate that profits would be recognized in egryiods and losses in later periods. In this casdncrease the amortization of the deferred
acquisition costs over the period of profits, byaamount necessary to offset losses that are exptxtee recognized in the later years.

Changes in deferred acquisition costs were aswsli@ollars in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
(Restated) (Restated)

Balance, beginning of period $ 653 $ 975t $ 7971 $ 999.¢
Additions 46.7 58.2 141.¢ 164.¢
Amortization (44.5) (35.5) (146.9 (134.%)
Amounts related to fair value adjustment of
fixed maturities, available for sale (32.9) (163.¢) (168.7) (195.9)

Balance, end of period $ 623.. $ 834.f % 623.2. $ 834.t

Adopted Accounting Standards

In June 2011, the FASB issued authoritative guidandncrease the prominence of items reportedhiarcomprehensive income by
eliminating the option to present components oéottomprehensive income as part of the statemestiafges in shareholders' equity. Such
guidance requires that all non-owner changes iresladders' equity be presented either in a singigicuous statement of comprehensive
income or in two separate but consecutive statesnémthe two-statement approach, the first statgrsigould present total net income and its
components followed consecutively by a second staie that should present total other comprehensoane, the components of other
comprehensive income and the total of compreherisomme. The guidance was applied retrospectivetyis effective for fiscal years, and
interim periods within those years, beginning albecember 15, 2011. The adoption of this guidarsalted in a change in the presentation o
our financial statements but did not have any imhpacur financial condition, operating resultsash flows. In December 2011, the FASB
issued authoritative guidance to defer the requérarno present reclassification adjustments oatcobimulated other comprehensive income t
net income on the face of the financial statemeXitsother aspects of the original guidance ark stiective.

In May 2011, the FASB issued authoritative guidawbéch clarifies or updates requirements for meiagufair value and for disclosing
information about fair value measurements. Theguié clarifies: (i) the application of the highast best use and valuation premise conc
(i) measuring the fair value of an instrument sléied in a reporting entity's shareholders' equaryd (iii) disclosure of quantitative informati
about the unobservable inputs used in a fair viedeasurement that is categorized within Level Jefftir value hierarchy. The guidance
changes certain requirements for measuring faireval disclosing information about fair value measents including: (i) measuring the fair
value of financial instruments that are managetiwia portfolio; (ii) application of premiums anddounts in a fair value measurement; and
(i) additional disclosures about fair value measnents. Such additional disclosures include argesm of the valuation process used for
measuring Level 3 instruments and the sensitiviithe Level 3 fair value measurement to changemobservable inputs and the
interrelationships between those unobservable jifuiny. The guidance was effective prospectifetyinterim and annual periods beginning
after December 15, 2011. Refer to the note to onsalidated financial statements entitled "FairdéaMeasurements” for additional
disclosures required by this guidance. The adomfdhis guidance expanded our disclosures, buhdichave a material impact on our
financial condition, operating results or cash ffow
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LITIGATION AND OTHER LEGAL PROCEEDINGS
Legal Proceedings

The Company and its subsidiaries are involved iioua legal actions in the normal course of busingswhich claims for
compensatory and punitive damages are asserte@, feorsubstantial amounts. We recognize an estighatss from these loss contingencies
when we believe it is probable that a loss has i@nred and the amount of the loss can be re&dpratimated. Some of the pending mat
have been filed as purported class actions and sotiens have been filed in certain jurisdictidmattpermit punitive damage awards that are
disproportionate to the actual damages incurrdte d@mounts sought in certain of these actionsféea targe or indeterminate and the ultimate
outcome of certain actions is difficult to predi¢h the event of an adverse outcome in one or rmbtieese matters, there is a possibility that
the ultimate liability may be in excess of the lidies we have established and could have a nadtadverse effect on our business, financial
condition, results of operations and cash flowsaddition, the resolution of pending or futurglition may involve modifications to the terms
of outstanding insurance policies or could imphettiming and amount of rate increases, which cadicersely affect the future profitability
the related insurance policies. Based upon infaongresently available, and in light of legaktizal and other defenses available to the
Company and its subsidiaries, the Company doebaiigve that it is probable that the ultimate ligpifrom either pending or threatened legal
actions, after consideration of existing loss psms, will have a material adverse effect on thenGany's consolidated financial condition,
operating results or cash flows. However, givenitiherent difficulty in predicting the outcome efglal proceedings, there exists the possibilit
such legal actions could have a material advefeetain the Company's consolidated financial camajtoperating results or cash flows.

In addition to the inherent difficulty of predictjritigation outcomes, particularly those that vbi# decided by a jury, many of the
matters specifically identified below purport teekesubstantial or an unspecified amount of damémassubstantiated conduct spanning
several years based on complex legal theories amaéges models. The alleged damages typically dstdrminate or not factually supported
in the complaint, and, in any event, the Compaeyfserience indicates that monetary demands for dasaften bear little relation to the
ultimate loss. In some cases, plaintiffs are saptarcertify classes in the litigation and clastifieation either has been denied or is pending
and we have filed oppositions to class certifiaatio sought to decertify a prior class certificatitn addition, for many of these cases: (i) there
is uncertainty as to the outcome of pending app@atsotions; (ii) there are significant factualuss to be resolved; and/or (iii) there are novel
legal issues presented. Accordingly, the Companyncéa reasonably estimate the possible loss orrahtpss in excess of amounts accrued, i
any, or predict the timing of the eventual resauotof these matters. The Company reviews thesteraain an ongoing basis. When assessin
reasonably possible and probable outcomes, the Gayripases its assessment on the expected ultimatenoe following all appeals.

Cost of Insurance Litigation

Valulife/Valuterm Litigation

On March 4, 2008, a complaint was filed in the BdiBtates District Court for the Central DistritGalifornia, Celedonia X. Yue, M.
D. on behalf of the class of all others similarityiated, and on behalf of the General Public v.$gap Life Insurance Company, successor to
Philadelphia Life Insurance Company and formerlgwn as Massachusetts General Life Insurance Com@ase No. CV08-01506
CAS. Plaintiff in this putative class action owam¥alulife universal life policy insuring the lifef Ruth S. Yue originally issued by
Massachusetts General Life Insurance Company i6.18%intiff is claiming breach of contract on b#tof the proposed national class and
seeks injunctive and restitutionary relief pursuantalifornia Business & Professions Code SectioP00 and declaratory relief. The putative
class consists of all owners of Valulife and Vatatauniversal life insurance policies issued by @itllassachusetts General or Philadelphia
Life and that were later acquired and serviced bggeco Life. Plaintiff alleges that members ofdlass will be damaged by increases in the
cost of insurance (a non-guaranteed element ("NJ@R&} are set to take place in the twenty firdicgoyear of Valulife and Valuterm policies.
No such increases had yet been applied to thecyiméicies. During 2010, Conseco Life voluntaigreed not to implement the cost
insurance rate increase at issue in this litigagiod is following a process with respect to anuffeitcost of insurance rate increases as set fort
in the regulatory settlement agreement describémhbender the caption entitled "Regulatory Examimad and Fines". Plaintiff filed a motion
for certification of a nationwide class and a Galifia state class. On December 7, 2009, the goanted that motion. On October 8, 2010, the
court dismissed the causes of actions allegedeilCtlifornia state class. On January 19, 2011¢tliet granted the plaintiff's motion for
summary judgment as to the declaratory relief cland on February 2, 2011, the court issued an agvapinion, in the form of a declaratory

36




Table of Contents

CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

judgment, as to what, in its view, Conseco Lifeldaonsider in implementing future cost of insuramnate increases related to its Valulife
Valuterm block of policies. Conseco Life is appeglthe court's January 19, 2011 decision and ldiatff is appealing the court's decision to
dismiss the California causes of action. Thesealspare pending. We believe this case is witharitpand intend to defend it vigorously.

On November 15, 2011, a second complaint was fileBr. Yue in the United States District Court fbe Central District on Californii
Celedonia X. Yue, M. D. on behalf of the class of all others similarly situated, and on behalf of the General Public v. Conseco Life Insurance
Company, Cause No. CV11-9506 AHM (SHX), involving the same Valulife universal life policeskcribed in the preceding paragraph. Plaintiff,
for herself and on behalf of proposed membersradtmnal class and a California class is claimirgpbh of contract, injunctive and
restitutionary relief pursuant to California BussseX Professions Code Section 17200, breach afdtaenant of good faith and fair dealing,
declaratory relief, and temporary, preliminary, gedmanent injunctive relief. The putative classgists of all owners and former owners of
Valulife and Valuterm universal life insurance padis issued by either Massachusetts General cad@hilhia Life and that were later acquired
and serviced by Conseco Life. Plaintiff alleges thambers of the classes will be damaged by ineseimsthe cost of insurance (a NGE) that
took place on or about November 1, 2011. Plaifitédfi a motion for a preliminary injunction and ation for certification of a California clas
On April 2, 2012, the court granted the plaintiffietions, which Conseco Life is appealing. Pendiregoutcome of that appeal, Conseco Li
preliminarily enjoined from imposing the 2011 inase in the cost of insurance on the members df#tiéornia class. Plaintiff also filed a
motion on March 20, 2012 for certification of aipatvide class. The court has stated that it witlissue a ruling prior to December 17, 2012
on plaintiff's motion for certification of a natimide class.

Conseco Life has reached a tentative agreementhtplaintiff in the litigation described in thed preceding paragraphs regarding the
material economic terms of a settlement, which waydon completion and court approval, resolve thiases as well as the Nicholas litigation
described below. The parties are continuing to tiagadditional non-economic settlement terms. Jétdement is expected to include a
reduction in the cost of insurance increase implgeteby Conseco Life in November 2011 and certality benefit enhancements. Any final
settlement would be subject to a court fairnessihgafter notice to the policyholders covered by settlement, as well as other conditions.

On February 6, 2012, a complaint was filed in thététl States District Court for the Northern Distiof Illinois, Daniel B. Nicholas, on
behalf of himself and all others similarly situated v. Conseco Life Insurance Company, Cause No. 12cv845. Plaintiff in this putative class action
owns a Valulife universal life policy insuring Piif's life originally issued by Massachusetts @i Life Insurance Company (now Conseco
Life Insurance Company) in 1991. Plaintiff is claim breach of contract on behalf of the proposdinal class and seeks declaratory,
injunctive, and supplemental relief. The putatilass consists of all persons who own or have ovamedor more universal life policies issued
by Conseco Life which provide that the cost of nasice rates will be determined based upon expentatis to future mortality experience and
who have experienced an increase in the cost ofanse rates. Plaintiff alleges that members ottass will be damaged by cost of insurance
charges that were increased due to general ecorttmwiaturn, Conseco Life's diminished investmentdgeand mounting policy losses. On
April 20, 2012, we announced that Conseco Life teaathed a tentative settlement in the Nicholas. @séviay 17, 2012, the court granted the
motion to intervene which had been filed by tharRifi in the Yue litigation described above anchue has been transferred to the United
States District Court for the Central District adlornia. The plaintiff in the Nicholas case hided a motion for preliminary approval of the
settlement in the United States District Courttfa Central District of California.

In connection with the tentative settlement inlfieholas litigation, the Company recorded a predharge of approximately $20
million in its Other CNO Business segment for thader ended March 31, 2012. The Company recordediditional pre-tax charge of $21
million in its Other CNO Business segment for tliaqer ended September 30, 2012 relating to thatte@ agreement described above in the
Yue litigation. The liability the Company has edisied related to the tentative settlement of thoeses includes its best estimates of the cost
of implementing the tentative settlement, if fizalil and approved by the court. While the Compalig\®s its estimates are adequate to cove
these costs, the estimates are subject to signifjagelgment and it is possible that the estimatiigwove insufficient to cover the actual costs.

Lifetrend Litigation

On December 24, 2008, a purported class actiorfilgdsin the U.S. District Court for the Northerridirict of California,Cedric Brady,
et. al. individually and on behalf of all other similarly situated v. Conseco, Inc. and Conseco Life Insurance Company Case No. 3:08-cv-05746.
The plaintiffs allege that Conseco Life and Caosénc. committed breach of
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contract and insurance bad faith and violated uarimnsumer protection statutes in the administradf various interest sensitive whole life
products sold primarily under the name “Lifetrefy’requiring the payment of additional cash amotmimaintain the policies in force and by
making changes to certain NGEs in their polici@n April 23, 2009, the plaintiffs filed an amend=zmplaint adding the additional counts of
breach of fiduciary duty, fraud, negligent misregaetation, conversion and declaratory relief. CayM9, 2009, Conseco, Inc. and Conseco
Life filed a motion to dismiss the amended comgla®n July 29, 2009, the court granted in part @clied in part the motion to dismiss. The
court dismissed the allegations that Conseco Lidtaied various consumer protection statutes, teadh of fiduciary duty count, and
dismissed Conseco, Inc. for lack of personal jucisoh.

On July 2, 2009, a purported class action was fitetie U.S. District Court for the Middle Distriof Florida,Bill W. McFarland, and all
those similarly situated v. Conseco Life Insurance Company, Case No. 3:09-cv-598-J-32MCR. The plaintiff alleges that Conseco Life
committed breach of contract and has been unjastliched in the administration, including changesdrtain NGEs, of various interest
sensitive whole life products sold primarily undee name “Lifetrend.” The plaintiff seeks declargtand injunctive relief, compensatory
damages, punitive damages and attorney fees.

Conseco Life filed a motion with the Judicial PaoeIMultidistrict Litigation (“MDL"), seeking the stablishment of an MDL
proceeding consolidating the Brady case and theavlaRd case into a single action. On Februar@2p2the Judicial Panel on MDL ordered
these cases be consolidated for pretrial procesdimthe Northern District of California Federal@b On July 7, 2010, plaintiffs filed an
amended motion for class certification of a natimeaclass and a California state class. On Oct6p2010, the court granted the motion for
certification of a nationwide class and deniedrtiaion for certification of a California state cdasConseco Life filed a motion to decertify the
nationwide class on July 1, 2011. On December @01 2the court issued an order denying ConsecdsLifietion to decertify the class as to
current policyholders, but granted the motion toedfy as to former policyholders. On March 5, 2pthe plaintiffs filed a motion for a
preliminary injunction requesting that the courfoém Conseco Life from imposing increased costnsiirance charges until trial with regard to
157 members of the class, and on July 17, 2012Z;dhg granted a preliminary injunction as to 108nmbers of the class and denied the
plaintiff's motion for a preliminary injunction &s the other 57 members. On September 27, 201|aidiffs filed a motion for partial
summary judgment on their breach of contract cl&m.October 19, 2012, Conseco Life filed a motmdecertify the nationwide class, and
October 30, 2012, Conseco Life filed its motion$ammary judgment. Trial in the MDL proceeding bagn set for March 25, 2013. We
believe these cases are without merit and intemigtend them vigorously.

On October 25, 2012, a purported nationwide clagerawas filed in the United States District Cofant the Central District of
California, William Jeffrey Burnett and Joe H. Camp v. Conseco Life Insurance Company, CNO Financial Group, Inc., CDOC, Inc. and CNO
Services, LLC, Case No. EDCV12-01715VAPSPX. The plaintiffs bring this action under Rule 23(B)¢3 behalf of various Lifetrend
policyholders who since October 2008 have surreatiireir policies or had them lapse. Such policyéid are no longer members of the clas:
covered by the MDL litigation described in the poais paragraph after the court in the MDL litigatigranted Conseco Life's motion to
decertify as to former policyholders. Additionalplaintiffs seek certification of a subclass ofiwgas Lifetrend policyholders who accepted
optional benefits and signed a release pursuahetoegulatory settlement agreement described befaler the caption entitled “Regulatory
Examinations and Fines.” The plaintiffs allege loteaf contract and seek declaratory relief, comatamg damages, attorney fees and costs.
We believe this case is without merit and intendetend it vigorously.

Other Litigation

On December 8, 2008, a purported Florida states @ason was filed in the U.S. District Court foetSouthern District of Florida,
Sydelle Ruderman individually and on behalf of all other similarly situated v. Washington National Insurance Company, Case No. 08-23401-
ClV-Cohn/Selzer. The plaintiff alleges that the inflation escalatigster on her policy of long-term care insurancerages to increase the
policy's lifetime maximum benefit, and that WashermgNational Insurance Company breached the cdrsastopping her benefits when they
reached the lifetime maximum. The Company takeptbsition that the inflation escalator only afettte per day maximum benefit. The
Plaintiff filed a motion for class certificationnd the motion has been fully briefed by both sidé€se court has not yet ruled on the motion or
set it for hearing. Additional parties have askwesl ¢ourt to allow them to intervene in the actamg on January 5, 2010, the court granted the
motion to intervene and granted the plaintiff's imotfor class certification. The court certified®) (3) Florida state class alleging damages
and a (B) (2) Florida state class alleging injuwnetielief. The parties reached a settlement ofB)€3) class in 2010, which has been
implemented. The amount recognized in 2010 relatede settlement in principle was not significemthe Company's consolidated financial
condition, cash flows or results of operations. plantiff filed a
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motion for summary judgment as to the (B) (2) clabich was granted by the court on September 8)20he Company has appealed the
court's decision and the appeal is pending. Omuzey 17, 2012, the Eleventh Circuit Court of Aplse&ferred the case to the Florida
Supreme Court, which accepted jurisdiction of theec We believe this case is without merit, anehidtto defend it vigorously.

On January 26, 2009, a purported class action aintpias filed in the United States District Coartthe Northern District of Illinois,
Samuel Rowe and Estella Rowe, individually and on behalf of themselves and all others similarly situated v. Bankers Life & Casualty Company
and Bankers Life Insurance Company of Illinois, Case No. 09CV491. The plaintiffs are alleging violation of CalifdemmBusiness and
Professions Code Sections 17200 et seq. and 175@@.e breach of common law fiduciary duty, breatimplied covenant of good faith and
fair dealing and violation of California Welfaredmstitutions Code Section 15600 on behalf ofgf@posed national class and seek injunctiv
relief, compensatory damages, punitive damagestiathey fees. The plaintiff alleges that the ddénts used an improper and misleading
sales and marketing approach to seniors thatttadésclose all facts, misuses consumers' confidfimiancial information, uses misleading
sales and marketing materials, promotes deferredites that are fundamentally inferior and lesluahle than readily available alternative
investment products and fails to adequately disctiker principal risks including maturity datesirender penalties and other restrictions
which limit access to annuity proceeds to a day®be the applicant's actuarial life expectancyirfiffs have amended their complaint
attempting to convert this from a California onlgss action to a national class action. In addjtiba amended complaint adds causes of actic
under the Racketeer Influenced and Corrupt Org#inizédct (“RICQO”); aiding and abetting breach ofificiary duty and for unjust
enrichment. On September 13, 2010, the court dsadi the plaintiff's RICO claims. On October 2B@, the plaintiffs filed a second
amended complaint re-alleging their RICO claims1 Nbarch 29, 2012, the court denied plaintiff's rootfor certification of a nationwide class
and denied plaintiff's motion for certification @fCalifornia class. The court allowed the plaintif€ opportunity to file a renewed motion for a
California class, which the plaintiff did on May,22012. On July 24, 2012, Bankers Life filed a raotfor summary judgment. We believe this
case is without merit, and intend to defend it vigsly.

On August 23, 2012, a purported class action wed fn the United States District Court for the thict of Massachusetts (Bostoibay
Glick, on behalf of herself and all others similarly situated, v. Bankers Life & Casualty Company, Case No. 1:12-cv-11579. The plaintiff is
seeking injunctive and declaratory relief and daesagyising from Bankers' alleged systematic busipeactices of delaying and/or denying
payment of claims for benefits provided for undsriealthcare insurance policies and recovery disgtosed interest that Bankers has charge
on any policyholders who paid premiums on a montinlymodal” basis (as opposed to paying premiumamannual basis). We believe this
case is without merit and intend to defend it vagely.

Regulatory Examinations and Fines

Insurance companies face significant risks reltaeggulatory investigations and actions. Regujaitavestigations generally result
from matters related to sales or underwriting pcast payment of contingent or other sales comuonssiclaim payments and procedures,
product design, product disclosure, additional poemcharges for premiums paid on a periodic basjal or delay of benefits, charging
excessive or impermissible fees on products, cimgnitie way cost of insurance charges are calcufatezbrtain life insurance products or
recommending unsuitable products to customers.ai®gin the ordinary course of our business, stiigeearious examinations, inquiries and
information requests from state, federal and ostaghorities. The ultimate outcome of these regmaactions cannot be predicted with
certainty. In the event of an unfavorable outcamene or more of these matters, the ultimate litgbinay be in excess of liabilities we have
established and we could suffer significant repotai harm as a result of these matters, whichccaldo have a material adverse effect on oul
business, financial condition, results of operationcash flows.

The states of Pennsylvania, lllinois, Texas, Fla@hd Indiana led a multistate examination of tmgjiterm care claims administration
and complaint handling practices of Senior Heatith Bankers Life, as well as the sales and markgtiagtices of Bankers Life. On May 7,
2008, we announced a settlement among the stataie regulators and Senior Health and Bankees Lihis examination covered the years
2005, 2006 and 2007. More than 40 states areepddithe settlement, which included a Senior Heale of up to $2.3 million , with up to an
additional $10 million payable, on the part of eittsenior Health and/or Bankers Life, in the etbatprocess improvements and benchmarks
are not met. The process improvement plan is baiogitored by the lead states, and pursuant tsdtitement agreement, the lead states are
conducting a re-examination of Bankers Life to @mnfcompliance with the process improvements anmtthmarks.
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In October 2008, Conseco Life mailed notice to agpnately 12,000 holders of its “Lifetrend” lifesnrance products to inform them
of: (i) changes to certain NGEs of their policierd (ii) the fact that certain policyholders where/ not paying premiums may have failed to
receive a notice that their policy was underfunded that additional premiums were required in ofdethe policyholders to maintain their
guaranteed cash values. In December 2008, Cohsfecmailed notice to approximately 16,086lders of its CIUL3+ universal life policies
inform them of an increase in certain NGEs wittpees to their policies. Prior to or around thedithat the notices were sent, Conseco Life
had informed the insurance regulators in a numbstades, including among others Indiana, lowafledida, of these matters and the plannec
communication with the impacted policyholders. &aVstates initiated regulatory actions and iriggiafter the notices were sent by Consecc
Life, and Conseco Life agreed to take no furthéioas with respect to those policies during thedasmty of a market conduct examination.

After working with various state insurance regutattm review the terms of the Lifetrend and ClUL33tlicies, Conseco Life reached a
settlement in principle with the regulators regagrissues involving these policies. During thisulagpry review process, Conseco Life had
been allowed to move forward with implementing M@E changes in its CIUL3+ policies while the regata continued their review. Consi
Life had also resumed the administration of itetrénd policies with administrative changes in elbat did not implement the NGE changes
pending execution of the final settlement agreemétft the regulators. On June 30, 2010, we annediticat Conseco Life had finalized a
regulatory settlement agreement that requiresstablishment of a $10 million fund for certain owsef its Lifetrend life insurance products
and the payment of a $1 million assessment togyaating jurisdictions. Forty-seven jurisdictiomspresenting almost 98% percent of the
Lifetrend policyholders, have signed the settlenagmeement. Conseco Life has notified consumetiseo§ettlement and the increase in their
NGEs. As previously disclosed, we accrued forfit@ncial impact of the settlement in our consdidbfinancial statements for y-end 200¢

In August 2011, we were notified of an examinatiofbe done on behalf of a number of states foptlrpose of determining complian
with unclaimed property laws by the Company anditissidiaries. We are continuing to provide infation to the examiners in response to
their requests. A total of 34 states and the RQistri Columbia are currently participating in tlelsamination.

On April 5, 2012, we reported that our subsidigrigsnkers Life and BLC Financial Services, Incbreker-dealer licensed in lllinois
("BLCFS”) (collectively “Bankers”), have reachedsattlement with the State of Maine Office of Setiesiand three other state securities
regulators regarding allegations that Bankers htelaas a broker-dealer and investment advisomowitproper state licensing. Since 2005,
Bankers Life and BLCFS had operated under arrangsnéth unaffiliated broker-dealers (licensed linstates in which Bankers Life
operates) under which insurance agents with Barlkégsvho became licensed as registered represeasatnd/or investment advisor
representatives of the unaffiliated brokkyaler provided brokerage and investment advisemyices to customers under the exclusive contt
the unaffiliated broker-dealer. Following this satient, Bankers Life has continued its arrangeméatreby registered representatives of the
unaffiliated broker-dealer, who are financial advis handle any securities transactions, and BL&#sSeen eliminated from its prior role. By
putting this legacy issue behind it, Bankers Ligdidwes that this settlement provides additionatityl between the roles of agents and financia
advisors and allows the company to continue togamuproviding the products and services its custsmeed. The consent order issued by
Maine in connection with this settlement includasaaknowledgement by the state that the conduBaiokers Life and BLCFS has resulted in
no known direct consumer harm and that licensedtage representatives of licensed broker-dealeirsvestment advisors other than Bankers
participated in all securities transactions anlbedtions that were registered with the appropisateurities authorities as brok#ealer location
of broker-dealers other than Bankers. The settl¢mevides for the payment by Bankers of $9.9 millamong the states where these dual
agents were located for the period from 2005 - 2@8khkers also agreed to pay certain costs ofnbestigation as well as past licensing and
registration fees. CNO recorded a pre-tax charggpfoximately $10 million in the first quarter2012 related to this settlement.
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CONSOLIDATED STATEMENT OF CASH FLOWS
The following disclosures supplement our consoéidagtatement of cash flows.

The following reconciles net income to net cashvjghed by operating activities (dollars in millions)

Nine months ended

September 30,
2012 2011
Cash flows from operating activities:

Net income $ 119.¢ $ 271.C

Adjustments to reconcile net income to net caskigeal by operating activities:
Amortization and depreciation 235.2 243.¢
Income taxes (87.9) (69.9)
Insurance liabilities 242.¢ 244 ¢
Accrual and amortization of investment income (123.]) 62.¢
Deferral of policy acquisition costs (141.9) (164.9)
Net realized investment gains (63.9) (38.6)
Loss on extinguishment of debt 199.2 3.1
Other 43.c 10.Z
Net cash provided by operating activities $ 4246 $ 562.2

Non-cash items not reflected in the investing andrfcing activities sections of the consolidatedeshent of cash flows (dollars in
millions):

Nine months ended
September 30,
2012 2011
Stock option and restricted stock plans $ 107 $ 10.2

INVESTMENTS IN VARIABLE INTEREST ENTITIES

Based on our assessment, we have concluded thaevike primary beneficiary with respect to certainable interest entities (“VIE¥’
which are consolidated in our financial statemefitse following is a description of our significantestments in VIESs:

All of the VIEs are collateralized loan trusts tare established to issue securities and usertioe@ds to principally invest in corpor
loans and other permitted investments (includimgwa VIE which was consolidated in the first quadER012). The assets held by the trusts
are legally isolated and not available to the Camyparl he liabilities of the VIEs are expected todagisfied from the cash flows generated by
the underlying loans held by the trusts, not frbm dassets of the Company. Repayment of the renggimincipal balance of the borrowings of
the VIEs is based on available cash flows fromabsets. The Company has no further commitmerntetvIEs.

Certain of our insurance subsidiaries are notelsldethe VIEs. Another subsidiary of the Comp@the investment manager for the

VIEs. As such, it has the power to direct the nsigificant activities of the VIEs which materialmpacts the economic performance of the
VIEs.
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The following table provides supplemental inforratabout the assets and liabilities of the VIEsalhiave been consolidated in

accordance with authoritative guidance (dollamnilions):

Assets:
Investments held by variable interest entities
Notes receivable of VIEs held by insurance subsiia
Cash and cash equivalents held by variable interggtes
Accrued investment income
Income tax assets, net
Other assets
Total assets
Liabilities:
Other liabilities
Borrowings related to variable interest entities
Notes payable of VIEs held by insurance subsidiarie

Total liabilities

Assets:
Investments held by variable interest entities
Notes receivable of VIEs held by insurance subgieha
Cash and cash equivalents held by variable interggtes
Accrued investment income
Income tax assets, net
Other assets
Total assets
Liabilities:
Other liabilities
Borrowings related to variable interest entities
Notes payable of VIEs held by insurance subsidiarie

Total liabilities
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September 30, 2012

Net effect on
consolidated

VIEs Eliminations balance sheet
829.« §$ — 3 829.¢
— (78.5) (78.5)
48.2 — 48.2
3.¢ — 3.¢
3.2 (2.9 .9
10.¢ — 10.¢
895.¢ $ (80.§) $ 814.¢
52.C $ 2.9 % 49.7
766.¢ — 766.¢
82.t (82.5) —
901« $ (84.¢) $ 816.¢
December 31, 2011

Net effect on

consolidated
VIEs Eliminations balance sheet
496.. % — % 496.:
— (45.9) (45.9)
74.4 — 74.4
1.7 — 1.7
6.€ (1.9 5.4
7.7 — 7.7
586.¢ $ (46.7) $ 540.2
30.2 % () $ 30.2
519.¢ — 519.¢
49.2 (49.9 —
599.t §% (49.9) $ 550.1
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The investment portfolios held by the VIEs are ity comprised of corporate fixed maturity sedestwhich are almost entirely rated
as below-investment grade securities. At Septerd®e2012 , such securities had an amortized dd&&82v.7 million ; gross unrealized gains
of $5.0 million ; gross unrealized losses of $3iBiom ; and an estimated fair value of $829.4 roiil .

The following table sets forth the amortized cosd astimated fair value of the investments heldheyVIEs at September 30, 2012 , by
contractual maturity. Actual maturities will differom contractual maturities because borrowers hee the right to call or prepay obligatic
with or without penalties.

Estimated
Amortized fair
cost value
(Dollars in millions)
Due in one year or less $ 3C % 3.C
Due after one year through five years 413.¢ 413.1
Due after five years through ten years 410.¢ 413.2
Total $ 827.7 $ 829.¢

During the first nine months of 2012 , we recogdiret realized investment losses on the VIE inveatsof $.1 million , which were
comprised of $.3 million of net gains from the sabdé fixed maturities, and $.4 million of writedosnf investments for other than temporary
declines in fair value recognized through net ineor®uring the first nine months of 2011 , we ratdegd net realized investment losses on th
VIE investments of $.2 million , which were compdsof $3.3 million of net gains from the salesigéél maturities, and $3.5 million of
writedowns of investments for other than tempodeglines in fair value recognized through net ineom

At September 30, 2012 , there were no investmegitsby the VIEs that were in default.

During the first nine months of 2012 , $28.0 mitliof investments held by the VIEs were sold whigsuited in gross investment losses
(before income taxes) of $.2 million .

At September 30, 2012, the VIEs held: (i) investis with a fair value of $228.8 million and grossealized losses of $1.7 millichat
had been in an unrealized loss position for leas ttvelve months; and (ii) investments with a failue of $74.7 million and gross unrealized
losses of $1.6 million that had been in an unredlibss position for greater than twelve months.

The investments held by the VIEs are evaluatedttoer-than-temporary declines in fair value in anmex that is consistent with the
Company’s fixed maturities, available for sale.

In addition, the Company, in the normal courseusibess, makes passive investments in structucedises issued by VIEs for which
the Company is not the investment manager. Thesetwred securities include asset-backed secsiriti@lateralized debt obligations,
commercial mortgage-backed securities, residem@atgage-backed securities and collateralized ragggbligations. Our maximum
exposure to loss on these securities is limitesltocost basis in the investment. We have detednihat we are not the primary beneficiary of
these structured securities due to the relative aliour investment in comparison to the total gipal amount of the individual structured
securities and the level of credit subordinatioricllreduces our obligation to absorb gains or lesse

At September 30, 2012 , we hold investments inouerlimited partnerships, in which we are not thepry beneficiary, totaling $28.3
million (classified as other invested assets).SAptember 30, 2012 , we had unfunded commitmeritese partnerships of $20.0
million . Our maximum exposure to loss on thesegtments is limited to the amount of our investmen
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FAIR VALUE MEASUREMENTS

Fair value is the price that would be receiveddiban asset or paid to transfer a liability inaaderly transaction between market
participants at the measurement date and, there&peesents an exit price, not an entry price. Cafey certain assets and liabilities at fair
value on a recurring basis, including fixed matesit equity securities, trading securities, invesita held by VIEs, derivatives, cash and cash
equivalents, separate account assets and embeeddeatiges. We carry our company-owned life inswwepolicy, which is backed by a series
of mutual funds, at its cash surrender value amchedge fund investments at their net asset vaindmth cases, we believe these values
approximate their fair values. In addition, we thse fair value for certain financial instrumeritgluding mortgage loans and policy loans,
insurance liabilities for interest-sensitive protyénvestment borrowings, notes payable and bangswelated to VIEs.

The degree of judgment utilized in measuring thieviaue of financial instruments is largely depenton the level to which pricing is
based on observable inputs. Observable inputsctafiarket data obtained from independent souvdgite unobservable inputs reflect our
view of market assumptions in the absence of olbdéevmarket information. Financial instrumentshwitadily available active quoted prices
would be considered to have fair values based ehitihest level of observable inputs, and littidgomnent would be utilized in measuring fair
value. Financial instruments that rarely trade Maiten have fair value based on a lower levadligervable inputs, and more judgment wc
be utilized in measuring fair value.

Valuation Hierarchy
There is a three-level hierarchy for valuing assetgabilities at fair value based on whether itgpare observable or unobservable.

* Level 1 —includes assets and liabilities valusihg inputs that are unadjusted quoted pricesiive markets for identical assets or
liabilities. Our Level 1 assets primarily includash and exchange traded securities.

» Level 2 — includes assets and liabilities valusihg inputs that are quoted prices for similae#sin an active market, quoted prices
for identical or similar assets in a market thaids active, observable inputs, or observable sithat can be corroborated by market
data. Level 2 assets and liabilities include tHosncial instruments that are valued by indepengeicing services using models or
other valuation methodologies. These models anegpily industry-standard models that consider masiinputs such as interest rate,
credit spread, reported trades, broker/dealer gqusuer spreads and other inputs that are olideroaderived from observable
information in the marketplace or are supportedhbservable levels at which transactions are exddntthe marketplace. Financial
assets in this category primarily include: cerfaiblic and privately placed corporate fixed majusiecurities; certain government or
agency securities; certain mortgage and asset-Oadaurities; certain equity securities; most itmesits held by our consolidated
VIEs; certain mutual fund and hedge fund investrsieaihd most short-term investments; and non-exahénagled derivatives such as
call options to hedge liabilities related to owefil index annuity products. Financial liabilitiesthis category include investment
borrowings, notes payable and borrowings related s.

» Level 3 —includes assets and liabilities valusihg unobservable inputs that are used in moasdd valuations that contain
management assumptions. Level 3 assets andtibiinclude those financial instruments whosevalue is estimated based on non-
binding broker prices or internally developed msd®i methodologies utilizing significant inputs fatsed on, or corroborated by,
readily available market information. Financiadets in this category include certain corporatesges (primarily certain below-
investment grade privately placed securities) aberttructured securities, mortgage loans, and ¢iss liquid securities. Financial
liabilities in this category include our insurar@ilities for interest-sensitive products, whicitludes embedded derivatives
(including embedded derivatives related to ourdikalex annuity products and to a modified coinsaesarrangement) since their
values include significant unobservable inputsudiig actuarial assumptions.

At each reporting date, we classify assets anditiab into the three input levels based on thedst level of input that is significant to
the measurement of fair value for each asset abdity reported at fair value. This classificatis impacted by a number of factors, including
the type of financial instrument, whether the fici@hinstrument is new to the market and not y&ldished, the characteristics specific to the
transaction and overall market conditions. Ouesssient of the significance of a particular inpute fair value measurement and the ultir
classification of each asset and liability requjtetgment and is subject to change from periodetiod based on the observability of the
valuation inputs. Any transfers between levels are
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reported as having occurred at the beginning op#red. There were no significant transfers betwleevel 1 and Level 2 in the first nine
months of 2012 .

The vast majority of our fixed maturity and equsscurities, including those held in trading poitsland those held by consolidated
VIEs, shortterm and separate account assets use Level 2 iigpute determination of fair value. These fatues are obtained primarily frc
independent pricing services, which use Level 2iigfior the determination of fair value. Substalhtiall of our Level 2 fixed maturity
securities and separate account assets were atuedndependent pricing services. Third partyipig services normally derive the security
prices through recently reported trades for idehiic similar securities making adjustments throtighreporting date based upon available
market observable information. If there are n@ntly reported trades, the third party pricing g&s may use matrix or model processes to
develop a security price where future cash floweexations are developed and discounted at an éstimiak-adjusted market rate. The
number of prices obtained for a given securitydpehdent on the Company’s analysis of such prisdsreher described below.

For securities that are not priced by pricing ssgiand may not be reliably priced using pricinglei®, we obtain broker quotes. These
broker quotes are non-binding angpresent an exit price, but assumptions usedablesh the fair value may not be observable aeddfore
represent Level 3 inputs. Approximately 22 peradrdur Level 3 fixed maturity securities were veduusing unadjusted broker quotes or
broker-provided valuation inputs. The remainingéle3 fixed maturity investments do not have readéterminable market prices and/or
observable inputs. For these securities, we usenilly developed valuations. Key assumptionsl tsaletermine fair value for these
securities may include risk-free rates, risk premsuperformance of underlying collateral and ofhetors involving significant assumptions
which may not be reflective of an active marketr €ertain investments, we use a matrix or modet¢ss to develop a security price where
future cash flow expectations are developed armbdisted at an estimated market rate. The priciagixnutilizes a spread level to determine
the market price for a security. The credit sprgewlerally incorporates the issuer’s credit ratind other factors relating to the issuer’s
industry and the security’s maturity. In someamstes issuer-specific spread adjustments, whiclbegositive or negative, are made based
upon internal analysis of security specifics sugtiquidity, deal size, and time to maturity.

As the Company is responsible for the determinatiofair value, we have control processes desigoeshsure that the fair values
received from third-party pricing sources are reatte and the valuation techniques and assumpiged appear reasonable and consistent
with prevailing market conditions. Additionally, wh inputs are provided by third-party pricing s@sove have controls in place to review
those inputs for reasonableness. As part of theiseats, we perform monthly quantitative and quilite analysis on the prices received from
third parties to determine whether the prices assonable estimates of fair value. The Compamasdyais includes: (i) a review of the
methodology used by third party pricing servicéwhere available, a comparison of multiple pnigiservices’ valuations for the same
security; (iii) a review of month to month priceidtuations; (iv) a review to ensure valuationsrareunreasonably stale; and (v) back testing t
compare actual purchase and sale transactionsalithtions received from third parties. As a restisuch procedures, the Company may
conclude the prices received from third partiesratereflective of current market conditions. hos$e instances, we may request additional
pricing quotes or apply internally developed valwad. However, the number of instances is insigaift and the aggregate change in value o
such investments is not materially different frdma briginal prices received.

The categorization of the fair value measuremehtaipinvestments priced by independent pricingises was based upon the
Company'’s judgment of the inputs or methodologsduby the independent pricing services to valfferdnt asset classes. Such inputs
include: benchmark yields, reported trades, brolealer quotes, issuer spreads, benchmark sesubtis, offers and reference data. The
Company categorizes such fair value measuremesésihgon asset classes and the underlying obsemabhobservable inputs used to v
such investments.

Except for exchange traded derivatives which amssified as Level 1, the fair value measurememtddavative instruments, including
embedded derivatives requiring bifurcation, aredeined based on the consideration of several snpatuding closing exchange or over-the-
counter market price quotations; time value an@tidl factors underlying options; market intereates; and non-performance risk. For
certain embedded derivatives, we may use actuassalmptions in the determination of fair value.

The categorization of fair value measurementsnputilevel, for our financial instruments carrigdair value on a recurring basis at
September 30, 2012 is as follows (dollars in nil&j
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Quoted prices in active

markets Significant other Significant
for identical assets or ~ observable unobservable
liabilities inputs inputs
(Level 1) (Level 2) (Level 3) Total
Assets:
Fixed maturities, available for sale:
Corporate securities $ — S 16,506.: $ 317 $ 16,823
United States Treasury securities and obligatidriiénited States government
corporations and agencies — 171.1 — 171.1
States and political subdivisions — 2,048.: — 2,048.:
Debt securities issued by foreign governments — .8 — .8
Asset-backed securities — 1,433.¢ 42.¢ 1,476.
Collateralized debt obligations — — 332.( 332.(
Commercial mortgage-backed securities — 1,540.: 2.3 1,542.¢
Mortgage pass-through securities — 18.2 2.C 20.z
Collateralized mortgage obligations = 2,284.; 43.1 2,327.
Total fixed maturities, available for sale — 24,002.¢ 739.t 24,742.:
Equity securities:
Corporate securities 20.5 119.2 2.2 141.¢
Venture capital investments = = 38.1 38.1
Total equity securities 20.t 119.2 40.2 180.(
Trading securities:
Corporate securities — 49.% .6 49.¢
United States Treasury securities and obligatidrénited States government
corporations and agencies — 4.¢ — 4.¢
States and political subdivisions — 17.1 — 17.1
Asset-backed securities — 50.2 — 50.2
Collateralized debt obligations — — 7.C 7.C
Commercial mortgage-backed securities — 43.€ — 43.€
Mortgage pass-through securities — 2 — 2
Collateralized mortgage obligations — 24.1 — 24.1
Equity securities .9 14 — 2.2
Total trading securities .9 190.¢ 7.€ 199.¢
Investments held by variable interest entitiesrpotate securities — 829.¢ — 829.¢
Other invested assets:
Company-owned life insurance — 112.% — 112.%
Hedge funds — 16.2 — 16.2
Derivatives — 81.¢ — 81.¢
Total other invested assets — 210.¢ — 210.
Cash and cash equivalents - unrestricted:
Cash 202.( — — 202.(
Cash equivalents and short-term investments — 213.2 — 213.:
Total cash and cash equivalents - unrestricted 202.( 213 — 415.2
Cash and cash equivalents held by variable interggtes 48.2 — — 48.2
Assets held in separate accounts — 15.7 — 15.7
Total assets carried at fair value by category $ 271¢  $ 25581 $ 7874 $ 26,640

Liabilities:

Liabilities for insurance products:



Interest-sensitive products - embedded derivatigssciated with fixed index annuity

products $ —  $ — 3 737.¢  $ 737.¢
Interest-sensitive products - embedded derivatgssciated with modified coinsuranc

agreement — — 6.C 6.C

Total liabilities for insurance products — — 743.¢ 743.¢

Total liabilities carried at fair value by category $ — 8 — 8 743¢  $ 743.¢
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For those financial instruments disclosed at falug, we use the following methods and assumptmdgtermine the estimated fair
values:

Mortgage loans and policy loans. We discount future expected cash flows for Idankided in our investment portfolio based on
interest rates currently being offered for simitzans to borrowers with similar credit ratings. aggregate loans with similar characteristics i
our calculations. The fair value of policy loanmgpeoximates their carrying value.

Insurance liabilities for interest-sensitive products. We discount future expected cash flows basedi@ndst rates currently being
offered for similar contracts with similar matueii.

Investment borrowings, notes payable and borrowings related to variable interest entities. For publicly traded debt, we use current fair
values. For other notes, we use discounted cashdhalyses based on our current incremental bangprates for similar types of borrowing
arrangements.

The fair value measurements for our financial unsients disclosed at fair value on a recurring basisas follows (dollars in millions):

September 30, 2012 December 31, 2011
Quoted prices
in active Significant
markets for other Significant
identical asset  observable unobservable Total Total Total Total
or liabilities inputs inputs estimated carrying estimated  carrying
(Level 1) (Level 2) (Level 3) fair value amount fair value amount
Assets:
Mortgage loans $ —  $ — 3 1,718 $ 1,718¢1 $ 1,597. $ 1,735. $ 1,602.¢
Policy loans — 274.1 — 274.1 274.1 279.7 279.7
Liabilities:
Insurance liabilities for interest-sensitive proguexcluding
embedded derivatives (a) — — 12,186. 12,186. 12,186. 13,165.! 13,165.!
Investment borrowings — 1,702.! — 1,702t 1,650.¢ 1,735.° 1,676.!
Borrowings related to variable interest entities — 748.% — 748.% 766.¢ 485.1 519.¢
Notes payable — direct corporate obligations —  1,114. — 1,114. 1,035.: 978.c 857.¢

(&) The estimated fair value of insurance lialeditfor interest-sensitive products was approxitgiaqual to its carrying value at
September 30, 2012 . This was because interest catdited on the vast majority of account balsaproximate current rates paid on
similar products and because these rates are netaly guaranteed beyond one year.
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The categorization of fair value measurementsnpuytilevel, for our fixed maturity securities, eyusecurities, trading securities, cert
other invested assets, assets held in separaterds@nd embedded derivative instruments includdi@bilities for insurance products at
December 31, 2011 is as follows (dollars in milBjn

Quoted prices in

active markets  Significant other Significant
for identical asset observable unobservable
or liabilities inputs inputs
(Level 1) (Level 2) (a) (Level 3) (a) Total
Assets:
Fixed maturities, available for sale:
Corporate securities $ — 3 15,594.. $ 278.1 $ 15,872
United States Treasury securities and
obligations of United States government
corporations and agencies — 303.¢ 1.€ 305.¢
States and political subdivisions — 1,952.: 2.1 1,954
Debt securities issued by foreign governments — 1.4 — 1.4
Asset-backed securities — 1,334.; 79.7 1,414.(
Collateralized debt obligations — — 327.: 327.:
Commercial mortgage-backed securities — 1,415.° 17.: 1,433.(
Mortgage pass-through securities — 29.¢ 2.2 32.C
Collateralized mortgage obligations — 2,051.: 124.¢ 2,176.(
Total fixed maturities, available for sale — 22,682.! 833.] 23,516.(
Equity securities 17.¢ 87.2 69.¢ 175.1
Trading securities:
Corporate securities — 67.€ — 67.€
United States Treasury securities and
obligations of United States government
corporations and agencies — 4.9 — 4.9
States and political subdivisions — 15.€ — 15.€
Asset-backed securities — 1 — 1
Commercial mortgage-backed securities — — A4 A4
Mortgage pass-through securities — 2 — 2
Collateralized mortgage obligations — 4 — 7
Equity securities g 1.4 — 2.1
Total trading securities g 90.t A4 91.€
Investments held by variable interest entities — 496.: — 496.:
Other invested assets — 159.¢ (b) — 159.¢
Assets held in separate accounts — 15.C — 15.C
Liabilities:
Liabilities for insurance products:
Interest-sensitive products — — 669.6 (c) 669.¢

(a) We revised the hierarchy classification of certied maturities, equity securities, trading settesi and other invested assets a
believe the observability of the inputs more clgsepresent Level 2 valuations.
(b) Includes compangwned life insurance and derivativ
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(¢) Includes $666.3 million of embedded derivasivassociated with our fixed index annuity produstsl $3.5 millionof embedde
derivatives associated with a modified coinsuraagpeement.

The following table presents additional informatetout assets and liabilities measured at fairevalua recurring basis and for which we

have utilized significant unobservable (Level J)uts to determine fair value for the three montideel September 30, 2012 (dollars in
millions):

September 30, 2012

Amount of total
gains (losses) fc
the three months

ended
September 30,
Total realized and 2012 included i
unrealized gains our net income
Purchases, Total realized (losses) included relating to assets
Beginning sales, and unrealized in accumulated and liabilities
balance as of issuances and gains (losses) other Transfers Transfers ou Ending balance still held as of
June 30, 2012 settlements, included in net comprehensive into Level of Level 3  as of September the reporting
(a) net (c) income income (loss) 3 (b) 30, 2012 date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 321.C $ 140 $ —  $ 72 $ 128 % (375 $ 3172 % =
United States Treasury
securities and obligations of
United States government
corporations and agencies 1.t (1.5) — — — — — —
States and political
subdivisions 16.C — — — — (16.0) — —
Asset-backed securities 23.C 15.C — 5.t — (.7 42.¢ —
Collateralized debt
obligations 330.1 (6.3) — 8.2 — — 332.( —
Commercial mortgage-
backed securities — — — — 2.2 — 2.3 —
Mortgage pass-through
securities 2.1 (.2) — — — — 2.C —
Collateralized mortgage
obligations 4.t (2.9) 1 1.C 44.¢ 4.3 43.1 —
Total fixed maturities,
available for sale 698.2 18.c 1 22.C 59.4 (58.5) 739.5 —
Equity securities:
Corporate securities 3.2 (2.0) — — — — 2.2 —
Venture capital investments 58.C — (23.)) 3.2 — — 38.1 (23.))
Total equity securities 61.2 (2.0) (23.7) 3.2 — — 40.: (23.7)
Trading securities:
Corporate securities — — — — .6 — .6 —
States and political subdivisions 5 — — — — (.5) — —
Collateralized debt obligations 34 2.8 — .8 — — 7.C .8
Total trading securities 3.8 2.8 — .8 .6 (.5 7.€ .8
Liabilities:
Liabilities for insurance
products:
Interest-sensitive products (705.9) (22.7) (15.9) — — — (743.9) (15.9)
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(&) We revised the hierarchy classification otaerfixed maturities, equity securities, tradirgggrities and other invested assets as we
believe the observability of the inputs more clgsepresent Level 2 valuations.

(b) For our fixed maturity securities, the majpiaf our transfers out of Level 3 are the resulbbtaining a valuation from an independent
pricing service at the end of the period, wherehmler quote was used as of the beginning of en@g.

(c) Purchases, sales, issuances and settlementgpressent the activity that occurred during theqakthat results in a change of the
or liability but does not represent changes invalue for the instruments held at the beginninthefperiod. Such activity primarily
consists of purchases and sales of fixed matunitiyesjuity securities and changes to embedded deavastruments related to
insurance products resulting from the issuancesof contracts, or changes to existing contracte following summarizes such
activity for the three months ended September 802Zdollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 27.C $ (13.0 $ — — 14.C
United States Treasury securities and
obligations of United States governm
corporations and agencies — (1.9 — — (1.5
Asset-backed securities 15.C — — — 15.C
Collateralized debt obligations — (6.9 — — (6.9
Mortgage pass-through securities — (.1 — — (-1
Collateralized mortgage obligations 11.C (13.¢) — — (2.9
Total fixed maturities, available for
sale 53.C (34.9) — — 18.2
Equity securities - corporate securities — (2.0 — — (1.0
Trading securities - collateralized debt
obligations 2.8 — — — 2.8
Liabilities:
Liabilities for insurance products:
Interest-sensitive products (23.5) 2 (10.2) 10.¢ (22.7)
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The following table presents additional informatelyout assets and liabilities measured at fairevatua recurring basis and for which we
have utilized significant unobservable (Level J)uts to determine fair value for the nine monthdeshSeptember 30, 2012 (dollars in
millions):

September 30, 2012

Amount of total
gains (losses) fc
the nine months

ended
September 30,
Total Total realized and 2012 included ir
realized and unrealized gains our net income
Purchases, unrealized  (losses) included relating to assets
Beginning sales, gains in accumulated and liabilities
balance as of issuancesand  (losses) other Transfers Transfers ou Ending balance  still held as of
December 31, settlements, included in comprehensive into Level of Level 3  as of September the reporting
2011 (a) net (c) net income income (loss) 3 (b) 30, 2012 date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 2781 $ 54¢ $ —  $ 94 $ 675 % 926 $ 3172 % =
United States Treasury
securities and obligations of
United States government
corporations and agencies 1€ (1.€) — — — — — —
States and political
subdivisions 2.1 — — — — (2.2 — —
Asset-backed securities 79.7 114 (-2 5.8 5 (54.9) 42.¢ —
Collateralized debt
obligations 327.: (11.¢) — 16.2 — — 332.( —
Commercial mortgage-
backed securities 17.2 — — A — (15.)) 2.2 —
Mortgage pass-through
securities 2.2 (-2 — — — — 2.C —
Collateralized mortgage
obligations 124.¢ 30.C (.1 14 — (113.0 43.1 —
Total fixed maturities,
available for sale 833.1 82.¢ (-3 33.C 68.C (277.2) 739.5 —
Equity securities:
Corporate securities 6.4 (2.0) (3.9) .6 — — 2.2 (3.9)
Venture capital investments 63.5 — (26.0) .6 — — 38.1 (26.0)
Total equity securities 69.¢ (2.0) (29.¢) 1.2 — — 40.: (29.9)
Trading securities:
Corporate securities — — — A 15 — .6 1
States and political subdivisions — — — — — — — —
Collateralized debt obligations — 7.C — — — — 7.C —
Commercial mortgage-backed
securities 4 — — — — (.4 — —
Total trading securities 4 7.C — A 15 (@) 7.€ 1
Liabilities:
Liabilities for insurance
products:
Interest-sensitive products (669.9) (52.)) (22.0 — — — (743.9) (22.0
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(&) We revised the hierarchy classification otaerfixed maturities, equity securities, tradirgggrities and other invested assets as we
believe the observability of the inputs more clgsepresent Level 2 valuations.

(b) For our fixed maturity securities, the majpiaf our transfers out of Level 3 are the resulbbtaining a valuation from an independent
pricing service at the end of the period, wherehmler quote was used as of the beginning of en@g.

(c) Purchases, sales, issuances and settlementgpressent the activity that occurred during theqakthat results in a change of the
or liability but does not represent changes invalue for the instruments held at the beginninthefperiod. Such activity primarily
consists of purchases and sales of fixed matunitiyesjuity securities and changes to embedded deavastruments related to
insurance products resulting from the issuancesof contracts, or changes to existing contracte following summarizes such
activity for the nine months ended September 3@23dollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 70.2 $ (15.9) $ — — 54.¢
United States Treasury securities and
obligations of United States governm
corporations and agencies — (1.6) — — (1.6)
Asset-backed securities 15.C (3.6 — — 11.¢
Collateralized debt obligations 30.1 (41.7) — — (11.¢
Mortgage pass-through securities — (-2 — — (-2
Collateralized mortgage obligations 45 (15.3) — — 30.C
Total fixed maturities, available for
sale 160.7 (77.9) — — 82.¢
Equity securities - corporate securities — (2.0 — — (1.0
Trading securities - collateralized det
obligations 7.C — — — 7.C
Liabilities:
Liabilities for insurance products:
Interest-sensitive products (75.9) 41.¢ (50.€ 31.¢ (52.7)
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The following table presents additional informatamivout assets and liabilities measured at fairevatua recurring basis and for which
we have utilized significant unobservable (Leveirputs to determine fair value for the three merehded September 30, 2011 (dollars in
millions):

September 30, 2011

Amount of total

gains (losses) for
the three months
ended September

Total realized an 30, 2011 included
unrealized gains in our net income
Purchases, Total realized an  (losses) included relating to assets
Beginning sales, issuances unrealized gains in other Ending balance and liabilities still
balance as of and settlement: (losses) included comprehensive  Transfers  Transfers out as of September held as of the
June 30, 2011 net (a) in net income income (loss) into Level 3 of Level 3 30, 2011 reporting date
Assets:
Fixed maturities, available for sale:
Corporate securities $ 361.6  $ (1112 $ 4¢  $ 54 $ 5 % 7.6 $ 2438 $ =
United States Treasury securities
and obligations of United States
government corporations and
agencies 1.7 — — — — — 17 —
States and political subdivisions — — — 1 2.C — 21 —
Asset-backed securities 170.7 1.2 — — 4.1 (113.9) 62.€ —
Collateralized debt obligations 193t 721 — (6.2) — — 260.1 —
Mortgage pass-through securities 3.z (.2 — — — — 3.C —
Collateralized mortgage obligatior 204.1 3.€ — 7 — (30.2) 178.2 —
Total fixed maturities, available
for sale 935.( (33.9 4.9 0.1 6.€ (161.7) 751.t —
Equity securities 44.¢ 27.¢ — (:3) — — 71.€ —
Trading securities:
Collateralized mortgage obligatior — — — — — — — —
Total trading securities e — — — — — e e
Investments held by variable
interest entities:
Corporate securities — — — — — — — —
Liabilities:
Liabilities for insurance products:
Interest-sensitive products (613.9 16.2 (44.¢) — — — (641.9 (44.¢)

(a) Purchases, sales, issuances and settlementgpresent the activity that occurred during theqakthat results in a change of the
or liability but does not represent changes invalue for the instruments held at the beginninthefperiod. Such activity primarily
consists of purchases and sales of fixed matunityesjuity securities and changes to embedded dgevastruments related to
insurance products resulting from the issuancesof contracts, or changes to existing contracte fohowing summarizes such
activity for the three months ended September @01Zdollars in millions):
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Purchases, sales,
issuances and
Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 1.8 (113.0) — 3 — 3 (111.9)
Asset-backed securities 4.2 (3.0 — — 1.2
Collateralized debt obligations 84.Z (11.59) — — 72.1
Mortgage pass-through securities — (-2 — — (-2
Collateralized mortgage obligations 20.5 (16.9) — — 3.€
Total fixed maturities, available for
sale 110.7 (144.¢) — — (33.9
Equity securities 27.F — — — 27.2
Liabilities:
Liabilities for insurance products:
Interest-sensitive products (33.7) 417 (2.6) 10.2 16.2
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The following table presents additional informatamivout assets and liabilities measured at fairevalua recurring basis and for which
we have utilized significant unobservable (Leveirputs to determine fair value for the nine morehded September 30, 2011 (dollars in
millions):

September 30, 2011

Amount of total
gains (losses) for
the nine months
ended September

Total realized and 30, 2011 included
unrealized gains in our net income
Purchases, Total realized and (losses) included relating to assets
Beginning balanc  sales, issuances unrealized gains in other Ending balance as and liabilities still
as of December and settlements, (losses) included comprehensive Transfers  Transfers out of September 30,  held as of the
31, 2010 net (a) in net income income (loss) into Level 3 of Level 3 2011 reporting date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 1,907.¢ % (289.0 $ 16.) $ 127 % 39.C $ (14106 $ 243¢  $ (11.5)
United States Treasury
securities and obligations of
United States government
corporations and agencies 2.C — — (.3 — — 1.7 —
States and political
subdivisions 2t 2.9 (.1) 5 2.C — 21 —
Asset-backed securities 182.2 (.6) — 2.E 15.1 (136.7) 62.€ —
Collateralized debt obligation: 256.5 3.t 1.8 .7 — — 260.1 —
Mortgage pass-through
securities 3.t (.5 — — — — 3.C —
Collateralized mortgage
obligations 197.1 48.E (2.9 3.z 5.¢ (74.9) 178.2 =
Total fixed maturities,
available for sale 2,551.° (240.9 (16.5) 16.¢ 62.C (1,621.) 751.t (11.5)
Equity securities 6.¢ 64.C — 7 — — 71.€ —
Trading securities:
Collateralized mortgage
obligations A4 (.4) — — — — — —
Total trading securities 4 (.4) — — — — — —
Investments held by variable
interest entities:
Corporate securities 6.7 (7.9 1kt (.3 — — — —
Liabilities:
Liabilities for insurance
products:
Interest-sensitive products (553.%) (35.0 (53.7) — — — (641.9) (53.7)

(a) Purchases, sales, issuances and settlementgpresent the activity that occurred during theqakthat results in a change of the
or liability but does not represent changes invalue for the instruments held at the beginninthefperiod. Such activity primarily
consists of purchases and sales of fixed matunityesjuity securities and changes to embedded deavastruments related to
insurance products resulting from the issuancesof contracts, or changes to existing contracte following summarizes such
activity for the nine months ended September 3@13dollars in millions):
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Purchases, sales,
issuances and
Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 18 $ (290.¢) $ — 3 — 3 (289.0)
States and political subdivisions — (2.9 — — (2.9
Asset-backed securities 4.1 4.7 — — (.6)
Collateralized debt obligations 106.¢ (103.)) — — 3.t
Mortgage pass-through securities — (.5) — — (.5)
Collateralized mortgage obligations 94.t (46.0 — — 48.F
Total fixed maturities, available for
sale 207.C (447.9 — — (240.9
Equity securities 64.C — — — 64.C
Trading securities:
Collateralized mortgage obligations — (4 — — (.4
Investments held by variable
interest entities:
Corporate securities — (7.9 — — (7.9
Liabilities:
Liabilities for insurance products:
Interest-sensitive products (85.5) 51.¢ (28.9 27.1 (35.0

At September 30, 2012 , 89 percent of our Levéx&f maturities, available for sale, were investtrggade and 45 percent and 43
percent of our Level 3 fixed maturities, availafie sale, consisted of collateralized debt obligati and corporate securities, respectively.

Realized and unrealized investment gains and Igeesented in the preceding tables represent gaihéosses during the time the
applicable financial instruments were classified.egel 3.

Realized and unrealized gains (losses) on Leveb8ta are primarily reported in either net invesinmtecome for policyholder and
reinsurer accounts and other special-purpose piodfmet realized investment gains (losses) afrasce policy benefits within the
consolidated statement of operations or accumulattesl comprehensive income within shareholdersitgdpased on the appropriate
accounting treatment for the instrument.

The amount presented for gains (losses) includediimet loss for assets and liabilities still hatdof the reporting date primarily

represents impairments for fixed maturities, aldddor sale, changes in fair value of trading s#ies and certain derivatives and changes in
fair value of embedded derivative instruments ideltiin liabilities for insurance products that &xis of the reporting date.
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The following table provides additional informatiabout the significant unobservable (Level 3) ispigveloped internally by the

Company to determine fair value for certain asaatsliabilities carried at fair value at SeptemB@y2012 (dollars in millions):

Fair value at
September 30, Range (weighted
2012 Valuation technique(s) Unobservable inputs average)
Assets:
Corporate securities (a) $ 2124 Discounted cash flow  Discount margins 1.95% - 3.27%
analysis (2.78%)
Asset-backed securities (b) 33.C Discounted cash flow  Discount margins 2.96% - 3.28%
analysis (3.15%)
Collateralized debt obligations (c) 339.( Discounted cash flow  Recoveries 61% - 66% (ramp
analysis over 24 months)
Constant prepayment rate 20%
Discount margins 1.30% - 10.00%
(2.39%)
Annual default rate 1.32% - 5.81%
(3.27%)
Portfolio CCC % 1.90% - 22.17%
(12.78%)
Equity securities (d) 2.2 Discounted cash flow  Recoveries 21%
analysis
Venture capital investments (e) 38.1 Market multiples EBITDA multiple 4.8 -29.0 (11.46)
Revenue multiple 09-7.04.2
Book equity multiple 0.8-3.8(2.3)
Other assets categorized as Level 3 (f) 162.% Unadjusted third-party  Not applicable Not applicable
price source
Total 787.2
Liabilities:
Interest sensitive products (g) 743.¢ Discounted projected  Projected portfolio yields 5.35% - 5.61%

embedded derivatives (5.55%)
0.0 - 3.5% (1.3%)

4% - 43% (19%)

Discount rates

Surrender rates

(a) Corporate securities - The significant unobakele input used in the fair value measuremenuofcorporate securities is discount margin
added to a riskless market yield. Significant ilmses (decreases) in discount margin in isolatiomdveesult in a significantly lower
(higher) fair value measurement.

(b) Asset-backed securities - The significant wasbable input used in the fair value measuremeatinasset-backed securities is discount
margin added to a riskless market yield. Signifidanreases (decreases) in discount margin intisolavould result in a significantly
lower (higher) fair value measurement.

(c) Collateralized debt obligations - The sigrafit unobservable inputs used in the fair value oreasent of our collateralized debt
obligations relate to collateral performance, idahg default rate, recoveries and constant prepaynage, as well as discount margins of
the underlying collateral. Significant increasesof@ases) in default rate in isolation would resudt significantly lower (higher) fair value
measurement. Generally, a significant increaseréadse) in the constant prepayment rate and re@svierisolation would result in a
significantly higher (lower) fair value measuremegéenerally a significant increase (decrease)snalint margin in isolation would result
in a significantly lower (higher) fair value measaorent. Generally, a change in the assumption usati¢ annual default rate is
accompanied by a directionally similar change maksumption used for discount margins and paotfdCC % and a directionally
opposite change in the assumption used for congtapayment rate and recoveries. A tranche's paypmemity and investment cost basis
could alter generalized fair value outcomes.

(d) Equity securities - The significant unobseieabput used in the fair value measurement ofemuity securities is the anticipated cash
recovery. Significant increases (decreases) irittieipated recovery would result in a significgrttigher (lower) fair value measurement.
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(e) Venture capital investments - The significambbservable inputs used in the fair value measeméof our venture capital investments are
the EBITDA multiple and revenue multiple. Generaflysignificant increase (decrease) in the EBITDAevenue multiples in isolation
would result in a significantly higher (lower) faialue measurement.

(f) Other assets categorized as Level 3 - Fortlhssets, there were no adjustments to quoted tpaikes obtained from third-party pricing
sources.

(g9) Interest sensitive products - The significanbbservable inputs used in the fair value measeméwf our interest sensitive products are
projected portfolio yields, discount rates and ender rates. Increases (decreases) in projectédlpoyields in isolation would lead to a
higher (lower) fair value measurement. The discoat# is based on the Treasury rate adjusted bgrgim Increases (decreases) in the
discount rates would lead to a lower (higher) Yailue measurement. Assumed surrender rates areapegject how long the contracts
remain in force. Generally, the longer the congact assumed to be in force the higher the fhilevaf the embedded derivative.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS.

In this section, we review the consolidated finahcondition of CNO at September 30, 2012 , ancctivesolidated results of operations
for the three and nine months ended Septemberdd@, 2nd 2011 , and, where appropriate, factorsniagtaffect future financial
performance. Please read this discussion in cotipmwith the accompanying consolidated finanstatements and notes.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STAT EMENTS

Our statements, trend analyses and other informatiotained in this report and elsewhere (such &éfrigs by CNO with the SEC,
press releases, presentations by CNO or its maragemoral statements) relative to markets for GNfdoducts and trends in CNO’s
operations or financial results, as well as otliesnents, contain forward-looking statements withe meaning of the federal securities laws
and the Private Securities Litigation Reform Actl@05. Forward-looking statements typically arenitfied by the use of terms such as
“anticipate,” “believe,” “plan,” “estimate,” “expég¢ “project,” “intend,” “may,” “will,” “would,” “c ontemplate,” “possible,” “attempt,” “seek,”
“should,” “could,” “goal,” “target,” “on track,” “©mfortable with,” “optimistic” and similar words|taough some forward-looking statements
are expressed differently. You should considgestants that contain these words carefully becthesedescribe our expectations, plans,
strategies and goals and our beliefs concerningduiusiness conditions, our results of operatifinancial position, and our business outlook
or they state other “forward-looking” informatioaded on currently available information. The “Rigctors” section of our 2011 Annual
Report on Form 10-K provides examples of risksemainties and events that could cause our aotsalts to differ materially from the
expectations expressed in our forward-looking stat@s. Assumptions and other important factorsdbald cause our actual results to differ
materially from those anticipated in our forwara#ing statements include, among other things:

” w ” o ” o (I ” o ” w ” o ”

» changes in or sustained low interest rates causithgctions in investment income, the margins offowwd annuity and life insuran
businesses, and sales of, and demand for, our gpdu

e expectations of lower future investment earningsy mause us to accelerate amortization, write doka ialance of insurar
acquisition costs or establish additional liakektifor insurance products;

« general economic, market and political conditionsjuding the performance and fluctuations of thwifcial markets which m
affect the value of our investments as well asatnility to raise capital or refinance existing ibtledness and the cost of doing so;

« the ultimate outcome of lawsuits filed against nd ather legal and regulatory proceedings to whiehare subjec

« our ability to make anticipated changes to cefBEs of our life insurance produc

e our ability to obtain adequate and timely raieréases on our health products, including our-tengp care busines

» the receipt of any required regulatory approvatgiigidend and surplus debenture interest paynfeons our insurance subsidiari

* mortality, morbidity, the increased cost and usafjhealth care services, persistency, the adeqofioyr previous reserve estime
and other factors which may affect the profitabitif our insurance products;

» changes in our assumptions related to deferredsitiqn costs or the present value of future pg;

» the recoverability of our deferred tax assets &edeffect of potential ownership changes and texehanges on their vall

* our assumption that the positions we take on ouraturn filings, including our position that out0% Debentures will not be trea
as stock for purposes of Section 382 of the Codevah not trigger an ownership change, will not $isccessfully challenged by -

IRS;

» changes in accounting principles and the interpoetethereof (including changes in principles rethtto accounting for deferr
acquisition costs);

59




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

e our ability to continue to satisfy the financiaticeand balance requirements and other covenardaradebt agreemen

e our ability to achieve anticipated expense redusti@and levels of operational efficiencies includimyprovements in clain
adjudication and continued automation and ratiaa#ithn of operating systems;

« performance and valuation of our investments|uiing the impact of realized losses (includinpestthantemporary impairme
charges);

e our ability to identify products and markets in atiwe can compete effectively against competitate greater market share, hig
ratings, greater financial resources and stronggrdrecognition;

» our ability to generate sufficient liquidity to memur debt service obligations and other cash n
» our ability to maintain effective controls overdimcial reporting

» our ability to continue to recruit and retain protive agents and distribution partners and custorasponse to new produr
distribution channels and marketing initiatives;

» our ability to achieve eventual upgrades of thariitial strength ratings of CNO and our insurancegany subsidiaries as well as
impact of our ratings on our business, our abititaccess capital, and the cost of capital;

» the risk factors or uncertainties listed from titngime in our filings with the SE!

» regulatory changes or actions, including thosetirejato regulation of the financial affairs of oimsurance companies, such as
payment of dividends and surplus debenture intéoess, regulation of the sale, underwriting anidipg of products, and health ¢
regulation affecting health insurance products; and

» changes in the Federal income tax laws and reguktwhich may affect or eliminate the relative tdvantages of some of «
products or affect the value of our deferred tesets

Other factors and assumptions not identified atzreealso relevant to the forward-looking statemeansd if they prove incorrect, could
also cause actual results to differ materially fiihmse projected.

All written or oral forward-looking statements #itrtable to us are expressly qualified in theiireiy by the foregoing cautionary
statement. Our forward-looking statements spedkasof the date made. We assume no obligatiopdate or to publicly announce the
results of any revisions to any of the forward-lmgkstatements to reflect actual results, futurenéy or developments, changes in assumption
or changes in other factors affecting the forwaroking statements.

The reporting of risk-based capital ("RBC") meastsenot intended for the purpose of ranking asyiiance company or for use in
connection with any marketing, advertising or praéiomel activities.

OVERVIEW

We are a holding company for a group of insuramraeganies operating throughout the United Statesdazelop, market and
administer health insurance, annuity, individutg Ihsurance and other insurance products. Wesfoauserving the senior and middle-income
markets, which we believe are attractive, undeesgrisigh growth markets. We sell our productsuffothree distribution channels: career
agents, independent producers (some of whom selbomore of our product lines exclusively) ancedimrmarketing.

The Company manages its business through the foltpaperating segments: Bankers Life, Washingtotiadal and Colonial Penn,
which are defined on the basis of product distidytOther CNO Business, comprised primarily ofdarots we no longer sell actively; and
corporate operations, comprised of holding compativities and certain noninsurance company busgsesThe Company’s segments are
described below:

» BankersLife, which markets and distributes Medicare supplem&urance, interest-sensitive life insurance, trat life
insurance, fixed annuities and long-term care imsce products to the middle-income senior markeuthh a dedicated field force of
career agents and sales managers supported bywerkef community-based
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branch offices. The Bankers Life segment incluatésarily the business of Bankers Life and Casu@ltynpany. Bankers Life also
markets and distributes Medicare Advantage plaimsgpily through a distribution arrangement with Hama, Inc. and Medicare
Part D prescription drug plans ("PDP") through strithution and reinsurance arrangement with Coyentr

e Washington National, which markets and distributes supplemental heaitiyding specified disease, accident and hospitEmnity
insurance products) and life insurance to middtsine consumers at home and at the worksite. Treskicts are marketed through
Performance Matters Associates, Inc. ("PMA"), a Ishowned subsidiary, and through independent margeorganizations and
insurance agencies including worksite marketinge products being marketed are underwritten by Wgsbn National Insurance
Company.

e Coalonial Penn , which markets primarily graded benefit and sifigadi issue life insurance directly to customerstigh television
advertising, direct mail, the internet and telenetirig. The Colonial Penn segment includes primdhié business of Colonial Penn
Life Insurance Company.

» Other CNO Business, which consists of blocks of interest-sensitive ilifeurance, traditional life insurance, annuitlesg-term care
insurance and other supplemental health prodddisse blocks of business are not being activelketad and were primarily issued
or acquired by Conseco Life and Washington Natibmsirance Company.

Potential continuation of a low interest rate environment for an extended period of time.

Some of our products, principally traditional whtfe, universal life, fixed rate and fixed inderrauity contracts, expose us to the risk
that changes in interest rates will reduce ourap(éhe difference between the amounts that weegpdgred to pay under the contracts and the
investment income we are able to earn on the imessts supporting our obligations under the congjaQur spread is a key component of out
net income. In addition, investment income is apaniant component of the profitability of our héaftroducts, especially long-term care and
supplemental health policies.

If interest rates were to decrease further or raratilow levels for an extended period of time,may have to invest new cash flows or
reinvest proceeds from investments that have mémr&ave been prepaid or sold at yields that tlaeeffect of reducing our net investment
income as well as the spread between interest@a@amavestments and interest credited to someiopoducts below present or planned
levels. To the extent borrowers may prepay or redideed maturity investments or mortgage loansuniavestment portfolio, this could
increase the impact of this risk. We can lower itiregl rates on certain products to offset the dasedn spread. However, our ability to lower
these rates may be limited by: (i) contractuallamgunteed minimum rates; or (i) competition. Iniéidd, a decrease in crediting rates may not
match the timing or magnitude of changes in investnyields. Currently, the vast majority of our guots, with contractually guaranteed
minimum rates, have crediting rates set at themim rate. As a result, further decreases in investryields would decrease the spread we
earn and such spread could potentially becomesa los

The following table summarizes the distributioraohuity and universal life account values by gutredh interest crediting rates as of
September 30, 2012 (dollars in millions):

Guaranteed Fixed rate and fixed Universal
rate index annuities life Total

> 6.0% to 8.0% $ A $ = $ A

> 5.0% to 6.0% 2 36.7 36.¢

> 4.0% to 5.0% 81.: 913.2 994.t

> 3.0% to 4.0% 1,730.¢ 1,200.: 2,930.°

> 2.0% to 3.0% 3,739.¢ 370.( 4,109.

> 1.0% to 2.0% 1,306.¢ 5.C 1,311«

1.0% and under 1,047t 38.7 1,086.:
$ 7,905.: $ 2,563.¢ $ 10,469..

Weighted average 2.4% 3.9&% 2.85%

In addition, during periods of declining or lowénést rates, life and annuity products may beivelgtmore attractive to consumers,
resulting in increased premium payments on produittsflexible premium features, repayment of pglioans and increased persistency (a
higher percentage of insurance policies remainirfgiice from year-to-year).
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Our expectation of future investment income israpadrtant consideration in determining the amoritizabf insurance acquisition costs
and analyzing the recovery of these assets asawelétermining the adequacy of our liabilitiesifmurance products. Expectations of lower
future investment earnings may cause us to actelanaortization, write down the balance of insueaacquisition costs or establish additional
liabilities for insurance products, thereby redgairet income in the future periods.

The blocks of business in our Other CNO Businegmeat are particularly sensitive to changes ineoyoectations of future interest
rates. Since many of these blocks are not expéatgenerate future profits, the entire impact ofeade changes to our earlier estimate of ft
gross profits is recognized in earnings in theqeksuch changes occur. For example, in the thiedtgrs of 2012 and 2011, we recognized a
pre-tax reduction in earnings of approximately $4iBion and $13 million, respectively, in the Oth@NO Business segment primarily due to
increases in future loss reserves resulting froonedesed projected future investment yields reled@dvestments backing our interest-sensitive
insurance products. The earnings reduction infthid uarter of 2012 resulted from our review dénest rate assumptions on all of our
products. As a result of this review, we lowered cwrrent new money rate assumption to 4.75 permetiiowered the ultimate new money
rate we expect to achieve over time by 50 basistpgio rates ranging from 6.35 percent to 7.0@qrardepending on the specific product.

The following summarizes hypothetical scenariosolitdssume immediate and permanent reductionseiesitrates based on tests
performed in December 2011, and recently updatedflect the current interest rate environment. &gmate that the pre-tax charge resulting
from a hypothetical immediate and permanent 10shasint decrease to assumed spreads related tmivarsal life and investment-type
products would be approximately $55 million. In #iteh, we estimate that the pre-tax charge resyiiom a hypothetical immediate and
permanent 50 basis point decrease to assumednmmeisearnings rates related to products otheruhaersal life and investment-type
products would be approximately $50 million.

The following summarizes a hypothetical stress ademelated to the effect of continued low new ewnates on our portfolio yields
based on a test originally performed in June 2@hd,recently updated. The scenario assumed newymates of 4.75 percent that remain
level for five years, and then grade from this ldweea long-term yield assumption over time. Weraate that this scenario would result in an
after-tax charge of $20 million to $50 million pramily related to an increase in future loss reseresulting from decreased projected future
investment yields on investments backing our irsiesensitive and lontgerm care insurance products. In addition, we egtirthat this scenatr
would result in an approximate unfavorable afteritavestment income effect of $10 million to $15lran during 2013 and $25 million to $30
million during 2014. Under this hypothetical scénainsurance liabilities reported under statutacgounting principles would also increase by
up to $50 million, which would result in a reductito our consolidated RBC ratio of approximatelypEdcentage points.

Although the hypothetical revisions described & $slsenarios summarized in the previous two paragrape not currently required or
anticipated, we believe similar changes could obased on past variances in experience and oucetjpas of the ranges of future experie
that could reasonably occur. We have assumedehisions to assumptions resulting in such adjustsn@puld occur equally among policy
types, ages and durations within each productitilzestion. Any actual adjustment would be dependemthe specific policies affected and,
therefore, may differ from such estimates. In dddijtthe impact of actual adjustments would refteetnet effect of all changes in assumption
during the period.
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The following summarizes our earnings for the thard nine months ending September 30, 2012 and @llars in millions, except
per share data):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Earnings before net realized investment gainsyalite changes in embedded
derivative liabilities, corporate interest experiess on extinguishment of de
and income taxes (“EBIT” a non-GAAP financial meaya):
Bankers Life $ 80.6 $ 794 $ 227z $ 213
Washington National 33.¢ 21.2 92.t 67.2
Colonial Penn (2.6 1.3 (11.9) (6.5)
Other CNO Business (53.¢) 2.8 (54.0 15.2
EBIT from business segments 58.2 102.1 253.¢ 289.¢
Corporate Operations, excluding corporate intezgpense (6.7) (27.5) (17.¢) (39.9
EBIT 51.€ 74.€ 236.% 250.t
Corporate interest expense (16.9) (18.7) (50.9 (58.6€
Income before loss on extinguishment of debt, ealized investment
gains, fair value changes in embedded derivatatdliiies and taxes 35.8 55.¢ 185.¢ 191.¢
Tax expense on operating income 9.7 23.1 65.5 71.4
Net operating income 25.¢€ 32.¢ 120.¢ 120.t
Net realized investment gains (net of related aizettibn and taxes) 4.8 17.5 37.€ 221
Fair value changes in embedded derivative liabgitinet of related
amortization and taxes) 2.0 (12.9 (4.4 (12.9
Loss on extinguishment of debt, net of income taxes (176.9 (.7 (176.9) (2.0
Net income (loss) before valuation allowance fdieded tax assets (148.0) 36.t (23.2) 128.:
Decrease in valuation allowance for deferred taetss 143.( 143.C 143.( 143.C
Net income (loss) $ B0 $ 179t $ 119¢ $ 271:c
Per diluted share:
Net operating income $ A1 % A2 0% A5 % 43
Net realized investment gains, net of related aizatibn and taxes .02 .0€ A8 .07
Fair value changes in embedded derivative liabgitnet of related
amortization and taxes (.09) (.09 (.02) (.09
Loss on extinguishment of debt, net of income taxes (.76€) — (60) (.01
Decrease in valuation allowance for deferred taetss .62 A7 A4S A7
Net income (loss) $ (02) ¢ 61 9 A48 3 .92

(a) Management believes that an analysis of EBbViges a clearer comparison of the operating tesilthe Company from period to
period because it excludes: (i) corporate intezgpense; (ii) loss on extinguishment of debt) (igt realized investment gains; and
(iv) fair value changes in embedded derivativeilitds that are unrelated to the Company’s undedyfundamentals. Net realized
investment gains or losses include: (i) gains sesés on the sales of investments; (ii) other-tkampbrary impairments recognized
through net income; and (iii) changes in fair vatdi€ertain fixed maturity investments with embedidierivatives. The table above
reconciles the non-GAAP measure to the correspgn@hAP measure.
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CRITICAL ACCOUNTING POLICIES

Refer to “Critical Accounting Policies” in our 20nnual Report on Form 1R-for information on our other accounting policibst we
consider critical in preparing our consolidatedfinial statements.

RESULTS OF OPERATIONS

The following tables and narratives summarize fherating results of our segments for the periodsegmted (dollars in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011

Income (loss) before net realized investment géosses), fair value changes in embedded
derivative liabilities, net of related amortizatjidass on extinguishment of debt and income
taxes (a non-GAAP measure) (a):

Bankers Life $ 80€ $ 794 $ 2272 $ 213.%
Washington National 33.¢ 21.2 92.t 67.%
Colonial Penn (2.6) 1.3 (11.9) (6.5)
Other CNO Business (53.6) 2.8 (54.0 15.
Corporate operations (23.0) (46.2) (68.0 (97.9
35.2 55.¢ 185.¢ 191.¢
Net realized investment gains (losses), net otedlamortization:
Bankers Life 125 23.t 38.€ 27.¢
Washington National (3.0 1.€ 3.6 .6
Colonial Penn 2.€ 3.t 7.1 4.€
Other CNO Business (5.7) 2.1 6.¢ 2.¢
Corporate operations .8 (4.0) 1.8 (1.2
7.4 26.7 58.C 34.¢
Fair value changes in embedded derivative liabgitnet of related amortization:
Bankers Life (3.0 (19.2) (6.6) (19.2)
Other CNO Business — (.6) (.2) (.6)
(3.0 (19.¢) (6.7) (19.9
Loss on extinguishment of debt:
Corporate operations (198.5) (1.9) (199.7) (3.2
Income (loss) before income taxes:
Bankers Life 90.: 83.7 259.7 222.¢
Washington National 30.¢ 22.¢ 96.1 67.¢
Colonial Penn — 2.2 (4.7) (1.7
Other CNO Business (59.9) 4.3 (47.2) 17.€
Corporate operations (220.7) (51.9) (265.9) (102.2)
Income (loss) before income taxes $ (158.) § 617 $ 380 § 203

(&) These noGAAP measures as presented in the above tablenahd following segment financial data and disaussiof segment resu
exclude net realized investment gains (losses)y#die changes in embedded derivative liabilitiet,of related amortization, loss on
extinguishment of debt and before income taxeses&lare considered non-GAAP financial measuresorAGAAP measure is a
numerical measure of a company’s performance, €iishposition, or cash flows that excludes or inies amounts that are normally
excluded or included in the most directly compagabkasure calculated and presented in accordatit&WAP.
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These non-GAAP financial measures of “income (Ibegbre net realized investment gains (losses)yédue changes in embedded
derivative liabilities, net of related amortizatidoss on extinguishment of debt and before inctares” differ from “income (loss)
before income taxes” as presented in our conselidstatement of operations prepared in accordaitbe3MAP due to the exclusion of
before tax realized investment gains (losses) vidine changes in embedded derivative liabilitiet,of related amortization and loss on
extinguishment of debt. We measure segment pediocsexcluding these items because we believéhisgterformance measure is a
better indicator of the ongoing businesses andlr@mour business. Our primary investment focumignvestment income to support
our liabilities for insurance products as opposethe generation of realized investment gains @gssand a longerm focus is necessa
to maintain profitability over the life of the bugiss. Realized investment gains (losses) anddhiewchanges in embedded derivative
liabilities depend on market conditions and domextessarily relate to decisions regarding the uyidgrbusiness of our

segments. However, “income (loss) before netzedlinvestment gains (losses), fair value changesbedded derivative liabilities,
net of related amortization, loss on extinguishneérdebt and before income taxes” does not regiaceme (loss) before income taxes”
as a measure of overall profitability. We may eigrare realized investment gains (losses), whichaffiéct future earnings levels since
our underlying business is lorigrm in nature and we need to earn the assumea@shi@ates on the investments backing our liaedifor
insurance products to maintain the profitabilityoof business. In addition, management uses timsGAAP financial measure in its
budgeting process, financial analysis of segmeribpaance and in assessing the allocation of ressuiWe believe these non-GAAP
financial measures enhance an investor’s undeiisiguod our financial performance and allows thenmtake more informed judgments
about the Company as a whole. These measurekigldight operating trends that might not otherwbgetransparent. The table above
reconciles the non-GAAP measure to the correspon@AP measure.

General: CNO is the top tier holding company for a groupnsfurance companies operating throughout the Uidtates that develop,
market and administer health insurance, annuitlividual life insurance and other insurance prosiudéfe distribute these products through
Bankers Life segment, which utilizes a career agdéoice, through our Colonial Penn segment, whitlizas direct response marketing, and
through our Washington National segment, whichagl independent producers.
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Bankers Life (dollarsin millions)

Three months ended

Nine months ended

September 30, September 30,
2012 2011 2012 2011
Premium collections:
Annuities $ 1717 % 264.1 % 525.¢ 745.2
Medicare supplement and other supplemental health 327.% 328.( 988.1 994.7
Life 81.% 65.5 226.¢ 183.¢
Total collections $ 580.: $ 657.¢ $ 1,740. 1,924.(
Average liabilities for insurance products:
Annuities:
Mortality based $ 229.. % 240 $ 231.¢ 243.(
Fixed index 2,872.: 2,412.¢ 2,792.¢ 2,276.:
Deposit based 4,515. 4,750.! 4,579.: 4,792.(
Medicare supplement and other supplemental health 4,710.( 4,564.( 4,665.¢ 4,527.¢
Life:
Interest sensitive 450.¢ 431.¢ 445.¢ 425.¢
Non-interest sensitive 532.¢ 437.5 507.4 417.%
Total average liabilities for insurance products, of reinsurance ceded $ 13,3100 $ 12,8364 $ 13,222.! 12,682 .
Revenues:
Insurance policy income $ 416.1 $ 404.¢ $ 1,241.¢ 1,214.:
Net investment income:
General account invested assets 205.¢ 194.: 610.¢ 582.1
Fixed index products 16.2 (36.9) 31t (17.6)
Fee revenue and other income 4.C 3.€ 10.z 9.2
Total revenues 641.7 566.2 1,893.¢ 1,787.¢
Expenses:
Insurance policy benefits 362.¢ 333.¢ 1,063.¢ 1,022.
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life pragdusther than fixed index products 36.¢ 40.C 112.( 121.:
Fixed index products 35.2 (13.0 76.% 30.t
Amortization related to operations 35.€ 44.1 143.( 159.t
Interest expense on investment borrowings | 1.2 4.1 3.E
Other operating costs and expenses 89.€ 80.¢ 267.4 236.¢
Total benefits and expenses 561.1 486.¢ 1,666.° 1,574..
Income before net realized investment gains amd/édile changes in embedded derivati
liabilities, net of related amortization, and ino®maxes 80.¢€ 79.4 227.2 213.7
Net realized investment gains 14.1 26.t 42.¢€ 31.2
Amortization related to net realized investmenngai 1.9 3.0 4.0 (3.5)
Net realized investment gains, net of related aizadion 12.7 23.t 38.¢€ 27.¢
Insurance policy benefits - fair value changesnibedded derivative liabilities (4.€) (30.7) (10.9) (30.7)
Amortization related to fair value changes in entsztiderivative liabilities 1.€ 11t 3.7 11k
Fair value changes in embedded derivative liabditnet of related amortization (3.0 (29.9) (6.€) (29.2)
Income before income taxes $ 0: $ 837 $§  259. 222.%
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Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Health benefit ratios:

All health lines:

Insurance policy benefits $ 3021 $ 287t $ 898.€ $ 890.1

Benefit ratio (a) 90.2% 86.1% 88.9% 87.5%
Medicare supplement:

Insurance policy benefits $ 1258 $§ 1228 $ 3762 $ 369.F¢

Benefit ratio (a) 67.8% 68.2% 68.2% 68.5%
PDP:

Insurance policy benefits $ 8t % 96 $ 291 $ 37t

Benefit ratio (a) 74.€% 76.1% 73.1% 85.2%
PFFS:

Insurance policy benefits $ (1) % (5 % 3 % (1.9

Benefit ratio (a) N/A N/A N/A N/A
Long-term care:

Insurance policy benefits $ 168.2 $ 1557 $ 493¢ $ 484«

Benefit ratio (a) 121.4% 109.7% 117.% 112.7%

Interest-adjusted benefit ratio (b) 74.1% 65.5% 71.%% 69.2%

(@) We calculate benefit ratios by dividing thiated producs insurance policy benefits by insurance policypme

(b) We calculate the interest-adjusted benefib @ non-GAAP measure) for Bankers Life’s longaterare products by dividing such
product’s insurance policy benefits less the imgugerest income on the accumulated assets batkinigsurance liabilities by policy
income. These are considered non-GAAP financiasues. A non-GAAP measure is a numerical meagwaeompany’s
performance, financial position, or cash flows tletludes or includes amounts that are normalljuebed or included in the most
directly comparable measure calculated and predémtccordance with GAAP.

These non-GAAP financial measures of “interest-stéjd benefit ratios” differ from “benefit ratiostid to the deduction of imputed
interest income on the accumulated assets badkenmsurance liabilities from the product’s inswramolicy benefits used to determine
the ratio. Interest income is an important factameasuring the performance of health productsataexpected to be inforce for a
longer duration of time, are not subject to unilatehanges in provisions (such as ramcelable or guaranteed renewable contracts
require the performance of various functions amdises (including insurance protection) for an exted period of time. Actual interest
income will vary from imputed interest income. Tinet cash flows from long-term care products gehecaluse an accumulation of
amounts in the early years of a policy (accounted$ reserve increases) that will be paid oueagtits in later policy years (accounted
for as reserve decreases). Accordingly, as theipslage, the benefit ratio will typically increadut the increase in benefits will be
partially offset by the imputed interest incomeneat on the accumulated assets. The interest-adjbsnefit ratio reflects the effects of
such interest income offset. Since interest incama important factor in measuring the perforneaoicthis product, management
believes a benefit ratio that includes the effééhterest income is useful in analyzing produatfpenance. We utilize the interest-
adjusted benefit ratio in measuring segment perdoice because we believe that this performance meeisa better indicator of the
ongoing businesses and trends in the business.etwthe “interest-adjusted benefit ratio” doesmeplace the “benefit ratio” as a
measure of current period benefits to current jiensurance policy income. Accordingly, managemewutews both “benefit ratios”
and “interest-adjusted benefit ratios” when analgzhe financial results attributable to these potsl. The imputed investment income
earned on the accumulated assets backing BanKets lang-term care reserves was $64.7 million $62.8 million in the three months
ended September 30, 2012 and 2011, respectively$HP2.7 million and $186.6 million in the nine nlo;m ended September 30, 2012
and 2011, respectively.

Total premium collections were $580.3 million in the third quarter of 2012w 12 percent from 2011, and were $1,740.8 miliiothe
first nine months of 2012, down 9.5 percent from20See “Premium Collections” for further analysiBankers Life’'s premium collections.
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Average liabilities for insurance products, net of reinsurance ceded were $13.3 billion in the third quarter of 2012, 21 percent from
2011, and were $13.2 billion in the first nine mfanof 2012, up 4.3 percent from 2011. The incr@asech liabilities was primarily due to
increases in annuity, health and life reservedtiagurom new sales of these products.

Insurance policy incomeis comprised of premiums earned on policies whicvigde mortality or morbidity coverage and fees atfuer
charges assessed on other policies.

Net investment income on general account invested assets (which excludes income on policyholder accounts ethér special-purpose
portfolios) was $205.4 million in the third quartfr2012, up 5.7 percent from 2011, and was $640lén in the the first nine months of
2012, up 4.9 percent from 2011. The average balahgeneral account invested assets was $14i@bdhd $13.7 billion in the third quarters
of 2012 and 2011, respectively. The average yialthese assets was 5.76 percent and 5.67 penddet third quarters of 2012 and 2011,
respectively. The average balance of general atdovested assets was $14.2 billion and $13.®hilh the first nine months of 2012 and
2011, respectively. The average yield on thesetasgas 5.74 percent and 5.76 percent in theriingt months of 2012 and 2011, respectively.
The increase in general account invested asspitsnarily due to sales and increased persistenoppfnnuity and health products in recent
periods. The increase in net investment incomber?012 periods primarily reflects the growth imgeal account invested assets. Investing in
higher yielding investments, slightly higher prepegnt income and reduction to turnover rates togueshigher yielding investments has
resulted in maintaining (or slightly improving) aedl yields in this segment when compared to therprear. However, current market
conditions are more challenging and we expectéaise overall yield decline in future periods.

Net investment income related to fixed index products represents the change in the estimated fair vdloptions which are purchasec
an effort to offset or hedge certain potential iggaccruing to the policyholders of our fixed @dproducts. Our fixed index products are
designed so that the investment income spreadéamthe related insurance liabilities is expedtelde more than adequate to cover the cost
of the options and other costs related to theseipsl Net investment income (loss) related tediindex products was $16.2 million and
$(36.3) million in the third quarters of 2012 ar@il2, respectively, and was $31.5 million and $(Rtn#lion in the first nine months of 2012
and 2011, respectively. Such amounts were mosiheblby the corresponding charge (creditutmunts added to policyholder account
balances for fixed index products. Such income and related charges fluctuate baiséide value of options embedded in the segmeinesl f
index annuity policyholder account balances sulijethis benefit and to the performance of the inewhich the returns on such products ars
linked. For periods prior to June 30, 2011, neestment income related to fixed index products aisluded income on trading securities
which were held to offset the change in estimatédvialues of the embedded derivatives relatedutdired index products caused by interest
rate fluctuations. During the second quarter ofl2@le sold this trading portfolio and invested pineceeds in higher yielding investments.
Such trading account income was nil and $4.0 mniliiothe three and nine months ended Septemb&03a, respectively.

Insurance policy benefits fluctuated as a result of the factors summarizéoMbr benefit ratios. Benefit ratios are caldathby
dividing the related insurance product’s insurapakcy benefits by insurance policy income.

The Medicare supplement business consists of bdilidual and group policies. Government regulaigenerally require us to attain
and maintain a ratio of total benefits incurredai@l premiums earned (excluding changes in pdiEyefit reserves), after three years from the
original issuance of the policy and over the lifadi of the policy, of not less than 65 percent ahvidual products and not less than 75 percen
on group products, as determined in accordances#atiutory accounting principles. Since the insaeaproduct liabilities we establish for
Medicare supplement business are subject to sigmifiestimates, the ultimate claim liability weunéor a particular period is likely to be
different than our initial estimate. Our insurampadicy benefits reflected reserve redundancies fpoior years of $14.8 million and $13.3
million in the first nine months of 2012 and 20tdspectively. Excluding the effects of prior péridlaim reserve redundancies, our benefit
ratios would have been 70.9 percent in both thst fine months of 2012 and 2011.

The insurance policy benefits on our PDP businesslt from our quota-share reinsurance agreeméht®@aventry. Insurance margins
(insurance policy income less insurance policy ie)eon the PDP business were $2.9 million and $8illion in the third quarters of 2012
and 2011, respectively, and were $10.8 million $6¢ million in the nine months ended Septembe28@2 and 2011, respectively. In the
first nine months of 2012 and 2011, reserves rélatahe previously terminated Private-Fee-For-Ber('PFFS") business were released due
to favorable claim developments resulting in insgeapolicy benefits of $(.3) million and $(1.3) haih, respectively.
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The net cash flows from our lorigkm care products generally cause an accumulafiamounts in the early years of a policy (accod
for as reserve increases) which will be paid oliexgefits in later policy years (accounted forexerve decreases). Accordingly, as the policie
age, the benefit ratio typically increases, butitleeease in reserves is partially offset by inmesit income earned on the accumulated
assets. The benefit ratio on our long-term casnass in the Bankers Life segment was 121.4 peeseh109.7 percent in the third quarters o
2012 and 2011, respectively, and was 117.9 pesrehtl12.7 percent in the first nine months of 284@ 2011, respectively. The interest-
adjusted benefit ratio on this business was 74.@epe and 65.5 percent in the third quarters of28dd 2011, respectively, and was 71.9
percent and 69.3 percent in the first nine monft&&2 and 2011, respectively. Since the insura@noduct liabilities we establish for long-
term care business are subject to significant eséis) the ultimate claim liability we incur for arficular period is likely to be different than «
initial estimate. Our insurance policy benefitBaeted reserve redundancies from prior years 8t Bnillion and $19.6 million in the first nit
months of 2012 and 2011, respectively. Excludiregdfiects of prior year claim reserve redundanaaspenefit ratios would have been 121.1
percent and 117.3 percent in the first nine mooft012 and 2011, respectively.

Over the past several years, we have implementednereases in the long-term care block in thekBesiLife segment. In October
2010, we commenced additional rate increase filorgsertain long-term care blocks. We expect tolément rate increases of approximately
$35 million after approval from all states. Appioately $34 million of approvals had been receigsdf September 30, 2012. In the first 1
months of both 2012 and 2011, the income beforenmectaxes in the Bankers Life segment reflecteztlaation in insurance policy benefits
partially offset by additional amortization of imamce acquisition costs due to the impacts of ra@ee increases. These impacts netted to
approximately $15 million and $17 million in thesii nine months of 2012 and 2011, respectively,iaadide: (i) the reduction in liabilities f
their coverages to achieve a lower cost; offsdfiythe increase in the liabilities related toiwer of premium benefits to reflect higher
premiums after the rate increases; and (iv) in@@asnortization of insurance acquisition costsltiegufrom the increase in lapses. The net
impacts described above are expected to be lowfatune periods, since our pending rate increaskdevfully implemented.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $36.9 million in the
third quarter of 2012, down 7.8 percent from 20drid were $112.0 million in the first nine month26f.2, down 7.7 percent from 2011. The
weighted average crediting rate for these prodwes 3.0 percent and 3.1 percent in the third queaae2012 and 2011, respectively, and 3.0
percent and 3.1 percent in the first nine montha0df2 and 2011, respectively. The average liagdlitf the deposit-based annuity block were
$4.6 billion and $4.8 billion in the first nine mitis of 2012 and 2011, respectively.

Amounts added to fixed index products based on change in value of the indices will gdheflactuate with the corresponding related
investment income accounts described above.

Amortization related to operationsincludes amortization of deferred acquisition c@std the present value of future profits. Deferred
acquisition costs and the present value of futuoéitp are collectively referred to as “insuranoguaisition costs.” Insurance acquisition costs
are generally amortized either: (i) in relatiorthe estimated gross profits for universal life ameestment-type products; or (ii) in relation to
actual and expected premium revenue for other mtsdun addition, for universal life and investrivéype products, we are required to adjust
the total amortization recorded to date throughstigement of operations if actual experience loerogévidence suggests that earlier estima
future gross profits should be revised. Accordingiyortization for universal life and investmenpéayproducts is dependent on the profits
realized during the period and on our expectatidiutore profits. For other products, we amortiizeurance acquisition costs in relation to
actual and expected premium revenue, and amodiziionly adjusted if expected premium revenuengha or if we determine the balance of
these costs is not recoverable from future profdankers Life’s amortization expense was $35.@aniland $44.1 million in the third quarters
of 2012 and 2011, respectively, and was $143.0anikind $159.5 million in the nine months endedt&aper 30, 2012 and 2011,
respectively. During the first quarter of 2011, evg@erienced higher policy lapses than we antieghan our Medicare supplement products,
including lapses where policyholders terminatedr th@rrent policy and purchased a lower cost potiffgred through this segment. These
lapses reduced our estimates of future expectedipne income and, accordingly, we recognized addéi@amortization expense of $6
million. Amortization expense related to our anpiilock also decreased in the 2012 periods, agpeaoed to 2011, due to higher persistency
on this business.

I nterest expense on investment borrowings represents interest expense on collateralized Worgs as further described in the note ta
consolidated financial statements entitled “InvestthBorrowings”.
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Other operating costs and expenses in our Bankers Life segment were $89.6 millionhe third quarter of 2012, up 11 percent from
2011, and were $267.4 million in the first nine rfenof 2012, up 13 percent from 2011. Other opggaxpenses in first nine months of 2012
increased primarily due to higher legal and reguijaéxpenses, including a $10 million settlemerthwstate securities regulators. Other
operating costs and expenses include the follodotiars in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Expenses related to the marketing and quota-sigaeements with
Coventry $ 25 % 17 $ 6.2 $ 6.3
Commission expense and agent manager benefits 15.7 11.2 44.¢ 39.¢
Other operating expenses 71.4 67.€ 216.k 190.¢
Total $ 89.6 $ 80.¢ § 267.¢ % 236.¢

Net realized investment gains (losses) fluctuate each period. During the first nine mantti 2012, net realized investment gains in this
segment included $51.3 million of net gains froma glales of investments (primarily fixed maturitiaay $8.7 million of writedowns of
investments for other than temporary declinesiindaue recognized through net income. Duringfttst nine months of 2011, net realized
investment gains in this segment included $36.6ianibf net gains from the sales of investment&ggrily fixed maturities) and $5.3 million
of writedowns of investments for other than tempgpdeclines in fair value recognized through nebime.

Amortization related to net realized investment losses is the increase or decrease in the amortizationsofrance acquisition costs which
results from realized investment gains or losd&sen we sell securities which back our univerdaldind investment-type products at a gain
(loss) and reinvest the proceeds at a differerit y¥ee increase (reduce) the amortization of ingoesacquisition costs in order to reflect the
change in estimated gross profits due to the désses) realized and the resulting effect on edaohfuture yields. Sales of fixed maturity
investments resulted in an increase in the amdidizaf insurance acquisition costs of $1.4 millamd $3.0 million in the third quarters of
2012 and 2011, respectively, and $4.0 million aBdb $nillion in the nine months ended Septembe28@2 and 2011, respectively.

I nsurance policy benefits - fair value changesin embedded derivative liabilities represents fair value changes due to fluctuatiorise
interest rates used to discount embedded derividividities related to our fixed index annuitiéxior to June 30, 2011, we held certain trading
securities to offset the income statement volgtddaused by the interest rate fluctuations. Insseond quarter of 2011, we sold this trading
portfolio.

Amortization related to fair value changesin embedded derivative liabilities is the increase or decrease in the amortizationsoirance
acquisition costs which results from changes iarest rates used to discount embedded derivatibdities related to our fixed index annuiti
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Washington National (dollarsin millions)

Three months ended

Nine months ended

September 30, September 30,
2012 2011 2012 2011
Premium collections:
Medicare supplement and other supplemental health $ 143.¢ $ 1412 $ 4302 % 427.2
Life 3.C 4.1 10.€ 12.2
Total collections $ 146.€ $ 145  $ 4412 % 439.t
Average liabilities for insurance products:
Medicare supplement and other supplemental health $ 2414 $ 2436¢ $ 2421( $ 2,436.:
Non-interest sensitive life 200.: 198.7 199.¢ 202.(
Total average liabilities for insurance products, of reinsurance
ceded $ 2614¢ $ 2635¢ $ 2620¢ $ 2,638.
Revenues:
Insurance policy income $ 147.¢  $ 145¢  $ 442.¢ % 437.¢
Net investment income:
General account invested assets 50.¢ 47.% 151.¢ 140.:
Trading account income related to reinsurer aceount (:9) 2.€ .6 3.€
Change in value of embedded derivatives relatedddified
coinsurance agreements 1.C (2.6) (-5 (3.6
Fee revenue and other income .3 A4 .8 .9
Total revenues 199.( 193.¢ 595.£ 579.1
Expenses:
Insurance policy benefits 111.1 119.( 340.t 349.t
Amortization related to operations 11.2 10.¢ 3417 35.¢
Interest expense on investment borrowings i 2 2.2 .2
Other operating costs and expenses 42.1 424 125.¢ 126.5
Total benefits and expenses 165.1 172.¢ 503.( 511.¢
Income before net realized investment gains (IQssed income taxes 33.¢ 21.2 92.t 67.2
Net realized investment gains (losses) (3.0 1€ 3.€ .6
Income before income taxes $ 30.¢ % 226 % 96.1 % 67.¢
Health benefit ratios:
Medicare supplement:
Insurance policy benefits $ 186 $ 234 % 59z $ 71.7
Benefit ratio (a) 63.£% 69.% 65.€% 69.1%
Supplemental health:
Insurance policy benefits $ 84t  $ 88.7 % 263.¢ % 259.t
Benefit ratio (a) 74.2% 82.4% 77.8% 81.52%
Interest-adjusted benefit ratio (b) 47.5% 53.9% 50.9% 52.4%
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(a) We calculate benefit ratios by dividing thiated producs insurance policy benefits by insurance policypme

(b) We calculate the interest-adjusted benefib @ non-GAAP measure) for Washington Nationalipglemental health products by
dividing such product’s insurance policy benefisd the imputed interest income on the accumutasets backing the insurance
liabilities by policy income. These are considenet-GAAP financial measures. A non-GAAP meassr& numerical measure of a
company’s performance, financial position, or cligis that excludes or includes amounts that arenatly excluded or included in the
most directly comparable measure calculated argepted in accordance with GAAP.

These non-GAAP financial measures of “interest-stéjd benefit ratios” differ from “benefit ratiostid to the deduction of imputed
interest income on the accumulated assets badkenmsurance liabilities from the product’s inswrampolicy benefits used to determine
the ratio. Interest income is an important factameasuring the performance of health productsataexpected to be inforce for a
longer duration of time, are not subject to unilatehanges in provisions (such as ramcelable or guaranteed renewable contracts
require the performance of various functions amdises (including insurance protection) for an exted period of time. Actual interest
income will vary from imputed interest income. Tinet cash flows from supplemental health produetsegally cause an accumulation
of amounts in the early years of a policy (accodifite as reserve increases) that will be paid elienefits in later policy years
(accounted for as reserve decreases). Accordiaglthe policies age, the benefit ratio will typlicincrease, but the increase in benefits
will be partially offset by the imputed interestome earned on the accumulated assets. The tréaljested benefit ratio reflects the
effects of such interest income offset. Since #gemcome is an important factor in measuringpiidormance of these products,
management believes a benefit ratio that include®ffect of interest income is useful in analyzimgduct performance. We utilize the
interestadjusted benefit ratio in measuring segment perdoiga because we believe that this performance meesa better indicator
the ongoing businesses and trends in the busitéssever, the “interest-adjusted benefit ratio” sloet replace the “benefit ratio” as a
measure of current period benefits to current jgeiisurance policy income. Accordingly, managemewutews both “benefit ratiosind
“interest-adjusted benefit ratios” when analyzihg financial results attributable to these produdise imputed investment income
earned on the accumulated assets backing the sugpial health reserves was $30.3 million and $80llfon in the three months end
September 30, 2012 and 2011, respectively, an@$8illion and $92.3 million in the nine months edd&geptember 30, 2012 and 2011,
respectively.

Total premium collectionswere $146.6 million in the third quarter of 2012, upp@rcent from 2011, and wer8441.2 million in the
first nine months of 2012, up .4 percent from 208ke “Premium Collections” for further analysis.

Average liabilities for insurance products, net of reinsurance ceded were $2.6 billion in the third quarter of 2012, dov@ percent from
2011, and were $2.6 billion in the first nine mandf 2012, down .7 percent from 2011.

Insurance policy income is comprised of premiums earned on traditionaliasoe policies which provide mortality or morbidity
coverage and fees and other charges assessedeompalihies. Such income increased slightly duthrg2012 periods, as supplemental health
premiums have increased and Medicare supplememtiymes have decreased consistent with sales.

Net investment income on general account invested assets (which excludes income on policyholder and reinsaceounts) was $50.8
million in the third quarter of 2012, up 7.4 pertéom 2011, and was $151.8 million in the firsh@imonths of 2012, up 8.2 percent from
2011. The average balance of general accounttedessets was $3.7 billion and $3.3 billion intthied quarters of 2012 and 2011,
respectively. The average yield on these assetSvbd percent and 5.80 percent in the third queaa2012 and 2011. The average balance
of general account invested assets was $3.7 bélieh$3.2 billion in the first nine months of 204/ 2011, respectively. The average yiel
these assets was 5.52 percent and 5.89 percém findt nine months of 2012 and 2011. The inéageneral account invested assets is
primarily due to the increase in invested assetshased with the proceeds from collateralized wimgs from the FHLB pursuant to an
investment borrowing program that commenced ingbgment in June 2011. The decline in average iggddmarily due to lower yields
related to the variable rate investments purchastdthe proceeds from collateralized borrowingsirthe FHLB.

Trading account income related to reinsurer accounts primarily represents the income on trading se@gitihich are held to act as

hedges for embedded derivatives related to centaitified coinsurance agreements. The income oitrading account securities is designed
to substantially offset the change in value of edadeel derivatives related to modified coinsurance@gents described below.
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Changein value of embedded derivatives related to modified coinsurance agreementsis described in the note to our consolidated
financial statements entitled “Accounting for Dettives.” We have transferred the specific blocknegstments related to these agreements
our trading securities account, which we carryséingated fair value with changes in such value gatzed as trading account income. The
change in the value of the embedded derivativeddngsly been offset by the change in value oftthding securities.

Insurance policy benefits fluctuated as a result of the factors summarizéoMbr benefit ratios. Benefit ratios are caldathby
dividing the related insurance product’s insurapakcy benefits by insurance policy income.

The benefit ratios on Washington National’s Medécsmpplement products have been impacted by ireseéagpolicyholder lapses
following our premium rate increase actions. Welslish active life reserves for these policies,alare in addition to amounts required for
incurred claims. When policies lapse, active ldearves for such lapsed policies are releasedtingsin decreased insurance policy benefits
(although such decrease is substantially offsetdaitional amortization expense). In addition, itieirance product liabilities we establish for
our Medicare supplement business are subject tifisignt estimates and the ultimate claim liabilig incur for a particular period is likely to
be different than our initial estimate. Our inswra policy benefits reflected claim reserve reduacdss from prior years of $1.2 million and nil
in the first nine months of 2012 and 2011, respedti Excluding the effects of prior year claimeese redundancies, our benefit ratios for the
Medicare supplement block would have been 66.9gmrand 69.1 percent in the first nine months df2é@nd 2011, respectively. Governnr
regulations generally require us to attain and taaira ratio of total benefits incurred to totaémiums earned (excluding changes in policy
benefit reserves), after three years from the waigssuance of the policy and over the lifetimehaf policy, of not less than 65 percent on tt
products, as determined in accordance with stataotounting principles. Insurance margins (insceapolicy income less insurance policy
benefits) on these products were $10.7 million &b@ 1 million in the third quarters of 2012 and 20despectively, and were $31.1 million i
$32.2 million in the nine months ended Septembef8@2 and 2011, respectively.

Washington National's supplemental health prodgiouding specified disease, accident and hospiti#mnity products) generally
provide fixed or limited benefits. For exampleypents under cancer insurance policies are geperaltle directly to, or at the direction of,
the policyholder following diagnosis of, or treatmiéor, a covered type of cancer. Approximatelyetifourths of our supplemental health
policies inforce (based on policy count) are soithweturn of premium or cash value riders. Themeof premium rider generally provides
that after a policy has been inforce for a spedifiamber of years or upon the policyholder reachisgecified age, we will pay to the
policyholder, or a beneficiary under the policye tiggregate amount of all premiums paid under ¢kieyp without interest, less the aggregate
amount of all claims incurred under the policy.eTdash value rider is similar to the return of premrider, but also provides for payment of a
graded portion of the return of premium benefthé policy terminates before the return of premhenefit is earned. Accordingly, the net ¢
flows from these products generally result in theuenulation of amounts in the early years of agyo(ieflected in our earnings as reserve
increases) which will be paid out as benefits teripolicy years (reflected in our earnings asmesdecreases which offset the recording of
benefit payments). As the policies age, the beratio will typically increase, but the increasebenefits will be partially offset by investment
income earned on the accumulated assets. The betefiwill fluctuate depending on the claim expace during the year. Insurance margins
(insurance policy income less insurance policy b&)eon these products were $29.4 million and 8Xfillion in the third quarters of 2012 a
2011, respectively, and were $75.0 million and 858illion in the nine months ended September 3Q22thd 2011, respectively. The increas
in margin in the 2012 periods is primarily relatechigher insurance policy income and favorabléntlexperience. In addition, we recognize
$3.9 million out-of-period adjustment in the thgdarter of 2011, which decreased the insuranceimargthese products.

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized in relation to actual and expected premrmievenue, and amortization is only adjusted ifeztpd premium revenue changes or if we
determine the balance of these costs is not reableefrom future profits. Such amounts were gdhecansistent with the related premium
revenue. A revision to our current assumptiondccoesult in increases or decreases to amortizatkpense in future periods.

I nterest expense on investment borrowings represents $.7 million and $.2 million of interegpense on collateralized borrowings in the

three months ended September 30, 2012 and 20pkctesely, and $2.2 million and $.2 million in thene months ended September 30, 2012
and 2011, respectively, as further described imtite to the consolidated financial statementgledtfinvestment Borrowings".
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Other operating costs and expensesin the 2012 periods were comparable to the samiedsein 2011. Other operating costs and
expenses include commission expense of $18.7 midiral $17.4 million in the third quarters of 201212011, respectively, and $52.2 million
and $50.1 million in the nine months ended Septer@8e2012 and 2011, respectively.

Net realized investment gains (losses) fluctuate each period. During the first nine mantii 2012, net realized investment gains in this
segment included $13.0 million of net gains froma glales of investments (primarily fixed maturitiaay $9.4 million of writedowns of
investments for other than temporary declinesiinaue recognized through net income. Duringfttst nine months of 2011, net realized
investment gains included $6.5 million of net gamsn the sales of investments (primarily fixed ordtes) and $5.9 million of writedowns of
investments for other than temporary declinesiindaue recognized through net income.

Colonial Penn (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Premium collections:
Life $ 53.C $ 49z $ 1581 $ 147.1
Supplemental health 1.2 14 3.7 4.4
Total collections $ 54z $ 50.6 $ 161.¢ $ 151t
Average liabilities for insurance products:
Annuities-mortality based $ 764 $ 770 % 76.7 $ 77.€
Supplemental health 15.C 16.1 15.2 16.2
Life:
Interest sensitive 18.1 20.z 19.C 20.4
Non-interest sensitive 605.¢ 590.2 602.( 588.€
Total average liabilities for insurance products, of reinsurance ceded $ 7152 $ 7038 $ 712¢ $ 703.:
Revenues:
Insurance policy income $ 54t $ 50.6 $ 162t $ 152«
Net investment income:
General account invested assets 9.¢ 10.1 30.1 30.¢
Fee revenue and other income 2 2 .6 .6
Total revenues 64.€ 61.1 193.2 183.t
Expenses:
Insurance policy benefits 38.2 35.7 119.4 112.C
Amounts added to annuity and interest-sensitivegdioduct account balances A 3 .6 7
Amortization related to operations 3.t 3.t 11.1 11.C
Other operating costs and expenses 25.4 22.¢ 73.¢ 66.2
Total benefits and expenses 67.2 62.4 205.C 190.C
Loss before net realized investment gains and iectaxes (2.6) 1.3 (11.9) (6.5)
Net realized investment gains 2.€ 3.5 7.1 4.8
Income (loss) before income taxes $ — § 22 % (47 $ (1.7)

This segment's results are significantly impactgthle adoption of the new accounting standardedl&d deferred acquisition costs. We
are no longer able to defer most of Colonial Pedin&ct response advertising costs although sustsagenerate predictable sales and future
inforce profits. The amount of our investment invrigusiness during a particular period will havégmiicant impact on this segment's results.
Based on our current advertising plan, we expéstsiagment to report a modest level of earningkerfourth quarter of 2012.
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Total premium collectionsincreased by 7.1 percent, to $54.2 million, intthied quarter of 2012, as compared to the samegéni
2011, and by 6.8 percent, to $161.8 million, infirg nine months of 2012, as compared to the saened in 2011. See “Premium
Collections” for further analysis of Colonial Peagremium collections.

I nsurance policy incomeis comprised of premiums earned on policies whicvigde mortality or morbidity coverage and fees atfuer
charges assessed on other policies. The increaselinincome reflects the growth in the block afibass.

Net investment income on general account invested assets (which excludes income on policyholder and reinsaceounts) was $9.9
million in the third quarter of 2012, down 2.0 pent from 2011, and was $30.1 million in the firstexmonths of 2012, down 2.6 percent from
2011. The average balance of general accounttedessets was $673.5 million and $679.5 milliothenthird quarters of 2012 and 2011,
respectively. The average yield on these assetHv88 percent and 5.93 percent in the third queaa2012 and 2011, respectively. The
average balance of general account invested agaet$678.8 million and $680.5 million in the firshe months of 2012 and 2011,
respectively. The average yield on these assetSv@2 percent and 6.06 percent in the first ninathrs of 2012 and 2011, respectively.

I nsurance policy benefitsincreased in the 2012 periods due to growth irsdggment.

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs in the ColonialnPen
segment are amortized in relation to actual aneebga premium revenue, and amortization is onlystdfl if expected premium revenue
changes or if we determine the balance of thests t®g0t recoverable from future profits. Suchoamts were generally consistent with the
related premium revenue and gross profits for fueiods and the assumptions we made when we estalithe present value of future
profits. A revision to our current assumptionsldaesult in increases or decreases to amortizatipense in future periods.

Other operating costs and expenses increased in the 2012 periods primarily due to éigharketing expenses.

Net realized investment gains fluctuate each period. During the first nine menti 2012, net realized investment gains in thigremnt
included $7.7 million of net gains from the salémwestments (primarily fixed maturities) and $mlion of writedowns of investments for
other than temporary declines in fair value recpgadithrough net income. During the first nine rherdf 2011, net realized investment gains
in this segment included $5.1 million of net gdiiren the sales of investments (primarily fixed nrétes) and $.3 million of writedowns of
investments for other than temporary declinesiindaue recognized through net income.
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Other CNO Business (dollarsin millions)

Three months ended

Nine months ended

September 30, September 30,
2012 2011 2012 2011
Premium collections:
Annuities $ 9 9 32 § 3C ¢ 13.4
Other health 6.1 6.7 19t 21.t
Life 40.3 44.C 126.t 139.c
Total collections $ 47§ 54C $ 149.C % 174.2
Average liabilities for insurance products:
Annuities:
Mortality based $ 221 % 234 % 2252 % 237.3
Fixed index 510.t 607.€ 532.% 630.€
Deposit based 635.€ 651.1 635.7 655.€
Separate accounts 15.€ 16.£ 15.€ 17.2
Other health 479.€ 481.c 480.1 481.7
Life:
Interest sensitive 2,329.; 2,484.¢ 2,370.¢ 2,506.(
Non-interest sensitive 782.1 780.¢ 770.€ 792.:
Total average liabilities for insurance products, of reinsurance ceded $ 4974( $ 5255¢ $ 5,030 $ 5320
Revenues:
Insurance policy income $ 71 $ 72z $ 224+ $ 216.2
Net investment income:
General account invested assets 82.2 85.4 250.: 261.2
Fixed index products | (8.9 6.C 4.3
Trading account income related to policyholder acts 1.1 (2.9 2.¢ (-9
Total revenues 158.t 146.¢ 483.¢ 4722
Expenses:
Insurance policy benefits 122.% 86.7 299.t 261.¢
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life pragdusther than fixed index products 29.4 28.¢ 86.€ 90.¢
Fixed index products 5.C (4.2 14.¢ 6.C
Amortization related to operations 10.t 10.4 25.1 28.4
Interest expense on investment borrowings 5.C .2 15.1 15.2
Other operating costs and expenses 39.t 16.¢ 96.4 55.1
Total benefits and expenses 212.] 144.C 537.€ 456.¢
Income (loss) before net realized investment loasesfair value changes in embedded
derivative liabilities, net of related amortizatj@and income taxes (53.6) 2.8 (54.0) 15.2
Net realized investment gains (losses) (5.9 3.C 8.8 3.1
Amortization related to net realized investmenngdlosses) (.3) (.9) (1.9 (.2)
Net realized investment gains (losses), net ofedlamortization (5.7) 2.1 6.¢ 2.¢
Insurance policy benefits - fair value changesnibedded derivative liabilities — 3.9 (.4 3.9
Amortization related to fair value changes in entsztiderivative liabilities — 2.€ 3 2.€
Fair value changes in embedded derivative liabditnet of related amortization — (.6) (.1) (.6)
Income (loss) before income taxes $ (899 % 2 %8 (479 3 17.€

76




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Health benefit ratios:
Long-term care:
Insurance policy benefits $ 175 $ 157 $ 475 $ 474
Benefit ratio (a) 282.4% 227 .5% 246.9% 223.7%
Interest-adjusted benefit ratio (b) 169.9% 126.1% 137.2% 127.1%

(&) We calculate benefit ratios by dividing thiated producs insurance policy benefits by insurance policyime

(b) We calculate the interest-adjusted benefio @ non-GAAP measure) for Other CNO Business{tamg care products by dividing such
product’s insurance policy benefits less the imguigerest income on the accumulated assets batnimsurance liabilities by policy
income. These are considered non-GAAP financiasuees. A non-GAAP measure is a numerical meafweompany’s
performance, financial position, or cash flows tletludes or includes amounts that are normalljuebed or included in the most
directly comparable measure calculated and pred@émtgccordance with GAAP.

These non-GAAP financial measures of “interest-stéjd benefit ratios” differ from “benefit ratiostid to the deduction of imputed
interest income on the accumulated assets badkemsurance liabilities from the product’s insuwrampolicy benefits used to determine
the ratio. Interest income is an important factameasuring the performance of health productsataexpected to be inforce for a
longer duration of time, are not subject to unilatehanges in provisions (such as rmamcelable or guaranteed renewable contracts
require the performance of various functions amdises (including insurance protection) for an exted period of time. Actual interest
income will vary from imputed interest income. Tinet cash flows from long-term care products gehecaluse an accumulation of
amounts in the early years of a policy (accounted$ reserve increases) that will be paid oueagtits in later policy years (accounted
for as reserve decreases). Accordingly, as theipslage, the benefit ratio will typically increadut the increase in benefits will be
partially offset by the imputed interest incomeneal on the accumulated assets. The interest-adjbsnefit ratio reflects the effects of
such interest income offset. Since interest incma@ important factor in measuring the perforneaoicthese products, management
believes a benefit ratio that includes the effééhterest income is useful in analyzing produatfpenance. We utilize the interest-
adjusted benefit ratio in measuring segment perdoice because we believe that this performance meeisa better indicator of the
ongoing businesses and trends in the business.etwthe “interest-adjusted benefit ratio” doesmeplace the “benefit ratio” as a
measure of current period benefits to current jienisurance policy income. Accordingly, managemewutews both “benefit ratiosind
“interest-adjusted benefit ratios” when analyzihg financial results attributable to these produdise imputed investment income
earned on the accumulated assets backing the éongeare reserves was $7.0 million and $7.0 milifothe three months ended
September 30, 2012 and 2011, respectively, and$gillion and $20.4 million in the nine months edd&geptember 30, 2012 and 2011,
respectively.

Total premium collectionswere $47.3 million in the third quarter of 2012, down dé&rcent from 2011, and wer8149.0 million in the
first nine months of 2012, down 14 percent from20The decrease in collected premiums was prigndtie to policyholder redemptions and
lapses. See “Premium Collections” for further asely

Average liabilities for insurance products, net of reinsurance ceded were $5.0 billion in the third quarter of 2012, do®.4 percent frol
2011, and were $5.0 billion in the first nine manti 2012, down 5.5 percent from 2011. The deer@asuch liabilities was primarily due to
policyholder redemptions and lapses.

Insurance policy incomeis comprised of policyholder charges on our intesesisitive products and premiums earned on toamiti
insurance policies which provide mortality or malibj coverage. The increase in insurance policgine in the first nine months of 2012 is
primarily due to increased policyholder chargesnftbie implementation of changes to certain NGEstedlto certain interest-sensitive life
products; partially offset by lower premium revenue

Net investment income on general account invested assets (which excludes income on policyholder and reinsaseounts) was $82.3
million in the third quarter of 2012, down 3.6 pent from 2011, and was $250.3 million in the fitste months of 2012, down 4.2 percent f
2011. The average balance of general accountteessets was $5.6 billion and $5.9 billion intthied quarters of 2012 and 2011,
respectively. The average yield on these asset5v@d percent and 5.82 percent in the third queaa2012 and 2011, respectively. The
average balance of general account invested agast$5.6 billion
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and $5.9 billion in the first nine months of 20/)I2011, respectively. The average yield on tlssets was 5.91 percent in both the first nin
months of 2012 and 2011. Investing in higher ymjdnvestments, slightly higher prepayment income reduction to turnover rates to
preserve higher yielding investments has resufteddintaining (or slightly improving) overall yieddn this segment when compared to the
prior year. However, current market conditionsrage challenging and we expect to see the overdt gecline in future periods.

Net investment income related to fixed index products represents the change in the estimated fair vdloptions which are purchasec
an effort to offset or hedge certain potential figgaccruing to the policyholders of our fixed @dproducts. Our fixed index products are
designed so that the investment income spreadéamthe related insurance liabilities is expedtelde more than adequate to cover the cost
of the options and other costs related to theseipsl Net investment income (loss) related tedixndex products was $3.3 million and $(8.4)
million in the third quarters of 2012 and 2011 petively, and was $6.0 million and $(4.1) millinthe nine months ended September 30,
2012 and 2011, respectively. Such amounts werelynaféset by the corresponding charge (credititaunts added to policyholder account
balances for fixed index products. Such income and related charges fluctuate baséoeovalue of options embedded in the segmentéslfi
index annuity policyholder account balances sulijethis benefit and to the performance of the inewhich the returns on such products art
linked. For periods prior to June 30, 2011, neestment income related to fixed index products aisluded income (loss) on trading
securities which were held to offset the changesitimated fair values of embedded derivativesedl&t our fixed index products caused by
interest rate fluctuations. During the second trasf 2011, we sold this trading portfolio andésted the proceeds in higher yielding
investments. Such trading account income (loss)nitaand $(.2) million in the three and nine mon#mled September 30, 2011, respectivi

Trading account income related to policyholder accounts represents the income on investments backing thketstrategies of certain
annuity products which provide for different ratéscash value growth based on the experience afticplar market strategy. The income on
our trading account securities is designed to smisily offset certain amounts included in insw@policy benefits related to the
aforementioned annuity products.

I nsurance policy benefits were affected by a number of items as summarizenhbe

During the third quarters of 2012 and 2011, we werpiired to recognize approximately $43 millio &13 million, respectively, of
additional increases to future loss reserves piiynasulting from decreased projected future et yields related to interest-sensitive
insurance products.

The long-term care policies in this segment geheprbvide for indemnity and non-indemnity benefits a guaranteed renewable or
non-cancellable basis. The benefit ratio on onglterm care policies was 282.4 percent and 225r&ept in the third quarters of 2012 and
2011, respectively, and was 246.1 percent and 223dent in the nine months ended September 3@ &0d 2011, respectively. Benefit
ratios are calculated by dividing the product’suirace policy benefits by insurance policy incoRiece the insurance product liabilities we
establish for londerm care business are subject to significant @séisy the ultimate claim liability we incur for argicular period is likely to k
different than our initial estimate. Our insurapagicy benefits reflected reserve deficiencies fromor years of $8.6 million and $4.8 million
in the first nine months of 2012 and 2011, respebti Excluding the effects of prior year clainseeve deficiencies, our benefit ratios would
have been 201.6 percent and 200.6 percent inrdtenfne months of 2012 and 2011, respectivelyesEtratios reflect the level of incurred
claims experienced in recent periods, adverse dprent on claims incurred in prior periods and lop@icy income. The prior period
deficiencies have primarily resulted from the impafcpaid claim experience being different tharopestimates.

The net cash flows from long-term care productsegaly cause an accumulation of amounts in theygaars of a policy (reflected in
our earnings as reserve increases) which will e qat as benefits in later policy years (refleciedur earnings as reserve decreases which
offset the recording of benefit payments). Accoglly, as the policies age, the benefit ratio wiflically increase, but the increase in benefits
will be partially offset by investment income eadtran the assets which have accumulated. The sttatgusted benefit ratio for lortgrm care
products is calculated by dividing the insuranaadpict’s insurance policy benefits less interesbime on the accumulated assets backing the
insurance liabilities by insurance policy inconkhe interest-adjusted benefit ratio on this businesas 137.3 percent and 127.1 percent in the
first nine months of 2012 and 2011, respectivéixcluding the effects of prior year claim reserefidencies, our interest-adjusted benefit
ratios would have been 92.8 percent and 104.5 peitehe first nine months of 2012 and 2011, retipely.

In each quarterly period, we calculate our besinege of claim reserves based on all of the infdiomaavailable to us at that time, wh
necessarily takes into account new experience eéntedyiring the period. Our actuaries estimatedtwaim reserves using various generally
recognized actuarial methodologies which are basddformed estimates and
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judgments that are believed to be appropriateadttional experience emerges and other data beawaikable, these estimates and judgm
are reviewed and may be revised. Significant aptioms made in estimating claim reserves for loggatcare policies include expectations
about the: (i) future duration of existing clainfig} cost of care and benefit utilization; (iifpterest rate utilized to discount claim reservag; (
claims that have been incurred but not yet repo(tgctclaim status on the reporting date; (vi) olaithat have been closed but are expected to
reopen; and (vii) correspondence that has beeiiveetehat will ultimately become claims that hawsyments associated with them.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $29.4 million in the
third quarter of 2012, up 1.7 percent from 2014 aere $86.6 million in the first nine months ofl2Q down 4.6 percent from 2011. The
decrease in the first nine months of 2012 was pilyndue to a smaller block of interest-sensitiife business in force due to lapses in recent
periods. The weighted average crediting ratesifese products was 3.9 percent in both the first months of 2012 and 2011.

Amounts added to fixed index products generally fluctuate with the corresponding reldteag:stment income accounts described above

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized either: (i) in relation to the estimagedss profits for universal life and investmentaygroducts; or (i) in relation to actual and
expected premium revenue for other products. ¢itiad, for universal life and investment-type puoets, we are required to adjust the total
amortization recorded to date through the statemioperations if actual experience or other evigesuggests that earlier estimates of future
gross profits should be revised. Accordingly, amation for universal life and investment-type guots is dependent on the profits realized
during the period and on our expectation of fupnafits. For other products, we amortize insuraacguisition costs in relation to actual and
expected premium revenue, and amortization is adjysted if expected premium revenue changes.a$s@mptions we use to estimate our
future gross profits and premiums involve significaidgment. A revision to our current assumptioosld result in increases or decreases to
amortization expense in future periods. Earningsuar universal life products, which comprise anfigant part of this block, are subject to
volatility since our insurance acquisition costs aqual to the value of future estimated grosstgraiccordingly, the impact of adverse
changes in our earlier estimates of future grosétpris generally reflected in earnings in theipéisuch differences occur.

I nterest expense on investment borrowings includes $5.0 million and $5.2 million of interestpense on collateralized borrowings in the
third quarters of 2012 and 2011, respectively, 8t 1 million in both the nine months ended Sepem39, 2012 and 2011, as further
described in the note to the consolidated finargtatiements entitled “Investment Borrowings”.

Other operating costs and expenses were $39.5 million in the third quarter of 2012, 186 percent from 2011, and were $96.4 million ir
the first nine months of 2012, up 75 percent frd@ 2 In the three and nine months ended Septenth@032, we recognized charges of $21
million and $41.5 million, respectively, relatedtémtative settlements of pending litigation as enfolly described in the note to the
consolidated financial statements entitled "Litigatand Other Legal Proceedings - Cost of Insurauitigation”.

Net realized investment gains (losses) fluctuate each period. During the first nine mantii 2012, net realized investment gains in this
segment included $24.2 million of net gains froma #ales of investments (primarily fixed maturitiaay $15.4 million of writedowns of
investments for other than temporary declinesiiniaue recognized through net income. Duringftrst nine months of 2011, net realized
investment gains included $14.4 million of net gdiom the sales of investments (primarily fixedtunies) and $11.3 million of writedowns
of investments for other than temporary declinei&invalue recognized through net income.

Amortization related to net realized investment losses is the increase or decrease in the amortizationsofrance acquisition costs which
results from realized investment gains or losd8&tien we sell securities which back our univergaldind investment-type products at a gain
(loss) and reinvest the proceeds at a differend Y@ when we have the intent to sell the impaireagstments before an anticipated recovel
value occurs), we increase (reduce) the amortizatfonsurance acquisition costs in order to reftae change in estimated gross profits due t
the gains (losses) realized and the resulting effe@stimated future yields. Sales of fixed mitunvestments resulted in an increase in the
amortization of insurance acquisition costs of@iBion and $.9 million in the third quarters of ZDand 2011, respectively, and $1.9 million
and $.2 million in the nine months ended Septer8be2012 and 2011, respectively.

Insurance policy benefits - fair value changesin embedded derivative liabilities represents fair value changes due to fluctuatiorise
interest rates used to discount embedded derividibidities related to our fixed index annuitié¥ior to
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June 30, 2011, we held certain trading securitiesffset the income statement volatility causedHheyinterest rate fluctuations. In the second
quarter of 2011, we sold this trading portfolio.

Amortization related to fair value changesin embedded derivative liabilities is the increase or decrease in the amortizationsoirance
acquisition costs which results from changes iarest rates used to discount embedded derivatibdities related to our fixed index annuiti

Corporate Operations (dollarsin millions)

Three months ended Nine months ended

September 30, September 30,
2012 2011 2012 2011
Corporate operations:
Interest expense on corporate debt $ (169 $ (187 $ (50.H $ (58.9
Net investment income (loss):
General account invested assets 1.C 1.1 2.8 2.C
Other special-purpose portfolios:

CoLl 3.1 (11.5) 5.4 (20.¢)
Investments held in a rabbi trust — (.2) 4.1 1.8
Investments in certain hedge funds (-1 (3.2 (1.9 (3.2
Other trading account activities 5.2 11 15.7 6.3
Fee revenue and other income 3 .3 .9 .9
Net operating results of variable interest entities 4.7 3.8 9.8 6.C
Interest expense on investment borrowings (&) (.2 (.4) (.2)
Other operating costs and expenses (20.) (18.9) (54.7) (42.5)

Loss before net realized investment gains, lossxtinguishment of debt
and income taxes (23.0 (46.2) (68.0) (97.9
Net realized investment gains (losses) .8 (4.0 1.8 1.2
Loss on extinguishment of debt (198.5) (1.7 (199.9) (3.0
Loss before income taxes $ (2209 $ (519 $ (2659 § (102.7)

I nterest expense on corporate debt has been primarily impacted by: (i) prepaymentswfPrevious Senior Secured Credit Agreeme
2011 and 2012 and the amendment in May 2011 wlidhaed the interest rate payable on the Previoni®iS8ecured Credit Agreement; and
(i) repayments of the Senior Health Note. Suelmgactions are further discussed in the note todhsolidated financial statements entitled
“Notes Payable - Direct Corporate Obligations”. @uerage corporate debt outstanding was $840.Iom#ind $973.4 million during the first
nine months of 2012 and 2011, respectively. Theane interest rate on our debt was 7.3 percent &nglercent during the first nine months
of 2012 and 2011, respectively.

Net investment income on general account invested assets fluctuates based on the amount and type of invessselts in the corporate
operations segment.

Net investment income on other special-purpose portfolios includes the income (loss) from: (i) investmemtsited to deferred
compensation plans held in a rabbi trust (whiobffiset by amounts included other operating costs and expenses as the investment results
allocated to participants’ account balances)ti@yling account activities which commenced in ih&t fluarter of 2011; (iii) income (loss) from
COLI equal to the difference between the returih@se investments and our overall portfolio yi@ldd (iv) investments in certain hedge fund:
which commenced in the third quarter of 2011. C@Liltilized as an investment vehicle to fund Baskagent deferred compensation
plan. For segment reporting, the Bankers Life sgris allocated a return on these investmentssatgrit to the yield on the Company’s
overall portfolio, with any difference in the act@OLI return allocated to Corporate Operations.

Net operating results of variable interest entities represents the operating results of VIEs. The \Afesconsolidated in accordance with
GAAP. These entities were established to issuerges and use the proceeds to invest in loansoéimel permitted assets. Refer to the note t
the consolidated financial statements entitled éstmnents in Variable Interest Entities” for moreoimation on the VIEs.
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I nterest expense on investment borrowings represents interest expense on repurchase agreeaseforther discussed in the note to the
consolidated financial statements entitled "InvesthBorrowings".

Other operating costs and expenses include general corporate expenses, net of amathiatged to subsidiaries for services provided by
the corporate operations. These amounts flucm#eresult of expenses such as consulting anbdesia which often vary from period to
period. In the third quarters of 2012 and 2011yeemgnized charges of $9.7 million and $8.9 millimspectively, related to changes in the
underlying actuarial assumptions used to valueagent deferred compensation plan and certain neginé benefits. In the first quarter of 2012,
we recognized a $6.8 million charge related torébecation of Bankers Life's primary office.

Net realized investment gains (losses) often fluctuate each period. During the first nmenths of 2012, net realized investment gains
included $2.2 million of net gains from the salésweestments (of which, $.3 million were net garesognized by VIEs) and $.4 million of
writedowns of investments (all of which were reciagd by VIES) due to other than temporary declindgir value recognized through net
income. During the first nine months of 2011, reetlized investment gains included $2.3 milliomef gains from the sales of investments (of
which, $3.3 million were net gains recognized b¥¥) and $3.5 million of writedowns of investmera#l ¢f which were recognized by VIES)
due to other than temporary declines in fair vakeognized through net income.

Loss on extinguishment of debt in the first nine months of 2012 of $199.2 millimpresents: (i) $136.3 million (all of which was
recognized in the third quarter of 2012) due torepurchase of $200.0 million principal amount @93 Debentures pursuant to the Debentur
Repurchase Agreement and the write-off of unameditdiscount and issuance costs associated with @& Debentures; (ii) $57.8 million (all
of which was recognized in the third quarter of 20rklated to the tender offer and consent sotioitefor the 9.0% Notes, the write-off of
unamortized issuance costs related to the 9.0%sNutd other transactions; and (iii) $5.1 milliod.@million of which was recognized in the
third quarter of 2012) representing the write-dfinamortized discount and issuance costs assdaidth repayments of our Previous Senior
Secured Credit Agreement. Such transactions atiegfudiscussed in the note to the consolidatechiizh statements entitled “Notes Payable —
Direct Corporate Obligations.” The loss on extirghument of debt in the 2011 periods represents the-off of unamortized discount and
issuance costs associated with the prepayment0&. $nillion outstanding principal balance under Brevious Senior Secured Credit
Agreement.
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EBIT from Business Segments Summarized by In-Forcand New Business

Management believes that an analysis of EBIT, se¢pdrbetween in-force and new business providesased clarity around the value
drivers of our business, particularly since the memsiness results are significantly impacted byr#te of sales, mix of business and the
distribution channel through which new sales arden&BIT from new business includes pre-tax reveraune expenses associated with new
sales of our insurance products during the firsirgdter the sale is completed. EBIT from in-fobeesiness includes all pre-tax revenues and
expenses associated with sales of insurance pthattwere completed more than one year beforerttief the reporting period. The
allocation of certain revenues and expenses betwewrand in-force business is based on estimatdgshwve believe are reasonable.

The following summarizes our earnings, separatéaden in-force and new business on a consolidadsis land for each of our
operating segments for the three and nine monttisceB8eptember 30, 2012 and 2011:

Business segments - total (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
EBIT from In-Force Business
Revenues:
Insurance policy income $ 594.¢ % 585.2 $ 1,793. $  1,763.
Net investment income and other 360.7 286.5 1,063.; 972.%
Total revenues 955.1 871.¢ 2,856.! 2,735.¢
Benefits and expenses:
Insurance policy benefits 671.c 569.4 1,918.: 1,820.!
Amortization 54.1 55.t 191.¢ 202.7
Other expenses 125.3 98.t 363.( 296.:
Total benefits and expenses 850.% 723.¢ 2,473.. 2,319
EBIT from In-Force Business $ 104.2 % 148.2 $ 3837 $ 416.¢
EBIT from New Business
Revenues:
Insurance policy income $ 95.¢ $ 882 $ 278 % 256.7
Net investment income and other 12.¢ 7.7 31.7 30.1
Total revenues 108.5 95.¢ 309.¢ 286.¢
Benefits and expenses:
Insurance policy benefits 69.¢ 57.7 195.¢ 174.%
Amortization 6.7 13.c 22.1 31.¢
Other expenses 78.% 71.2 2217 207 .
Total benefits and expenses 154.¢ 1422 439.2 413.¢
EBIT from New Business $ (46.1) $ (46.9) $ (129.9 $ (126.6¢)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 690.2 $ 673 $ 2,071 $  2,020.
Net investment income and other 373.¢ 2942 1,094.¢ 1,002.
Total revenues 1,063.¢ 967.1 3,166.: 3,022.°
Benefits and expenses:
Insurance policy benefits 741.1 627.1 2,113.° 1,994."
Amortization 60.¢ 68.¢ 213.¢ 234.
Other expenses 203.¢ 169.7 584.7 503.7
Total benefits and expenses 1,005.! 865.¢ 2,912 2,732.¢

CDIT frams ln MAavAaa A A N~



Business $ 58.: $ 102.1  $ 253¢ % 289.¢
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Bankers Life (dollarsin millions)

EBIT from In-Force Business
Revenues:
Insurance policy income
Net investment income and other
Total revenues
Benefits and expenses:
Insurance policy benefits
Amortization
Other expenses
Total benefits and expenses
EBIT from In-Force Business

EBIT from New Business
Revenues:
Insurance policy income
Net investment income and other
Total revenues
Benefits and expenses:
Insurance policy benefits
Amortization
Other expenses
Total benefits and expenses
EBIT from New Business

EBIT from In-Force and New Business
Revenues:
Insurance policy income
Net investment income and other
Total revenues
Benefits and expenses:
Insurance policy benefits
Amortization
Other expenses
Total benefits and expenses

EBIT from In-Force and New
Business

Three months ended

Nine months ended

September 30, September 30,
2012 2011 2012 2011
345.7 $ 339.C $ 1,039.. $ 1,024.
212.7 153.¢ 620.¢ 543.¢
558.2 492.¢ 1,659. 1,567.
377.( 313.7 1,093.: 1,031.¢
29.¢ 31.€ 123.¢ 130.2
41.4 36.C 133.C 108.7
448.: 381.c 1,349.¢ 1,270.¢
110.1 % 111.¢ $ 309.¢ $ 296.¢
704 $ 65.€ $ 202t $ 190.1
12.¢ 7.7 31.7 30.1
83.2 73.c 234.2 220.2
57.€ 46.¢ 159.1 142.¢
5.7 12.t 19.4 29.2
49.F 46.1 138.c 131.7
112.¢ 105.t 316.¢ 303.¢
(295 $ (322 $ (82.¢) $ (83.2)
416.1 $ 404 $ 1,241¢ $ @ 1,214.0
225.¢ 161.¢ 652.< 573.7
641.7 566.2 1,893.¢ 1,787.¢
434.¢ 360.¢ 1,252.: 1,174.
35.€ 44.1 143.( 159.t
90.¢ 82.1 271.k 240.¢
561.1 486.¢ 1,666. 1,574..
80.€ $ 794 % 227.. $ 213.%
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Washington National (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
EBIT from In-Force Business
Revenues:
Insurance policy income $ 1332 % 1321 % 399 % 397.t
Net investment income and other 51.2 47.1 152.5 141.2
Total revenues 184.¢ 179.¢ 551.¢ 538.1
Benefits and expenses:
Insurance policy benefits 105.2 113.: 322.¢ 332.¢
Amortization 10.t 10.2 32.t 33.t
Other expenses 32.€ 33.¢ 98.¢ 97.¢
Total benefits and expenses 148.: 157.¢ 454.( 464.2
EBIT from In-Force Business $ 365 % 224 $ 97.¢ $ 74.5
EBIT from New Business
Revenues:
Insurance policy income $ 144 $ 13 % 43¢ $ 40.4
Net investment income and other — — — —
Total revenues 14.¢ 13.¢ 43.€ 40.4
Benefits and expenses:
Insurance policy benefits 5.¢ 5.7 17.¢ 16.7
Amortization 7 .6 2.2 2.1
Other expenses 10.Z 8.7 28.¢ 28.¢
Total benefits and expenses 16.¢ 15.C 49.C 47.¢€
EBIT from New Business $ 24 $ a2 $ (5.9 $ (7.2)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 147.¢ % 145¢  $ 442 ¢ $ 437.¢
Net investment income and other 51.2 471 152.5 141.2
Total revenues 199.( 193.¢ 595.t 579.1
Benefits and expenses:
Insurance policy benefits 111.1 119.( 340.5 349.t
Amortization 11.2 10.¢ 34.7 35.€
Other expenses 42.¢ 42.¢ 127.¢ 126.7
Total benefits and expenses 165.1 172.¢ 503.( 511.¢
EBIT from In-Force and New
Business $ 33¢ $ 21.2 $ 92t $ 67.2
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Colonial Penn (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
EBIT from In-Force Business
Revenues:
Insurance policy income $ 43f % 42C % 130« $ 125.¢
Net investment income and other 10.1 10.2 30.7 31.t
Total revenues 53.€ 52.: 161.1 157.:
Benefits and expenses:
Insurance policy benefits 32.C 30.€ 101.€ 97.€
Amortization 3.2 3.3 10.€ 10.€
Other expenses 6.8 6.5 19.4 19.4
Total benefits and expenses 42.C 40.7 131.€ 127.¢
EBIT from In-Force Business $ 116 $ 11€  $ 29t % 29.7
EBIT from New Business
Revenues:
Insurance policy income $ 11.C $ 8¢ $ 321 % 26.2
Net investment income and other — — — —
Total revenues 11.C 8.8 32.1 26.2
Benefits and expenses:
Insurance policy benefits 6.3 5.1 18.4 15.1
Amortization 3 2 .5 A4
Other expenses 18.€ 16.4 54.t 46.€
Total benefits and expenses 25.2 21.7 73.2 62.£
EBIT from New Business $ 14.2) $ (129 $ 419 $ (36.9)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 54t $ 50.¢ $ 162.5 % 152.(
Net investment income and other 10.1 10.2 30.7 31.t
Total revenues 64.¢ 61.1 193.2 183.t
Benefits and expenses:
Insurance policy benefits 38.c 36.C 120.( 112.5
Amortization 3.t 3.t 11.1 11.C
Other expenses 25.4 22.C 73.€ 66.3
Total benefits and expenses 67.2 62.4 205.( 190.(
EBIT from In-Force and New
Business $ (2.6) $ 13 $ (118 $ (6.5)
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Other CNO Business (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
EBIT from In-Force Business (a)
Revenues:
Insurance policy income $ 716 % 722 % 224.¢ % 216.2
Net investment income and other 86.7 74.€ 259.2 256.(
Total revenues 158.t 146.¢ 483.¢ 472.2
Benefits and expenses:
Insurance policy benefits 157.1 111 401.( 358.2
Amortization 10.5 10.4 25.1 28.4
Other expenses 445 22.1 111.5 70.2
Total benefits and expenses 212.1 144.( 537.¢ 456.¢
EBIT from In-Force Business $ (536 $ 28 % (540 $ 15.¢

(&) All activity in the Other CNO Business segmeiates to irforce busines

The above analysis of EBIT, separated betweenrcefand new business, illustrates how our segnagatsnpacted by the rate of sales,
mix of business and distribution channel througlicivimew sales are made. In addition, when the itsfaem new business are separated, the
value drivers of our in-force business are moreasgt.

TheEBIT from in-force business in the Bankers Life segent grew in the first nine months of 2012 primarily doehe growth in this
segment's in-force block reflecting prior periotesaand improved persistency. Other expenses ia@duBLO million settlement with state
regulators in the first quarter of 2012. EBIT framaforce business in the three months ended Seme8th 2012 was comparable to the prior
year. The increased earnings from the growth mdbgment's -force block was offset by higher incurred clainmslife and long-term care
policies.

TheEBIT from in-force business in the Washington Natimal segmentgrew in the 2012 periods primarily due to higherdstment
income on higher average balance of general acassets from the FHLB investment borrowing progthat commenced in June 2011.

TheEBIT from new business in the Colonial Penn segmeirt the 2012 periods reflects additional marketingts. The vast majority
of the costs to generate new business in this seigane not deferrable and EBIT will fluctuate basednanagement's decisions on how much
marketing costs to incur in each period.

We are not investing in new business in@tker CNO Business segment
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PREMIUM COLLECTIONS

In accordance with GAAP, insurance policy incomeum consolidated statement of operations consfgtsemiums earned for
traditional insurance policies that have life cogéncies or morbidity features. For annuity andensal life contracts, premiums collected are
not reported as revenues, but as deposits to imsgiteabilities. We recognize revenues for thaselpcts over time in the form of investment
income and surrender or other charges.

Our insurance segments sell products through tmigeary distribution channels — career agents Bamkers Life segment), direct
marketing (our Colonial Penn segment) and indepsimgi®ducers (our Washington National segment)r caweer agency force in the Bankers
Life segment sells primarily Medicare supplemerd Bomg-term care insurance policies, PDP contréifésinsurance and annuities. These
agents visit the customer’s home, which permits@mene contact with potential policyholders and progsattrong personal relationships \
existing policyholders. Our direct marketing distition channel in the Colonial Penn segment isaged primarily in the sale of graded ber
life and simplified issue life insurance policiekish are sold directly to the policyholder. Our 8fmgton National segment sells primarily
supplemental health and life insurance. Theseymtschre marketed through PMA, a subsidiary thatigizes in marketing and distributing
health products, and through independent marketiggnizations and insurance agencies, includindcsiter marketing.

Agents, insurance brokers and marketing companiesmarket our products and prospective purchagersrgproducts use the financ
strength ratings of our insurance subsidiariesd@mportant factor in determining whether to mariepurchase. Ratings have the most im
on our annuity, interest-sensitive life insurannd bong-term care products. The current finanstis@ngth ratings of our primary insurance
subsidiaries (except Conseco Life) from A.M. B&&P, Moody’s and Fitch Ratings (“Fitch”) are “B++BB+”, “Baa3” and “BBB”,
respectively. The current financial strength rggiof Conseco Life from A.M. Best, S&P, Moody's d&itth are “B-", “B+”, “Bal” and
“BB+”, respectively. For a description of theségs and additional information on our ratingss S€inancial Strength Ratings of our
Insurance Subsidiaries.”

We set premium rates on our health insurance pglicased on facts and circumstances known amntigevie issue the policies using
assumptions about numerous variables, includingtigarial probability of a policyholder incurrilagclaim, the probable size of the claim,
the interest rate earned on our investment of prersi We also consider historical claims informatiodustry statistics, the rates of our
competitors and other factors. If our actual ckBwperience is less favorable than we anticipatedwe are unable to raise our premium ri
our financial results may be adversely affectece §nerally cannot raise our health insurance pr@asiin any state until we obtain the
approval of the state insurance regulator. Weekethe adequacy of our premium rates regularlyféedor rate increases on our products
when we believe such rates are too low. It idyilteat we will not be able to obtain approval &frequested premium rate increases. If such
requests are denied in one or more states, oumegrne may decrease. If such requests are appringedased premium rates may reduce the
volume of our new sales and may cause existingyludiders to lapse their policies. If the healtlpelicyholders allow their policies to lapse,
this would reduce our premium income and profiiabih the future.
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Total premium collections by segment were as faflow

Bankers Life (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Premiums collected by product:
Annuities:
Fixed index (first-year) $ 1145 $ 208( $ 369.6 $ 520.1
Other fixed rate (first-year) 56.C 55.1 151.5 222.:
Other fixed rate (renewal) 1.2 1.C 4.6 3.C
Subtotal - other fixed rate annuities 57.2 56.1 156.: 225.
Total annuities 171.5 264.1 525.¢ 745.¢
Health:
Medicare supplement (first-year) 247 24.F 73.€ 74.2
Medicare supplement (renewal) 153.( 146.¢ 453.¢ 444.¢
Subtotal - Medicare supplement 177.5 171 527.t 519.1
Long-term care (first-year) 6.C 5.¢ 17.4 18.C
Long-term care (renewal) 130.1 131.¢ 394.2 407.¢
Subtotal - long-term care 136.] 137.¢ 411.¢ 425.¢
PDP and PFFS (first year) A .6 15 1.2
PDP and PFFS (renewal) 10.2 15.€ 39.¢ 40.€
Subtotal — PDP and PFFS 10.2 16.2 40.% 41.¢
Other health (first-year) .9 4 1.9 1.1
Other health (renewal) 2.8 2.3 6.8 7.1
Subtotal - other health 3.2 2.7 8.7 8.2
Total health 327.: 328.( 988.1 994.%
Life insurance:
First-year 38.€ 30.€ 107.¢ 85.C
Renewal 42.4 34.¢ 119.¢ 98.¢
Total life insurance 81.c 65.5 226.¢ 183.¢
Collections on insurance products:
Total first-year premium collections on insuranceducts 241.1 325.¢ 722.1 922.(
Total renewal premium collections on insurance potsl 339.: 332.: 1,018." 1,002.(
Total collections on insurance products $ 580 $ 6576 $ 1,740.8 § 1,924.

Annuitiesin this segment include fixed index and other fixaté annuities sold to the senior market. Anncdlections in this segme
decreased 35 percent, to $171.7 million, in thedthuarter of 2012, and 29 percent, to $525.9 omijlin the first nine months of 2012, as
compared to the same periods in 2011. Premiureat@hs from our fixed index products have fluctubtiue to volatility in the financial
markets in recent periods. In addition, premiumemtions from Bankers Life's fixed annuity produbts/e decreased in recent periods as low
new money interest rates negatively impacted dessmnd the overall sales in the fixed annuity reairk

Health products include Medicare supplement, PDP contrémig-term care and other insurance products.pgafits on health policies

depend on the overall level of sales, the lengttinoé the business remains inforce, investmentgiatlaims experience and expense
management.
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Collected premiums on Medicare supplement politidbe Bankers Life segment increased 3.7 per¢et] 77.7 million, in the third
quarter of 2012, and 1.6 percent, to $527.5 milliorthe first nine months of 2012, as comparethésame periods in the prior year.

Premiums collected on Bankers Life’s long-term qaokcies decreased 1.2 percent, to $136.1 milliothe third quarter of 2012, and
3.3 percent, to $411.6 million, in the first ninemths of 2012, as compared to the same period3lih.2The decrease was primarily
attributable to higher lapses following premiuneratcreases in recent periods.

Premiums collected on PDP and PFFS business telaig quota-share reinsurance agreements withri@igvd’remiums collected on
PFFS business were nil and $3.6 million in thedtared nine months ended September 30, 2011, resgdecThe PFFS premiums recognized
in 2011 relate to adjustments to prior year comsrbased on audits conducted by the Centers foiddexland Medicaid Services, an agency o
the United States government which, among othagthiadministers the Medicare program. Such aaditgesult in positive or negative
adjustments to premium revenue in the period thelt®of the audits are reported to us.

Life products in this segment include traditional artdriestsensitive life products. Life premiums collectedhis segment increased
percent, to $81.3 million, in the third quarter28f12, and 23 percent, to $226.8 million, in thetfiine months of 2012, as compared to the
same periods in 2011, reflecting higher salesisigagment (including increased sales of singlenpmn whole life products).

Washington National (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Premiums collected by product:
Health:
Medicare supplement (first-year) $ 2 % 4 % 8 % 1.t
Medicare supplement (renewal) 28.2 31.t 84.¢ 98.¢
Subtotal - Medicare supplement 28.4 31.¢ 85.¢ 100.:
Supplemental health (first-year) 14.7 13.2 43.¢ 40.1
Supplemental health (renewal) 99.¢ 95.2 298.¢ 284.1
Subtotal — supplemental health 114t 108.¢ 342.¢ 324.
Other health (all renewal) i .9 2.C 2.7
Total health 143.¢ 141.2 430.¢ 4272
Life insurance:
First-year .3 A4 .8 1.1
Renewal 2.7 3.7 10.C 11.2
Total life insurance 3.C 4.1 10.€ 12.:
Collections on insurance products:

Total first-year premium collections on insuranceducts 15.2 14.C 45.5 427
Total renewal premium collections on insurance potsl 131.¢ 131.c 3955 396.¢
Total collections on insurance products $§ 1466 § 1450 §  441° § 439!

Health products in the Washington National segment incMeelicare supplement, supplemental health and atlsarance
products. Our profits on health policies dependhenoverall level of sales, the length of time Ibiusiness remains inforce, investment yields,
claim experience and expense management.

Collected premiums on Medicare supplement policidbe Washington National segment decreased Ieperto $28.4 million, in the

third quarter of 2012, and 15 percent, to $85.6ioni] in the first nine months of 2012, as compakethe same periods in 2011. We have
experienced lower sales of these products as weihaveased our focus on supplemental health ptsducecent periods.

89




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Premiums collected on supplemental health prodirmattuding specified disease, accident and hospitE@mnity insurance products)
increased 5.6 percent, to $114.5 million, in thedtquarter of 2012, and 5.7 percent, to $342.8anil in the first nine months of 2012, as
compared to the same periods in 2011. Such inesea® due to higher new sales in recent periods.

Life products in the Washington National segment amagmily traditional life products. Life premiumslrted in this segment have
declined in recent periods.

Colonial Penn (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Premiums collected by product:
Life insurance:
First-year $ 10.€ % 8¢S $ 32.C $ 26.2
Renewal 42.1 40.5 126.] 120.¢
Total life insurance 53.C 49.7 158.1 147.1
Health (all renewal):
Medicare supplement 1.1 1.3 3.4 4.C
Other health A A .3 4
Total health 1.2 14 3.7 4.4
Collections on insurance products:
Total first-year premium collections on insuranceducts 10.¢ 8.¢ 32.C 26.2
Total renewal premium collections on insurance potsl 43.% 41.7 129.¢ 125.:
Total collections on insurance products $ 54z § 506 $ 16L& $ 151.%

Life products in this segment are primarily graded beaafl simplified issue life insurance productsfelpremiums collected in this
segment increased 7.7 percent, to $53.0 milliothénthird quarter of 2012, and 7.5 percent, to8s1Lillion, in the first nine months of 2012,
as compared to the same periods in 2011. Gradefibkfe products sold through our direct resppnsarketing channel accounted for $52.4
million and $48.5 million of our total collectedgamiums in the third quarters of 2012 and 2011,eetgely, and $156.0 million and $144.7
million in the first nine months of 2012 and 20tdspectively.

Health products include Medicare supplement and otheramsae products. Our profits on health policiesethepon the overall level of

sales, the length of time the business remaingdafanvestment yields, claims experience and espemanagement. Premiums collected on
these products have decreased as we do not cyrneaitket these products through this segment.
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Other CNO Business (dollarsin millions)

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Premiums collected by product:
Annuities:
Fixed index (first-year) $ 1 9 2z $ 3 9 7.€
Fixed index (renewal) A4 .8 1.¢ 3.1
Subtotal - fixed index annuities 5 3.C 2.2 10.7
Other fixed rate (first-year) — A — 2.1
Other fixed rate (renewal) A4 2 .8 .6
Subtotal - other fixed rate annuities A4 .3 .8 2.7
Total annuities .9 8L 3.C 13.2
Health:
Long-term care (all renewal) 6.C 6.5 19.C 20.¢
Other health (all renewal) A 2 5 .6
Total health 6.1 6.7 19.F 21k
Life insurance:
First-year .9 .3 2.3 1.€
Renewal 39.4 43.7 124.2 137.7
Total life insurance 40.3 44.C 126.5 139.:
Collections on insurance products:
Total first-year premium collections on insuranceducts 1.C 2.€ 2.€ 11.
Total renewal premium collections on insurance posl 46.5 51.4 146. 162.¢
Total collections on insurance products $ 47§ 540§ 1490 § 1744

Annuitiesin this segment include fixed index and other figgahuities. We are no longer actively pursuingsalf annuity products in
this segment.

Health products in the Other CNO Business segment indliig-term care and other health insurance produ@ts. profits on health
policies depend on the length of time the busimessins inforce, investment yields, claim expereesand expense management.

The long-term care premiums in this segment reatdocks of business that we no longer marketnalenwrite. As a result, we expect
this segment’s long-term care premiums to contioudecline, reflecting additional policy lapsedtie future.

Life products in the Other CNO Business segment ingbuishearily universal life products. Life premiumeliected in this segment
decreased 8.4 percent, to $40.3 million, in thedtguarter of 2012, and 9.2 percent, to $126.5anillin the first nine months of 2012, as
compared to the same periods in 2011. We are tisebcmarketing life products in this segment axgpect premiums to continue to decline.
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LIQUIDITY AND CAPITAL RESOURCES

Our capital structure as of September 30, 2012 Dtember 31, 2011 , was as follows (dollars ittions):

September 30, December 31,

2012 2011
(Restated)
Total capital:

Corporate notes payable $ 1,035 $ 857.¢

Shareholders’ equity:
Common stock 2.3 2.4
Additional paid-in capital 4,251.. 4,361.¢
Accumulated other comprehensive income 1,234.. 781.¢
Accumulated deficit (421.9) (532.)
Total shareholders’ equity 5,066.: 4,613.¢
Total capital $ 6,101.. $ 5,471,

The following table summarizes certain financidglasas of and for the nine months ended SepteBte2012 , and as of and for the
year endeDecember 31, 2011 :

September 30, December 31,

2012 2011
Book value per common share (Restated) $ 22.00 $ 19.12
Book value per common share, excluding accumulatieelr comprehensive income (a) 16.7C 15.8¢
Ratio of earnings to fixed charges 1.13X 1.75X
Debt to total capital ratios:
Corporate debt to total capital (Restated) 17.C% 15.7%
Corporate debt to total capital, excluding accuriagather comprehensive income (a) 21.2% 18.2%

(@) This non-GAAP measure differs from the coroeaping GAAP measure presented immediately aboveuse accumulated other
comprehensive income has been excluded from the \aflcapital used to determine this measure. Bemant believes this non-
GAAP measure is useful because it removes theiltgldihat arises from changes in accumulated otteenprehensive income. Such
volatility is often caused by changes in the estidair value of our investment portfolio resuftifrom changes in general market
interest rates rather than the business decisiade iy management. However, this measure doaspiate the corresponding GAAP
measure.

Liquidity for Insurance Operations

Our insurance companies generally receive adegaateflows from premium collections and investnirobme to meet their
obligations. Life insurance, long-term care insis@and annuity liabilities are generally long-témmature. Life and annuity policyholders
may, however, withdraw funds or surrender theiigies, subject to any applicable penalty provisjdhsre are generally no withdrawal or
surrender benefits for long-term care insurance &€k to balance the duration of our investedsgsth the estimated duration of benefit
payments arising from contract liabilities.

Three of the Company’s insurance subsidiaries (Eam&ife, Washington National Insurance Company Badkers Life) are members
of the FHLB. As members of the FHLB, Conseco Liféashington National Insurance Company and Barlkiéeshave the ability to borrow
on a collateralized basis from the FHLB. Conseife, Washington National Insurance Company and Besikife are required to hold certain
minimum amounts of FHLB common stock as a condiibmembership in the FHLB, and additional amourased on the amount of the
borrowings. At September 30, 2012 , the carryialy® of the FHLB common stock was $82.5 millioAs of September 30, 2012,
collateralized borrowings from the
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FHLB totaled $1.7 billion and the proceeds weredusepurchase fixed maturity securities. The beings are classified as investment
borrowings in the accompanying consolidated balahest. The borrowings are collateralized by itmesits with an estimated fair value of
$2.0 billion at September 30, 2012 , which are ta#ed in a custodial account for the benefit &f BHLB. The following summarizes the
terms of the borrowings (dollars in millions):

Amount Maturity Interest rate at
borrowed date September 30, 2012
$ 100.C November 2013 Variable rate — 0.515%
67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.565%
100.( August 2014 Variable rate — 0.476%
50.C September 2015 Variable rate — 0.747%
150.C October 2015 Variable rate — 0.571%
146.( November 2015 Fixed rate — 5.300%
100.C December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.657%
75.C June 2016 Variable rate — 0.621%
100.( October 2016 Variable rate — 0.641%
50.C November 2016 Variable rate — 0.684%
50.C November 2016 Variable rate — 0.687%
100.( June 2017 Variable rate — 0.751%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.635%
75.C August 2017 Variable rate — 0.577%
100.C October 2017 Variable rate — 0.885%
37.C November 2017 Fixed rate — 3.750%
50.C July 2018 Variable rate — 0.917%
$ 1,650.(

State laws generally give state insurance reguylatgencies broad authority to protect policyholdertheir jurisdictions. Regulators
have used this authority in the past to restrietahility of our insurance subsidiaries to pay diydends or other amounts without prior
approval. We cannot be assured that the regulattinsot seek to assert greater supervision androbover our insurance subsidiaries’
businesses and financial affairs.

Financial Strength Ratings of our Insurance Subsidiaries

Financial strength ratings provided by A.M. BestPS Moody’s and Fitch are the rating agerscgpinions of the ability of our insuran
subsidiaries to pay policyholder claims and oblmyz when due.

On September 4, 2012, A.M. Best upgraded the fiahstrength ratings of our primary insurance sdiasies, except Conseco Life, to
“B++” from “B+”. A.M. Best also affirmed the finazial strength rating of “B-" of Conseco Life. Thattook for all ratings is stable. A “stable
designation means that there is a low likelihood cditing change due to stable financial markeidse The “B++” rating is assigned to
companies that have a good ability, in A.M. Besfinion, to meet their ongoing obligations to ppliolders. A “B-" rating is assigned to
companies that have a fair ability, in A.M. Besifsinion, to meet their current obligations to pgliolders, but are financially vulnerable to
adverse changes in underwriting and economic comndit A.M. Best ratings for the industry currerénge from “A++ (Superior)” to “F (In
Liguidation)” and some companies are not rated.“Ant+” rating indicates a superior ability to memigoing obligations to
policyholders. A.M. Best has sixteen possiblenggi There are four ratings above the “B++" ratifigur primary insurance subsidiaries,
other than Conseco Life, and eleven ratings ttebatow that rating. There are seven ratings abiowvéB-" rating of Conseco Life and eight
ratings that are below that rating.
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On August 3, 2012, S&P affirmed the financial sg#nratings of "BB+" of our primary insurance suliaries, except Conseco Life, and
revised the outlook for such ratings to positivanirstable. S&P also downgraded the financial strergting of Conseco Life to "B+" from
"BB+" and the outlook for such rating is stable. 8&ugust 4, 2011, S&P upgraded the financial stdemgtings of our primary insurance
subsidiaries to “BB+”" from “BB”. A "positive" outlok means that a rating may be raised. A “stablélbok means that a rating is not likely to
change. S&P financial strength ratings range ffAmA” to “R” and some companies are not rated. isurer rated “BB” or lower is
regarded as having vulnerable characteristicsniagt outweigh its strengths. A “BB” rating indicatiéhe least degree of vulnerability within
the range; a “CC" rating indicates the highest de@f vulnerability. Pluses and minuses show ¢leive standing within a category. In
S&P’s view, an insurer rated “BB” has marginal ficéal security characteristics and although positittributes exist, adverse business
conditions could lead to an insufficient abilityrteeet financial commitments. In S&P's view, aruies rated "B" has weak financial security
characteristics and adverse business conditiondikeily impair its ability to meet financial comiments. S&P has twenty-one possible
ratings. There are ten ratings above the “BB+hoadf our primary insurance subsidiaries, othant€onseco Life, and ten ratings that are
below that rating. There are thirteen ratings altbee'B+" rating of Conseco Life and seven ratitigs are below that rating.

On August 29, 2012, Moody's upgraded the finarsti@ngth ratings of our primary insurance subsiesarexcept Conseco Life, to
"Baa3" from "Bal". Moody's also affirmed the fingaicstrength rating of "Bal" of Conseco Life. Thatlook for all ratings is stable. A “stable”
designation means that a rating is not likely targfe. Moody’s financial strength ratings rangenffddaa” to “C”. These ratings may be
supplemented with numbers “1”, “2”, or “3” to shaelative standing within a category. In Moody'swj an insurer rated "Baa" offers
adequate financial security, however, certain ptote elements may be lacking or may be charatieally unreliable over any great length of
time. In Moody'’s view, an insurer rated “Ba” offeggestionable financial security and, often, théitalof these companies to meet
policyholders’ obligations may be very moderate Hreteby not well safeguarded in the future. Mosdyas twenty-one possible
ratings. There are nine ratings above the “Baa8ig of our primary insurance subsidiaries, othan Conseco Life, and eleven ratings that
are below the rating. There are ten ratings ablogéBal" rating of Conseco Life and ten ratingg tira below that rating.

On September 5, 2012, Fitch affirmed the finansiedngth ratings of "BBB" of our primary insurargigsidiaries as well as the "BB+"
rating of Conseco Life and the outlook for all bése ratings is stable. On February 3, 2012, kipgjraded the financial strength ratings of our
primary insurance subsidiaries, except Consecq tafeBBB” (from “BBB-" or “BB+" depending on the @mpany). Fitch also affirmed the
financial strength rating of “BB+” of Conseco Lif&.“BBB” rating, in Fitch's opinion, indicates thttere is currently a low expectation of
ceased or interrupted payments. The capacity tad pedieyholder and contract obligations on a timledsis is considered adequate, but adver:
changes in circumstances and economic conditiangare likely to impact this capacity. A “BB” raginin Fitch's opinion, indicates that there
is an elevated vulnerability to ceased or intedpgiayments, particularly as the result of advecamomic or market changes over time.
However, business or financial alternatives mag\lable to allow for policyholder and contractightions to be met in a timely manner.
Fitch ratings for the industry range from “AAA BExst®nally Strong” to “C Distressed” and some comiparare not rated. Pluses and minuses
show the relative standing within a category. Fhels nineteen possible ratings. There are eighgsatibove the “BBB" rating of our primary
insurance subsidiaries, other than Conseco Lifé tam ratings that are below that rating. Theret@maatings above the “BB+" rating of
Conseco Life and eight ratings that are below tatihg.

In light of the difficulties experienced recently tmany financial institutions, including insuranm@mpanies, rating agencies have
increased the frequency and scope of their crediews and requested additional information frome¢bmpanies that they rate, including
us. They may also adjust upward the capital ahdraequirements employed in the rating agency tsdde maintenance of certain ratings
levels. We cannot predict what actions rating agenmay take, or what actions we may take in nes@o Accordingly, downgrades and
outlook revisions related to us or the life inswaimdustry may occur in the future at any time aittiout notice by any rating agency. These
could increase policy surrenders and withdrawalgeesely affect relationships with our distributicimannels, reduce new sales, reduce our
ability to borrow and increase our future borrowausts.

Liquidity of the Holding Companies

Availability and Sources and Uses of Holding Company Liquidity; Limitations on Ability of Insurance Subsidiaries to Make Dividend and
Surplus Debenture Interest Payments to the Holding Companies

At September 30, 2012 , CNO, CDOC, Inc. (“CDOCI{avholly owned subsidiary and a guarantor undemMbw Senior Secured
Credit Agreement) and our other non-insurance sdlidrges held: (i) unrestricted cash and cash edgiivs of
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$209.4 million; (ii) fixed income investments of B2 million; and (iii) equity securities and othievested assets totaling $47.0 million. CNO
and CDOC are holding companies with no businessatipes of their own; they depend on their opeptnbsidiaries for cash to make
principal and interest payments on debt, and toggaministrative expenses and income taxes. CNCC&AC receive cash from insurance
subsidiaries, consisting of dividends and distiilng, interest payments on surplus debenturesaansharing payments, as well as cash from
non-insurance subsidiaries consisting of divideddgributions, loans and advances. The prinaipalnsurance subsidiaries that provide ¢
to CNO and CDOC are 40|86 Advisors, Inc. (“40|8&iadrs”), which receives fees from the insurance subsididoiegvestment services, a
CNO Services, LLC which receives fees from the iasue subsidiaries for providing administrativevBess. The agreements between our
insurance subsidiaries and CNO Services, LLC an@648dvisors, respectively, were previously apptblg the domestic insurance regulator
for each insurance company, and any payments theéeeulo not require further regulatory approval.

The following summarizes the current legal owngrstiucture of CNO’s primary subsidiaries:

CHNO
CHNO Services,
ELC
4085 Adwvisors CDOC
Washinston . Conseco Life
= 17 Lifi
Mational PRSI of Texas
Bankers Life Colomial Penn Eankers.
Conseco Life

The ability of our insurance subsidiaries to payidénds is subject to state insurance departmeguntatons and is based on the financia
statements of our insurance subsidiaries preparaddordance with statutory accounting practicesgribed or permitted by regulatory
authorities, which differ from GAAP. These regidat generally permit dividends to be paid fromdtary earned surplus of the insurance
company for any 12-month period in amounts equéthéogreater of (or in a few states, the lesser @f)statutory net gain from operations or
net income for the prior year; or (ii) 10 percehsmtutory capital and surplus as of the end efpifeceding year (excluded from this calcula
would be the $80.4 million of additional surplusagnized related to certain deferred tax assels$. tfpe of dividend is referred to as an
“ordinary dividend”.Any dividend in excess of these levels or fromr@urance company that has negative earned sugguges the approv
of the director or commissioner of the applicalté#esinsurance department and is referred to ésxaraordinary dividend”. Each of the direct
insurance subsidiaries of CDOC has significant tieg@arned surplus and any dividend payments tr@rsubsidiaries of CDOC will
therefore require the approval of the directoranmissioner of the applicable state insurance deyeaat. In the first nine months of 2012, our
insurance subsidiaries paid extraordinary dividendSDOC totaling $198.0 million. Based on our ¢onéd expectation to generate strong
statutory earnings and excess capital, we anteifpaal year dividend payments to the holding comypaf $250 million to $275 million during
2012. We expect to receive regulatory approvafdtrre dividends from our subsidiaries, but theaa be no assurance that such payments w
be approved or that the financial condition of msurance subsidiaries will not change, makingriiapprovals less likely.

We generally maintain capital and surplus levelguninsurance subsidiaries in an amount thatfficgnt to maintain a minimum
consolidated RBC ratio of 350 percent and will &gy cause our insurance subsidiaries to pay arglidividends or request regulatory
approval for extraordinary dividends when the ctidated RBC ratio exceeds such level and we hawneladed the capital level in each of our
insurance subsidiaries is adequate to support blisiness and projected growth. The consolidat@ Ritio of our insurance subsidiaries
decreased 8 percentage points, to 361 percenhgiiime third quarter of 2012, reflecting consolkhstatutory operating earnings of $60.3
million and the payment of dividends to the noruinasce holding companies of $95 million. Consokdiastatutory operating earnings in the
third quarter of 2012 were reduced by a $40 milkbarge recognized by Conseco Life relating toidinéative settlement of certain cases
related to the
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Valulife/Valuterm litigation described in the ndtethe accompanying consolidated financial statémentitled "Litigation and Other Legal
Proceedings." Conseco Life also recognized a $28lon charge to statutory earnings in the quaeteded March 31, 2012 related to these
cases.

CDOC holds surplus debentures from Conseco Lifararsce Company of Texas (“Conseco Life of Texadthwn aggregate principal
amount of $749.6 million. Interest payments doneguire additional approval provided the RBC ratficConseco Life of Texas exceeds 100
percent (but do require prior written notice to rexas state insurance department). The RBC od@onseco Life of Texas was 301 percent
at September 30, 2012 . CDOC also holds a sudghsenture from Colonial Penn Life Insurance Compaitly an outstanding principal
balance of $160.0 million. Interest payments regjpiior approval by the Pennsylvania state inswal@partment. Dividends and other
payments from our non-insurance subsidiaries, dintp40]|86 Advisors and CNO Services, LLC, to CN@B®OC do not require approval by
any regulatory authority or other third party. Hower, insurance regulators may prohibit paymentsuryinsurance subsidiaries to parent
companies if they determine that such paymentsdoeiladverse to our policyholders or contracthslder

The insurance subsidiaries of CDOC receive fungsatodividends primarily from: (i) the earningstbéir direct businesses; (ii) tax
sharing payments received from subsidiaries (itiapble); and (iii) with respect to Conseco LifeTdxas, dividends received from
subsidiaries. At September 30, 2012 , the subigdiaf Conseco Life of Texas had earned surpleBdt) as summarized below (dollars in
millions):

Earned surplu

Subsidiary of CDOC (deficit) Additional information
Subsidiaries of Conseco Life of Texas:
Bankers Life $ 280.2 (@)
Colonial Penn Life Insurance Company (246.5) (b)

(a) Bankers Life paid ordinary dividends of $65.0 noiflito Conseco Life of Texas in the first nine menbh 2012
(b) The deficit is primarily due to transactions whistcurred several years ago, including a tax plaptiansaction and the fee paic
recapture a block of business previously cedech toraffiliated insurer.

A significant deterioration in the financial coridit, earnings or cash flow of the material subsidg&aof CNO or CDOC for any reason
could hinder such subsidiaries’ ability to pay cdsahdends or other disbursements to CNO and/or CP@hich, in turn, could limit CNO’s
ability to meet debt service requirements and fyatither financial obligations. In addition, we yneéhoose to retain capital in our insurance
subsidiaries or to contribute additional capitabtw insurance subsidiaries to strengthen theplssy and these decisions could limit the
amount available at our top tier insurance subs@tigo pay dividends to the holding companiesthinpast, we have made capital
contributions to our insurance subsidiaries to ndebt covenants and minimum capital levels requisedertain regulators and it is possible
will be required to do so in the future. We paidapital contribution to our insurance subsidiag&$26.0 million in the first nine months of
2012, which had been accrued at December 31, 2011.
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In the third quarter of 2012, as further discusseitie note to the consolidated financial statementitled "Notes Payable - Direct
Corporate Obligations”, we completed a comprehensaeapitalization plan. The following table seigh the sources and uses of cash from
the recapitalization transactions (dollars in roiil):

Sources:
New Senior Secured Credit Agreement $ 669.5
Issuance of 6.375% Notes 275.(
Total sources $ 944t
Uses:
Cash on hand for general corporate purposes $ 19.€
Repurchase of $200 million principal amount of 7.D%bentures pursuant to Debent
Repurchase Agreement 355.1
Repayment of Previous Senior Secured Credit égent 223.¢
Repayment of $273.8 million principal amount of%®.0lotes, including redemption
premium, pursuant to tender offer 3227
Debt issuance costs 16.€
Accrued interest 6.1
Total uses $ 944.t

The scheduled principal payments on our direct@atg obligations are as follows at September B02Zdollars in millions):

Year ending September 30, Principal
2013 $ 55.2
2014 54.%
2015 79.%
2016 79.%
2017 97.2
Thereafter 678.7
$ 1,044..

In May 2011, the Company announced a common sbatechase program of up to $100.0 million of thenPany's outstanding
common stock. In February 2012 and June 2012, tiep@ny's board of directors approved, in aggregatedditional $200.0 million to
repurchase the Company's outstanding common stbekCompany had remaining repurchase authorityt80% million as of September 30,
2012 . We currently anticipate repurchasing comstwares near the high end of the $150 million to0%hillion range during 2012 ($99.5
million of which were repurchased in the first nmenths of 2012, representing 12.9 million shares).

In May 2012, we initiated a common stock dividemdgvam. In both the second and third quarters @22@ividends declared and paid
on common stock were $0.02 per common share tgt&®m million .

Also, in the first nine months of 2012, as requinedler the terms of the Previous Senior SecurediChkgreement, we made mandatory
prepayments of $31.4 million due to repurchasesuofcommon stock and payment of a common stockleind.

In March 2012, we paid in full the remaining $50lion principal balance on the Senior Health Natéich had been scheduled to

mature in November 2013. The repayment in fullhef $enior Health Note removed the previous reiiriain our ability to pay cash dividen
on our common stock.
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The New Senior Secured Credit Agreement requirettmpany to maintain (each as calculated in aeo@elwith the New Senior
Secured Credit Agreement): (i) a debt to total digation ratio of not more than 27.5 percent fstatio was 21.5 percent at September 30,
2012 ); (i) an interest coverage ratio of not Igem 2.50 to 1.00 for each rolling four quartens {f less, the number of full fiscal quarters
commencing after the effective date of the New &e8ecured Credit Agreement) (such ratio was npliegble for the period ended
September 30, 2012 ); (iii) an aggregate ratiotdltadjusted capital to company action level hslsed capital for the Company's insurance
subsidiaries of not less than 250 percent (suéh wats 361 percent at September 30, 2012 ); and @ombined statutory capital and surplus
for the Company's insurance subsidiaries of at BR800.0 million (combined statutory capital auwiplus at September 30, 2012 , was
$1,766.8 million ).

Mandatory prepayments of the New Senior SecurediCAgreement will be required, subject to certaxceptions, in an amount equal
to: (i) 100% of the net cash proceeds from ceraset sales or casualty events; (ii) 100% of theamh proceeds received by the Company ol
any of its restricted subsidiaries from certaintdebuances; and (jii) 100% of the amount of cartastricted payments made (including any
common stock dividends and share repurchases)iagdién the New Senior Secured Credit Agreemeavigied that if, as of the end of the
fiscal quarter immediately preceding such restdigtayment, the debt to total capitalization rasio(k) equal to or less than 22.5%, but greater
than 17.5%, the prepayment requirement shall becestito 33.33%; or (y) equal to or less than 17 b prepayment requirement shall not

apply.

Notwithstanding the foregoing, no mandatory prepagts pursuant to item (i) in the preceding pardystall be required if: (x) the de
to total capitalization ratio is equal or less ti2886 and (y) either (A) the financial strengthmgtof certain of the Company's insurance
subsidiaries is equal or better than A- (stable)nfA.M. Best or (B) the New Senior Secured Credjteement is rated equal or better than
BBB- (stable) from S&P and Baa3 (stable) by Moody's

The 6.375% Indenture contains covenants that, arativey things, limit (subject to certain exceptiptiee Company's ability and the
ability of the Company's Restricted Subsidiariessdefined in the 6.375% Indenture) to:

* incur or guarantee additional indebtedness or ipseferred stoc|
* pay dividends or make other distributions to shalers

» purchase or redeem capital stock or subordinatkbiednes

* make investment

+ create lien:

e incur restrictions on the Company's ability dine ability of its Restricted Subsidiaries to payidends or make other
payments to the Company;

» sell assets, including capital stock of the Com{msybsidiarie:
« consolidate or merge with or into other companiesansfer all or substantially all of the Compangssets; al
* engage in transactions with affiliat

Under the 6.375% Indenture, the Company can maké&iBed Payments (as such term is defined in 188584 Indenture) up to a
calculated limit, provided that the Company's porfa risk-based capital ratio exceeds 225% aftengieffect to the Restricted Payment and
certain other conditions are met. Restricted Paysieclude, among other items, repurchases of camstack and cash dividends on commor
stock (to the extent such dividends exceed $30anilh the aggregate in any calendar year). Thé bffRestricted Payments permitted under
the 6.375% Indenture is the sum of (x) 50% of thenPany's “Net Excess Cash Flow” (as defined in6t!3¢5% Indenture) for the period
(taken as one accounting period) from July 1, 201the end of the Company's most recently endedlfiguarter for which financial stateme
are available at the time of such Restricted Paynfgn$175 million and (z) certain other amouredfied in the 6.375% Indenture. Based or
the provisions set forth in the 6.375% Indenturé e Company's Net Excess Cash Flow for the pdrood July 1, 2012 through September
30, 2012, the Company could have made additionsirReed Payments under this 6.375% Indenture cavieof approximately $244 millioas
of September 30, 2012 . This limitation on RestdcPayments does not apply if the Debt to Totalt@kgation Ratio (as defined in the
6.375% Indenture) as of the last day of the Comisampst recently ended fiscal quarter for whiclaficial statements are available that
immediately precedes the date of any Restrictednieay
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calculated immediately after giving effect to substricted Payment and any related transactiorspyo forma basis, is equal to or less than
17.5%.

As part of our investment strategy for the holdbegnpany, we may enter into repurchase agreemeirisrigase our investment return.
We account for these transactions as collateralipecbwings, where the amount borrowed is equéiécsales price of the underlying
securities. Repurchase agreements involve a salecofities and an agreement to repurchase theszgudties at a later date at an agreed-
upon price. We had no such borrowings outstandirf@eptember 30, 2012 . The primary risks associattdshort-term collateralized
borrowings are: (i) a substantial decline in thekativalue of the margined security; and (ii) thatounterparty will be unable to perform unde
the terms of the contract or be unwilling to extendh related financing in future periods especiélhe liquidity or value of the margined
security has declined. Exposure is limited to aegrdciation in value of the related securities.

We believe that the existing cash available tohiblding company, the cash flows to be generateud fsperations and other transactions
will be sufficient to allow us to meet our debt\gee obligations, pay corporate expenses and gaiteer financial obligations. However, our
cash flow is affected by a variety of factors, mafiyvhich are outside of our control, includingunance regulatory issues, competition,
financial markets and other general business dondit We cannot provide assurance that we wilsess sufficient income and liquidity to
meet all of our debt service requirements and dib&ting company obligations.
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INVESTMENTS

At September 30, 2012 , the amortized cost, grossalized gains and losses and estimated fair \ailtired maturities, available for

sale, and equity securities were as follows (dsliamillions):

Gross Gross Estimated
Amortized unrealized unrealized fair
cost gains losses value
Investment grade (a):
Corporate securities $ 13,446.. $ 2,205. (16.7) 15,635.!
United States Treasury securities and obligatidrignited
States government corporations and agencies 164.2 6.¢ — 171.1
States and political subdivisions 1,770 267.¢ (4.6) 2,033.¢
Debt securities issued by foreign governments .8 — — .8
Asset-backed securities 1,068.( 73.€ (3.6) 1,138.:
Collateralized debt obligations 322.2 5.C (.6) 326.¢
Commercial mortgage-backed securities 1,400. 142.5 (-8) 1,542.¢
Mortgage pass-through securities 18.¢ 1.4 — 20.2
Collateralized mortgage obligations 1,223.¢ 109.1 (:9) 1,332.:
Total investment grade fixed maturities, availdblesale 19,415.: 2,812.¢ (26.6) 22,201..
Below-investment grade (a):
Corporate securities 1,140.c 60.C (12.9) 1,187.¢
States and political subdivisions 15.2 — (.8) 14.F
Asset-backed securities 323.C 18.1 (3.0 338.¢
Collateralized debt obligations 5.4 2 (-2) 5.4
Collateralized mortgage obligations 926.2 69.C — 995.2
Total below-investment grade fixed maturities, &alale
for sale 2,410.¢ 147.: (16.7) 2,541.:
Total fixed maturities, available for sale $ 21,825 $ 2,959.¢ (43.9) $ 24,742..
Equity securities $ 174.C $ 6.1 (1) $ 180.(

(a) Investment ratings — Investment ratings asggasd the second lowest rating by Nationally Recad Statistical Rating
Organizations ("NRSROs") (Moody’s, S&P or Fitchj,ifonot rated by such firms, the rating assigngdhe National Association of
Insurance Commissioners (the "NAIC"). NAIC desigmas of “1” or “2” include fixed maturities gendharated investment grade
(rated “Baa3” or higher by Moody’s or rated “BBBoat higher by S&P and Fitch). NAIC designations3fthrough “6” are referred
to as below-investment grade (which generally ated “Bal” or lower by Moody'’s or rated “BB+" orheer by S&P and
Fitch). References to investment grade or belowestment grade throughout our consolidated findustaements are determined as
described above.
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The NAIC evaluates the fixed maturity investmerftsisurers for regulatory and capital assessmerggaes and assigns securities to
one of six credit quality categories called NAIGigmations, which are used by insurers when pregdheir annual statements based on
statutory accounting principles. The NAIC desigoiasi are generally similar to the credit qualityigeations of the NRSROs for marketable
fixed maturity securities, except for certain stamed securities as described below. The folloveammarizes the NAIC designations and
NRSRO equivalent rating

NAIC Designation NRSRO Equivalent Rating

AAA/AA/IA
BBB
BB
B
CCC and lower
In or near default

O U1~ WN P

The NAIC adopted revised rating methodologies fam-agency residential mortgage-backed securiteshithcame effective December
31, 2009 and for commercial mortgage-backed tragedrities and other asset-backed securities guainhe effective December 31, 2010. The
NAIC's objective with the revised ratings was toregase the accuracy in assessing potential lossdgp use the improved assessme
determine a more appropriate capital requiremargdoh structured securities. Accordingly, certiictured securities rated below investr
grade by the NRSROs could be assigned as NAICNIAOE 2 securities dependent on the cost basisehtiider relative to estimated
recoverable amounts as determined by the NAIC.

A summary of our fixed maturity securities, avaiafor sale, by NAIC designations (or for fixed mudty securities held by non-
regulated entities, based on NRSRO ratings) agpfegnber 30, 2012 is as follows (dollars in milf§n

Percentage
Estimated of total
NAIC Amortized fair estimated
designation cost value fair value
1 $ 10,454.. $ 11,893.¢ 48.1%
2 10,140.: 11,564. 46.7
3 890.¢ 937.( 3.8
4 304.( 315.2 1.3
5 35.¢ 31.4 A
6 4 A —
$ 21,825 $ 24,742.. 100.(%
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Concentration of Fixed Maturity Securities, Available for Sale

The following table summarizes the carrying valaed gross unrealized losses of our fixed matugtusties, available for sale, by

category as of September 30, 2012 (dollars in om):

Percent of
Gross gross
Percent of unrealized unrealized
Carrying value  fixed maturities losses losses
Energy/pipelines $ 2,5638." 10.2% $ 3 .8%
Collateralized mortgage obligations 2,327.: 9.4 .9 2.1
Utilities 2,100.¢ 8.5 7 1.€
States and political subdivisions 2,048.: 8.3 5.4 12.€
Commercial mortgage-backed securities 1,542.¢ 6.2 .8 1.7
Insurance 1,538.: 6.2 2.5 5.9
Asset-backed securities 1,476.° 6.C 6.€ 15.2
Food/beverage 1,254.¢ 5.1 3.t 8.1
Healthcare/pharmaceuticals 1,208.: 4.9 -3 .8
Cable/media 987.¢ 4.C 3.t 8.C
Real estate/REITs 912.¢ 3.7 — a
Banks 805.¢ 3.2 2.4 5.€
Capital goods 690.1 2.8 A 3
Transportation 564.2 2.3 — —
Telecom 532.¢ 21 9.1 20.¢
Aerospace/defense 440.7 1.8 — —
Chemicals 424. 1.7 — —
Building materials 382.: 1.t 4. 11.1
Metals and mining 362.: 175 1. 2.7
Paper 337.¢ 1.4 — —
Consumer products 337.t 1.4 A A
Collateralized debt obligations 332.( 1.3 .8 1.8
Brokerage 294.1 1.2 A 2
Other 1,302.: 5.2 2 A4
Total fixed maturities, available for sale $ 24,742. 100.(% $ 43.c 100.(%

Bel ow-Investment Grade Securities

At September 30, 2012 , the amortized cost of thim@any’s below-investment grade fixed maturity siti@s was $2,410.5 million, or
11 percent of the Company'’s fixed maturity portioliThe estimated fair value of the belowestment grade portfolio was $2,541.1 million
105 percent of the amortized cost.

Below-investment grade corporate debt securitipe#ly have different characteristics than investingrade corporate debt
securities. Based on historical performance, grdibaof default by the borrower is significantfyreater for below-investment grade corporate
debt securities and in many cases severity ofitosdatively greater as such securities are gdlgemsecured and often subordinated to other
indebtedness of the issuer. Also, issuers of béhwwstment grade corporate debt securities fretyubave higher levels of debt relative to
investment-grade issuers, hence, all other thiegsgbequal, are generally more sensitive to adverseomic conditions. The Company
attempts to reduce the overall risk related tiniestment in below-investment grade securitiesn adl investments, through careful credit
analysis, strict investment policy guidelines, angersification by issuer and/or guarantor andrmuistry.

102




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Net Realized Investment Gains (Losses)

The following table sets forth the net realizedeistiment gains (losses) for the periods indicatetlid in millions):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Fixed maturity securities, available for sale:
Realized gains on sale $ 351 §$ 74 $ 103.¢ $ 141
Realized losses on sale (7.5 (18.7) (15.9) (57.7)
Impairments:
Total other-than-temporary impairment losses — — (.9) (11.5)
Other-than-temporary impairment losses recogniaeatcumulated other
comprehensive income (loss) — — — —
Net impairment losses recognized — — (.9 (11.5)
Net realized investment gains from fixed maturities 27.€ 56.2 87.2 72.€
Equity securities — (.4 A (.2
Commercial mortgage loans (1.9 (21.5) (1.5 (22.2)
Impairments of mortgage loans and other investments (23.]) (2.9 (33.6) (14.9)
Other 6.C (.8 11.7 3.2
Net realized investment gains $ 91 § 306 $ 63< $ 38.€

During the first nine months of 2012 , we recogdiret realized investment gains of $63.9 millievhjch were comprised of $89.0
million of net gains from the sales of investmgpismarily fixed maturities) with proceeds of $hlion , the increase in fair value of certain
fixed maturity investments with embedded derivatioé $9.4 million , and $34.5 millioof writedowns of investments for other than tempp
declines in fair value recognized through net ineom

During the first nine months of 2011 , we recogdiret realized investment gains of $38.6 millievhjch were comprised of $64.9
million of net gains from the sales of investmepismarily fixed maturities) and $26.3 million ofritkedowns of investments for other than
temporary declines in fair value recognized thronghincome.

At September 30, 2012 , fixed maturity securitresléfault or considered nonperforming had an aggesgmortized cost of $.4 million
and a carrying value of $.5 million .

During the first nine months of 2012 , the $34.%iom of other-than-temporary impairments we re@atdn earnings included: (i) $3.2
million of losses related to certain commercial tgage loans; (ii) $29.9 million of losses on equiggurities primarily related to investments
obtained through the commutation of an investmead@rby our Predecessor (as further described bedma)(iii) $1.4 million of additional
losses following unforeseen issue-specific eventoaditions.

During the first nine months of 2012 , the $15.3iom of realized losses on sales of $393.8 millodriixed maturity securities, availak
for sale, included: (i) $5.1 million of lossesatdd to the sales of mortgage-backed securitiessset-backed securities; and (i) $10.2 million
of additional losses primarily related to varioasporate securities. Securities are generally abhdloss following unforeseen issue-specific
events or conditions or shifts in perceived riskbiese reasons include but are not limited tochgnges in the investment environment; (ii)
expectation that the fair value could deterioratthier; (iii) desire to reduce our exposure to ssetclass, an issuer or an industry; (iv)
prospective or actual changes in credit qualityvprelated to structured securities, changexpeeted cash flows.

As disclosed in the notes to the consolidated firdrstatements included in our 2011 Annual ReporForm 10-K, we completed the
commutation of an investment made by our Predec@ssoguaranteed investment contract issued bgrenBda insurance company in
exchange for interests in certain underlying adsels by the insurance company. During the fisemmonths of 2011, we completed the
commutation of this investment, in a series of$eations, pursuant to which we received governragency securities as well as equity
interests in certain corporate investments witlaggregate fair value of $197.5 million in exchafmeour holdings with a book value of
$201.5 million (resulting in a net realized lossbdf0
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million, of which, a realized gain of $4.9 milliomas recognized in the third quarter of 2011). Dyitime first nine months of 2011, we
recognized impairment charges of $11.5 million @ohwhich was recognized in the third quarter@f®) on the underlying invested assets.

During the first nine months of 2011, the $26.3lioml of other-than-temporary impairments we recdrdeearnings included: (i) $11.5
million on an investment in a guaranteed investnoentract as discussed above; (ii) $10.5 millioftoskes related to certain commercial
mortgage loans; (iii) $3.5 million related to int@ents held by a VIE as a result of our intenteib such investments; and (iv) $.8 million of
additional losses following unforeseen issue-sjeeifents or conditions.

During the first nine months of 2011, the $57. 1lionl of realized losses on sales of $.9 billiorfiséd maturity securities, available for
sale, included: (i) $20.6 million of losses relatedhe sales of mortgage-backed securities aret-bssked securities; (ii) $13.4 million related
to sales of securities issued by states and padlgigbdivisions; (iii) $8.9 million related to tktemmutation of the guaranteed investment
contract as discussed above; and (iv) $14.2 mithibadditional losses primarily related to vari@esporate securities.

Our fixed maturity investments are generally pusgthin the context of a long-term strategy to finsdirance liabilities, so we do not
generally seek to generate shianm realized gains through the purchase and $algch securities. In certain circumstances, idiclg those il
which securities are selling at prices which exceadview of their underlying economic value, oremht is possible to reinvest the proceec
better meet our long-term asset-liability objectivee may sell certain securities.

There were no investments sold at a loss durindjtstenine months of 2012 that had been continlyomsan unrealized loss position
exceeding 20 percent of the amortized cost basiméwe than 12 months prior to the sale of the shwent.

We regularly evaluate all of our investments wititealized losses for possible impairment. Ourssssent of whether unrealized los
are “other than temporary” requires significantgowent. Factors considered include: (i) the extenthich fair value is less than the cost
basis; (ii) the length of time that the fair vahes been less than cost; (iii) whether the unredliass is event driven, creditiven or a result c
changes in market interest rates or risk premiivhtlie near-term prospects for specific eventsettgpments or circumstances likely to affect
the value of the investment; (v) the investmerdting and whether the investment is investmentegeatd/or has been downgraded since its
purchase; (vi) whether the issuer is current opajyiments in accordance with the contractual teritise investment and is expected to met
of its obligations under the terms of the investimérii) whether we intend to sell the investmenitds more likely than not that circumstances
will require us to sell the investment before remryvoccurs; (viii) the underlying current and prestive asset and enterprise values of the
issuer and the extent to which the recoverabilitthe carrying value of our investment may be afddy changes in such values; (ix)
projections of, and unfavorable changes in, caslislon structured securities including mortgagekbd@nd asset-backed securities; (x) our
best estimate of the value of any collateral; adiddther objective and subjective factors.

Future events may occur, or additional informatioety become available, which may necessitate futakized losses in our
portfolio. Significant losses could have a mataaidverse effect on our consolidated financialestegnts in future periods.
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The following table sets forth the amortized coed astimated fair value of those fixed maturiteegilable for sale, with unrealized
losses at September 30, 2Q1#/ contractual maturity. Actual maturities wdiffer from contractual maturities because borreaveay have tr
right to call or prepay obligations with or withoognalties. Structured securities frequently idelprovisions for periodic principal payments
and permit periodic unscheduled payments.

Estimated
Amortized fair
cost value

(Dollars in millions)
Due in one year or less $ 10 $ 10.C
Due after one year through five years 55.C 54.1
Due after five years through ten years 177.¢ 172.¢
Due after ten years 478.¢ 450.k
Subtotal 721.7 687.t
Structured securities 375.7 366.¢
Total $ 1,097.. $ 1,054.:

There were no investments in our portfolio ratelblweinvestment grade which have been continuoushn unrealized loss position
exceeding 20 percent of the cost basis at Septedih@012 .
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The following table summarizes the gross unrealimsdes of our fixed maturity securities, availdiolesale, by category and ratings
category as of September 30, 2012 (dollars in om):

Investment grade Below investment grade
Total gross
B+ and unrealized
AAA/AAIA BBB BB below losses

Telecom $ — 3 8t §$ A % 4 3 9.C
Asset-backed securities 1.C 2.€ 2.3 7 6.€
States and political subdivisions 1.t 3.1 .8 — 5.4
Building materials — — 3.€ 1.2 4.€
Food/beverage — 3.2 — — B
Cable/media — — 1.1 2.4 3.t
Insurance — 1.¢ .6 — 2.t
Banks — 7 1.7 — 2.4
Metals and mining — A4 .8 — 1.2
Collateralized mortgage obligations .8 1 — — .9
Collateralized debt obligations .6 — — 2 .8
Commercial mortgage-backed securities .6 2 — — .8
Utilities — g — — 7
Energy/pipelines — — 2 A .3
Healthcare/pharmaceuticals — A 2 — 3
Capital goods — — 1 1 2
Brokerage — A — — A
Consumer products — — A — A
Real estate/REITs — A — — A
Other — A — — A

Total fixed maturities, available for sa $ 45§ 221 °$ 116§ 51 % 43.c

Our investment strategy is to maximize, over aanst period and within acceptable parameters alityuand risk, investment
income and total investment return through actimestment management. Accordingly, we may sellriigesiat a gain or a loss to enhance
projected total return of the portfolio as markpportunities change, to reflect changing perceptiirisk, or to better match certain
characteristics of our investment portfolio witke ttorresponding characteristics of our insuraratglifies.

106




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

The following table summarizes the gross unrealleedes and fair values of our investments wittealized losses that are not deemed
to be other-than-temporarily impaired, aggregatethizestment category and length of time that ssesturities had been in a continuous
unrealized loss position, at September 30, 201Raf@dn millions):

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of securities value losses value losses value losses
States and political subdivisions $ 40.2 % (2.0) 68.7 $ 3.4 $ 108.¢ $ (5.4)
Corporate securities 300.t (9.2 278.1 (19.6) 578.¢ (28.9)
Asset-backed securities 42.1 (.3 137.¢ (6.3 179.¢ (6.€)
Collateralized debt obligations 12.7 (.2 47.2 (.7 59.¢ (.8)
Commercial mortgage-backed
securities 16.C (:2) 14.: (.7 30.:5 (-8)
Mortgage pass-through securities — — 2.C — 2.C —
Collateralized mortgage obligations 58.t (:5) 36.C (-4 94.t (.9)
Total fixed maturities, available for
sale $ 470.C $ (12.2) $ 584.1 $ 3L $ 1,054.. % (43.9)
Equity securities $ 21 $ (1) $ — $ — 21 $ (3

Based on management’s current assessment of inmetstrvith unrealized losses at September 30, 28#2Company believes the
issuers of the securities will continue to meetrtbbligations (or with respect to equity-type setes, the investment value will recover to its
cost basis). While we do not have the intent tsseurities with unrealized losses and it is matre likely than not that we will be required to
sell securities with unrealized losses prior tartaaticipated recovery, our intent on an indivits@curity may change, based upon market or
other unforeseen developments. In such instaifae#yss is recognized from a sale subsequenti@ance sheet date due to these unexpects
developments, the loss is recognized in the péniachich we had the intent to sell the securitydoefits anticipated recovery.

Structured Securities

At September 30, 201fxed maturity investments included structured sii@s with an estimated fair value of $5.7 billi¢ar 23 percer
of all fixed maturity securities). The yield cheteristics of structured securities differ in soraspects from those of traditional corporate
fixed-income securities or government securitiesr example, interest and principal payments arcired securities may occur more
frequently, often monthly. In many instances, we subject to the risk that the amount and timihgrincipal and interest payments may vary
from expectations. For example, in many casesigbarepayments may occur at the option of theasand prepayment rates are influenced
by a number of factors that cannot be predictet wétrtainty, including: the relative sensitivitithe underlying assets backing the security tc
changes in interest rates; a variety of econongioggaphic and other factors; the timing and padijoidations of defaulted collateral; and
various security-specific structural consideratiffios example, the repayment priority of a giveowgity in a securitization structure). In
addition, the total amount of payments for non-agestructured securities may be affected by chatmeamulative default rates or loss
severities of the related collateral.
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The following table sets forth the par value, afmzed cost and estimated fair value of structuredisges, summarized by interest rates
on the underlying collateral, at September 30, 2@b8ars in millions):

Par Amortized Estimated

value cost fair value
Below 4 percent $ 632.¢ $ 582.: $ 598.(
4 percent — 5 percent 771.2 752.1 827.¢
5 percent — 6 percent 2,880.¢ 2,732.¢ 2,965."
6 percent — 7 percent 977.¢ 915.¢ 987.¢
7 percent — 8 percent 168.2 173.¢ 185.1
8 percent and above 131.2 132.( 134.2
Total structured securities $ 5562.C § 5288 § 5,698.¢

The amortized cost and estimated fair value otcttined securities at September 30, 2012 , sumnubbygdype of security, were as
follows (dollars in millions):

Estimated fair value

Percent
Amortized of fixed

Type cost Amount maturities
Pass-throughs, sequential and equivalent securities $ 1,443 $ 1,553.¢ 6.2%
Planned amortization classes, target amortizalmsses and accretion-directed
securities 697.( 763.( 3.1
Commercial mortgage-backed securities 1,400. 1,542.¢ 6.2
Asset-backed securities 1,391.0 1,476. 6.C
Collateralized debt obligations 327.¢ 332.( 1.3
Other 28.t 30.€ A

Total structured securities $ 5288.1 § 5,698.¢ 23.(%

Pass-throughs, sequentials and equivalent secuniéiee unique prepayment variability charactesstieass-through securities typically
return principal to the holders based on cash paysfeom the underlying collateral obligations. Sextial securities return principal to tran
holders in a detailed hierarchy. Planned amoitimatlasses, targeted amortization classes anétatdirected securities adhere to fixed
schedules of principal payments as long as theriyigig mortgage loans experience prepayments withitiain estimated ranges. In most
circumstances, changes in prepayment rates aralffiserbed by support or companion classes inagl#tie timing of receipt of cash flows
from the consequences of both faster prepaymewtsgge life shortening) and slower prepaymentsrémeelife extension).

Commercial mortgage-backed securities are secyredinmercial real estate mortgages, generally ircproducing properties that are
managed for profit. Property types include mutiafly dwellings including apartments, retail centdrotels, restaurants, hospitals, nursing
homes, warehouses, and office buildings. Most ceraial mortgage-backed securities have call primedeatures whereby underlying
borrowers may not prepay their mortgages for stpggibds of time without incurring prepayment péieal
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Commercial Mortgage Loans

The following table provides the carrying value astimated fair value of our outstanding mortgagm$ and the underlying collateral
as of September 30, 2012 , summarized by loandtevatios (dollars in millions):

Estimated fair value

Carrying Mortgage

Loanto-value ratio (a) value loans Collateral
Less than 60% $ 7781 $ 866.t $ 2,214.¢
60% to 70% 298.t 319.¢ 462.¢
Greater than 70% to 80% 284.% 300.5 383.¢
Greater than 80% to 90% 125.¢ 130.1 148.(
Greater than 90% 110.% 101. 117.2

Total $ 1597. 8 1,718 % 3,326.:

(a) Loan-to-value ratios are calculated as thie tdt (i) the carrying value of the commercial mgage loans; to (ii) the estimated fair value
of the underlying collateral.

INVESTMENT IN VARIABLE INTEREST ENTITIES
The following table provides supplemental informatabout the revenues and expenses of the VIEwilaice been consolidated in

accordance with authoritative guidance, after gj\éffect to the elimination of our investment ie ¥IEs and investment management fees
earned by a subsidiary of the Company (dollarsiltiams):

Three months ended Nine months ended
September 30, September 30,
2012 2011 2012 2011
Revenues:
Net investment income — policyholder and reinsarounts and other special-
purpose portfolios $ 10z $ 59 $ 236 $ 14.C
Fee revenue and other income 4 A4 1.1 .9
Total revenues 10.€ 6.3 24.7 14.¢
Expenses:
Interest expense 5.& 2.4 14.F 8.4
Other operating expenses A A 4 .5
Total expenses 5.¢ 25 14.¢ 8.¢
Income before net realized investment gains (IQsmed income taxes 4.7 3.8 9.¢ 6.C
Net realized investment gains (losses) A (-6) (.2) (.2
Income before income taxes $ 4€ $ 32 § 97 § 5.8

During the first nine months of 2012, net realimmeestment losses included: (i) $.3 million of gains from the sales of investments;
and (ii) $.4 million of writedowns of investmentslti by VIEs as a result of our intent not to haldts investments for a period of time that
would be sufficient to allow for any anticipated¢doeery in value. During the first nine months 6fLl2, net realized investment gains
included: (i) $3.3 million of net gains from thalas of investments; and (i) $3.5 million of wdtevns of investments held by VIEs as a resuls
of our intent to sell such investments.
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Supplemental Information on Investments Held by VIES

The following table summarizes the carrying valagéthe investments held by the VIEs by categorgfa&September 30, 2012 (dollars in
millions):

Percent of
Percent Gross gross
of fixed unrealized unrealized
Carrying value maturities losses losses

Healthcare/pharmaceuticals $ 106.( 12.8% $ .9 27.(%
Cable/media 95.¢ 11.€ 3 9.€
Technology 75.4 9.1 2 6.7
Autos 65.£ 7.8 A 1kt
Food/beverage 57.2 6.8 A 2.3
Brokerage 49.F 5.¢ .6 18.7
Gaming 40.4 4.9 A 2.C
Consumer products 28.t 34 A4 12.4
Insurance 26.4 3.2 — 2
Telecom 26.1 3.2 A 1.7
Entertainment/hotels 25.¢ 3.1 2 6.5
Aerospace/defense 21.6 2.€ — —
Utilities 20.¢ 2. A 1.€
Chemicals 19.: 2.3 — 8
Retail 18.¢ 2.3 — A4
Building materials 18.7 2.3 — 3
Metals and mining 16.C 1.6 — —
Energy/pipelines 15.t 1.6 — 9
Real estate/REITs 12.¢ iz — A4
Transportation 12.t 1.t — 1.4
Capital goods 9.t 1.1 — 3
Paper 5.C .6 A 2.C
Other 62.1 75 A 88

Total $ 829.¢ 100.% $ 3.2 100.%

The following table sets forth the amortized cowd astimated fair value of those investments hglthb VIEs with unrealized losses at
September 30, 2012 , by contractual maturity. Alctoaturities will differ from contractual matues because borrowers may have the right t
call or prepay obligations with or without penadtie

Estimated
Amortized fair
cost value
(Dollars in millions)
Due in one year or less $ 12 $ 1.2
Due after one year through five years 199.% 196.¢
Due after five years through ten years 105.¢ 105.t
Total $ 306.6 $ 303.t

There were no investments held by the VIEs ratéoMaévestment grade which had been continuousnimunrealized loss position
exceeding 20 percent of the cost basis as of Ségted®, 2012 .
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NEW ACCOUNTING STANDARDS

See “Recently Issued Accounting Standards” in titesito consolidated financial statements for eugision of recently issued
accounting standards.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK.

Our market risks, and the ways we manage thensuamenarized in “Management’s Discussion and Analgtisinancial Condition and
Results of Operations”, included in our Annual Repm Form 10-K for the year ended December 311200here have been no material
changes in the first nine months of 2012 to susksror our management of such risks.

ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures. Prior to the filing of our original Form 10-Qrfthe quarterly period ended
September 30, 2012 with the SEC on November 1, 20l®’s management, under the supervision and thitparticipation of the Chief
Executive Officer and the Chief Financial Officevaluated the effectiveness of CNO'’s disclosurdrotsiand procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exgehawt of 1934, as amended). Based on its evaluatie Chief Executive Officer and
Chief Financial Officer concluded that, as of Septer 30, 2012 , CNO'’s disclosure controls and piaoes were effective to ensure that
information required to be disclosed by CNO in mpthat it files or submits under the Securitieshange Act of 1934 is recorded, processec
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms. Disclosuratecols and procedures are also designed
to reasonably assure that such information is aotated and communicated to our management, inajuolim Chief Executive Officer and
Chief Financial Officer, as appropriate, to allamely decisions regarding required disclosure.

In connection with the correction of certain iteim®ur consolidated financial statements as furtlescribed in the note to the
consolidated financial statements entitled "Coroecto Previously Issued Financial Statements"udet in this Form 10-Q/A, management of
the Company reevaluated the effectiveness of thregaay's disclosure controls and procedures asdaérd of the period covered by this
report and determined that the misstatement restriben a material weakness in internal control dirncial reporting. Specifically, controls
in place to ensure the accurate calculation of @lvaatjustments impacting accumulated other commpistie income did not operate
effectively. Therefore, management has subsequeatigluded that the Company's disclosure contradisprocedures were not effective as of
the end of the period covered by this report.

Changesto Internal Control Over Financial Reporting. Except for the material weakness in internal aaatover financial reporting
described above, there were no changes in the Guorigpaternal control over financial reporting @afined in Rule 13a-15(f) under the
Securities Exchange Act of 1934) during the ninethe ended September 30, 2012 , that have mayeaifédicted, or are reasonably likely to
materially affect, our internal control over fingalareporting.

Remediation of Material Weakness. As a result of the identification of the inadvetterror that led to the amendment of our Form 10-Q
and the related reassessment of disclosure comaindiprocedures and internal control over finamgpbrting, we have emphasized the
importance of performing and reviewing calculatieossistent with the design of our internal consttolicture in an effort to ensure controls
operate effectively. The Company believes thisomctias remediated the material weakness.

PART Il - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS.

Information required for Part Il, Item 1 is incorpted by reference to the discussion under theihgd&ditigation and Other Legal
Proceedings” in the footnotes to our consolidatedricial statements included in Part I, Item 1hi§ Form 10-Q.
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ITEM 1A. RISK FACTORS.

CNO and its businesses are subject to a numbéksfincluding general business and financial féasitors. Any or all of such factors
could have a material adverse effect on the busjriesncial condition or results of operation<GNO. Refer to “Risk Factors” in our Annual
Report on Form 10-K for the year ended DecembeRB11, for further discussion of such risk factoffiere have been no material changes
from such previously disclosed risk factors.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AN D USE OF PROCEEDS.

Issuer Purchases of Equity Securities

Maximum number (or
approximate dollar value)
Total number of shares ( of shares (or units) that
Average price units) purchased as part may yet be purchased
Total number o paid per share publicly announced plans under the plans or

Period shares (or units) (or unit) or programs programs(a)
(dollars in millions)
July 1 through July 31 2,515,100 $ 7.9t 2,515,10: $ 152.1
August 1 through August 31 852,33( 8.2¢ 852,33( 145.(
September 1 through September 30 1,437,72 9.9¢ 1,437,19 130.%
Total 4,805,15' 8.62 4,804,63 130.7

(d) In May 2011, the Company announced a commarediepurchase program of up to $100.0 milliorbdth February 2012 and June
2012, the Company announced that its board of iretiad approved an additional $100.0 million 620million in aggregate) to
repurchase the Company's outstanding common stock.

Under the 6.375% Indenture, the Company can maké&iBed Payments (as such term is defined in 188586 Indenture) up to a
calculated limit, provided that the Company's porfa risk-based capital ratio exceeds 225% aftengjieffect to the Restricted Payment and
certain other conditions are met. Restricted Paysieclude, among other items, repurchases of camstack and cash dividends on commor
stock (to the extent such dividends exceed $30anilh the aggregate in any calendar year). Thé bffRestricted Payments permitted under
the 6.375% Indenture is the sum of (x) 50% of thenPany's “Net Excess Cash Flow” (as defined in6t!3¢5% Indenture) for the period
(taken as one accounting period) from July 1, 201the end of the Company's most recently endedlfiguarter for which financial stateme
are available at the time of such Restricted Paynfgn$175 million and (z) certain other amouredfied in the 6.375% Indenture. Based or
the provisions set forth in the 6.375% Indenturé e Company's Net Excess Cash Flow for the pdrood July 1, 2012 through September
30, 2012, the Company could have made additionsirReed Payments under this 6.375% Indenture cavieof approximately $244 millioas
of September 30, 2012 . This limitation on RestdcPayments does not apply if the Debt to Totalt@kgation Ratio (as defined in the
6.375% Indenture) as of the last day of the Comisampst recently ended fiscal quarter for whiclaficial statements are available that
immediately precedes the date of any Restrictedneay, calculated immediately after giving effecst@h Restricted Payment and any relatec
transactions on a pro forma basis, is equal tess than 17.5%.

ITEM 5. OTHER INFORMATION.

None.
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ITEM 6. EXHIBITS.

3.2 Amended and Restated Bylaws of CNO Financial Gréup, incorporated by reference to Exhibit 3.2af Current Report on
Form 8-K filed August 1, 2012.

4.1 Indenture, dated as of September 28, 2012, by mrwh@ CNO Financial Group, Inc., the subsidiary gaéors party thereto and
Wilmington Trust, National Association, as trustewl as collateral agent, incorporated by referémé&schibit 4.1 of our Currer
Report on Form 8-K filed October 1, 2012.

4.2 Form of 6.375% Senior Secured Note due 2020 (imdud Exhibit 4.1), incorporated by reference tdibk 4.2 of our Current
Report on Form 8-K filed October 1, 2012.

10.1 Security Agreement, dated as of September 28, 218nd among CNO Financial Group, Inc., the suasjcjuarantors party
thereto and Wilmington Trust, National Associatias,collateral agent, incorporated by referendextubit 10.1 of our Current
Report on Form 8-K filed October 1, 2012.

10.2 Credit Agreement, dated as of September 28, 20A2ntd among CNO Financial Group, Inc., JPMorgans€lzank, N.A., as
agent, and the lenders from time to time partyetwgrincorporated by reference to Exhibit 10.2 wf Gurrent Report on Form 8-
K filed October 1, 2012.

10.3 Guarantee and Security Agreement, dated as of ®epte28, 2012, by and among CNO Financial Group, the subsidiary
guarantors party thereto and JPMorgan Chase Ba®ik, &s agent, incorporated by reference to ExHibiB of our Current
Report on Form 8-K filed October 1, 2012.

10.4 Pari Passu Intercreditor Agreement, dated as ae8dger 28, 2012, among JPMorgan Chase Bank, NsAagdministrative age!
for the credit agreement secured parties and Wgtoim Trust, National Association, as collateralrggand authorized
representative with respect to the 6.375% Senioui®el Notes due 2020, incorporated by referenéskbibit 10.4 of our
Current Report on Form 8-K filed October 1, 2012.

10.5 First Supplemental Indenture, dated as of Septe2®e2012, among CNO Financial Group, Inc., thesgliary guarantors par
thereto and Wilmington Trust, National Associatias,trustee and as collateral agent with respebet8.00% Senior Secured
Notes due 2018, incorporated by reference to Exhilhb of our Current Report on Form 8-K filed Cto 1, 2012.

10.6 Employment Agreement dated as of July 23, 2012 &éetCNO Services, LLC and Bruce Baude.
12.1 Computation of Ratio of Earnings to Fixed Charges.

31.1 Certification Pursuant to the Securities ExchangeRule 13a-14(a)/15d-14(a), as Adopted Pursua8etdion 302 of the
Sarbanes-Oxley Act of 2002.

31.2 Certification Pursuant to the Securities ExchangeRule 13a-14(a)/15d-14(a), as Adopted Pursua8etdion 302 of the
Sarbanes-Oxley Act of 2002.

32.1 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
32.2 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
101.INS XBRL Instance Document.
101.SCH XBRL Taxonomy Extension Schema Document.
101.CAL XBRL Taxonomy Extension Calculation Linkbase Docute

101.DEF XBRL Taxonomy Extension Definition Linkbase Docurhen



101.LAB XBRL Taxonomy Extension Label Linkbase Document.

101.PRE XBRL Taxonomy Extension Presentation Linkbase Doenm
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causedejport to be signed on its behalf
by the undersigned thereunto duly authorized.

CNO FINANCIAL GROUP, INC.

Dated: February 1, 2013

By: /s/ Frederick J. Crawford
Frederick J. Crawford
Executive Vice President and Chief Financialicff
(authorized officer and principal financial i)
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Exhibit 10.¢

EMPLOYMENT AGREEMENT

This EMPLOYMENT AGREEMENT, dated as of the 23rd d#yJuly, 2012, is between CNO Services, L
an Indiana limited liability company (“Company”y@ Bruce Baude (“Executive”).

WHEREAS, the Company desires to have the benefitatvantage of the services of Executive to atise
Company and CNO Financial Group, Inc. (“CNO”) ugba terms and conditions set forth herein.

NOW, THEREFORE, in consideration of the foregoimgl dhe mutual covenants contained herein, the pt
and sufficiency of which are hereby acknowledgkd,farties agree as follows:

1. Employment. The Company hereby employs Executive and Exeeutareby accepts employment u
the terms and conditions hereinafter set forth.

2. Term. The effective date of this agreement (the “Agrest) shall be July 23, 2012 (the “Effective Dgte”
Subject to the provisions for termination as preddn Section 10 hereof, the term of Executive'plegment unde
this Agreement shall be the period beginning onBfiective Date and ending on July 31, 2015 (thertm™). The Terr
shall not be automatically renewed and shall enonugny earlier termination of Executive's employmenth the
Company.

3. Duties. During the Term, Executive shall be engaged leyGompany in the capacity of Executive \
President, Chief Operations and Technology Offafethe Company, or in such other senior executagacity as tr
Chief Executive Officer of CNO shall specify. Exéwe shall report to the Chief Executive Officer GNO or suc
other senior executive officer as the Chief ExemutDfficer of CNO may specify regarding the perfamoe of hi
duties.

4. Extent of Services During the Term, subject to the direction andtoarof the Chief Executive Officer
CNO, Executive shall have the power and authomymensurate with his executive status and necessgrgrforn
his duties hereunder. Executive shall devote hiseeamployable time, attention and best effortshi business of tl
Company and, during the Term, shall not, withowg tonsent of the Company, be actively engaged yncdine
business activity, whether or not such business/iggctis pursued for gain, profit or other pecuryjaadvantage
provided, however, that this shall not be constraedoreventing Executive from serving on boardprofessiona
community, civic, education, charitable and corpm@ganizations on which he presently serves grchaose to sen
or investing his assets in such form or manner illat require any services on the part of Exeaiin the operatic
of the affairs of the companies in which such invests are made (to the extent not in violatiothef nonsolicitatior
provisions of Section 9 hereof); provided, howewegt corporate organizations shall be limited tose mutuall
agreed upon by Executive and the Company.




5. Compensation During the Term:

(@) As compensation for services hereunder renderadgltive Term hereof, Executive shall recei
base salary (“Base Salary”) of Four Hundred Sev&ing Thousand Dollars ($475,000) per year payat
equal installments in accordance with the Compapgyroll procedure for its salaried executives.a8;
payments and other payments under this Agreemeait bk subject to withholding of taxes and o
appropriate and customary amounts. Executive magive increases in his Base Salary from time te tibase
upon his performance, subject to approval of then@amny.

(b) In addition to Base Salary, Executive will have @portunity to earn a bonus each yea
determined by the Company, with a target annualbaqgual to 100% of Executive's Base Salary (Treerde
Bonus”) and a maximum annual bonus of 200% of Executiva'seBSalary with respect to any calendar
with such bonus payable at such time that othellairmpayments are made to other Company execubues
no event later than March 15 of the year followihg year with respect to which such bonus was pgayahles
the bonus amounts to be paid cannot be confirmddoar on or before March 15, in which event thause
will be paid within 15 days after the bonus amoumse been confirmed by the Company. For purpof
clarification, annual executive bonuses are payahl®r before March 15 of the year following theayevith
respect to which such bonuses are payable, if Execremains employed with the Company through siletk
or as otherwise payable under Section 11 of thie&ment. Notwithstanding the above, a @ta portion of th
2015 bonus will be paid at the same time that simgayments are made to other Company executr
Executive remains employed through the end of #enl The bonus for 2012 will be prorated for thequk ol
the year in which Executive is employed by the Campand shall not be less than Three Hundred Tino
Dollars ($300,000). The performance requirementsTarget Bonuses will be based on financial ander
objective targets that the CNO Board of Directdre (“Board”) or the Human Resources and Compens
Committee of the Board (the “Compensation Comniijteelieves are reasonably attainable at the timetiies
are set.

(c) Executive shall be entitled to receive a grant lodres of restricted stock, with a value
approximately One Hundred Fifty Thousand Dollar$5(000). The restricted stock will vest in threpa
annual installments beginning one year after thie dagrant. The restricted stock will be goverbgdhe term
and conditions of the award agreement between timep@ny and Executive.

(d) Executive shall be entitled to receive a grantpifamns to purchase shares of common stock, v
value of approximately Two Hundred Fifty ThousandllBrs ($250,000). Onhalf of the options will vest ¢
the second anniversary of the date of grant anehatfewill vest on the third anniversary of the daffegrant
The options will expire seven years from the ddtgrant. The option grant will be governed by thents an
conditions of the award agreement between the Coyngad Executive.

(e) Executive shall be eligible to participate in amteaive future grants under any CNO stoc
equity-based program offered to senior executives, suljettie discretion of the Board or the Compens.
Committee.




6. Additional Benefits During the Term:

(a) Executive shall be entitled to participate in s@ofisting executive benefit plans and insur:
programs offered by the Company, or which it magpdrom time to time, for its executive manageme
supervisory personnel generally, in accordance thigheligibility requirements for participation tiee. Nothing
herein shall be construed so as to prevent the @oynfrom modifying or terminating any executive bt
plans or programs, or additional benefits, thataly adopt from time to time.

(b) Executive shall be entitled to four weeks of vamatvith pay each year.

(©) Executive may incur reasonable expenses for pramotihe Company's business, incluc
expenses for entertainment, travel, and similansteThe Company shall reimburse Executive for afl
reasonable expenses upon Executive's periodic rmieggm of an itemized account of such expenditun
accordance with the Company's policies and proesdaind Section 21 hereof; provided, however, thatsact
reimbursement will be made no later than March fL¥he year following the year in which the expenga
incurred. The Company agrees to pay Executive ditiadal amount to cover the incremental additianabme
taxes incurred by Executive, if any, with respextpiyment or reimbursement of any reasonable bse
expenses pursuant to this subsection (c); providedever, that any such payment will be made ner lital
March 15 of the year following the year in whicle ihcome tax was incurred.

(d)  Executive shall be entitled to reimbursement osoeable relocation expenses for moving
family to the Carmel, Indiana area in accordancéh wine Company's current executive relocation g
provided that these expenses shall be capped a@@kb@nd there shall be no reimbursement for anying
expenses incurred on or after July 23, 2014. Atlezrsses must be appropriately documented by Exectdithe
Company. In the event that Executive's employmenterminated for Just Cause or if he terminate
employment other than With Reason prior to July 2&14, Executive agrees to repay such expensdse
Company.

(e) Executive shall be permitted to make elective ¢buations to any Company-sponsored, nol
qualified deferred compensation plan in accordavitte the terms of such plan.

7. Disability .

(@) If Executive shall become physically or mentallgabled during the Term to the extent tha
ability to perform his duties and services hereunslenaterially and adversely impaired (any suctapacity,
“Disability”), his Base Salary, bonus and other compensationgedvnerein shall continue while he rem
employed by the Company; provided, that if suchabilty (as determined in the Company's reasot
judgment, exercised in good faith) continues forlestst three (3) consecutive months, the Company
terminate Executive's employment hereunder, in witase the Company within 10 business days shg
Executive a cash payment equal to (i) his annugkeBsalary as provided in Section 5(a) hereof toettten
earned but unpaid as of the date of




termination (“Unpaid Salary”),ij the bonus payable pursuant to Section 5(b}Herfiscal year of the Compe
ending prior to the date of termination (to theeextearned based on performance under the goalshgective:
of the applicable plan but not previously paid) ifftdid Bonus”)and (iii) Executive's then accrued but unt
vacation (“Unpaid Vacation”)tle Unpaid Salary, Unpaid Bonus and Unpaid Vacatefarred to sometim
together as the “Accrued AmountsAdditionally, in the event of a termination of erapinent due to Disabilit
the Company shall pay to Executive a pata portion of the Target Bonus for the year inoktthe terminatio
for Disability occurred. All options, restrictedosk and/or other awards held by Executive on thee ad
termination for Disability shall vest only throughe date of termination according to the normalting
schedule applicable to such options, restrictedksémd/or other awards and shall be treated inrdaoce witl
the applicable award agreements.

(b) No payments or vesting under this Section 7 willnfeede if such Disability arose primarily fre
(a) chronic use of intoxicants, drugs or narcofmter than drugs prescribed to Executive by a iphars anc
used by Executive for their intended purpose foictvithey had been prescribed) or (b) intentionakyf-
inflicted injury or intentionally self-induced iless.

8. Disclosure of Information Executive acknowledges that, in and as a resuisoemployment with tt
Company, he has been and will be making use ofjiang and/or adding to confidential information thie Compan
and its affiliates of a special and unique naturé @alue. As a material inducement to the Compangnter into thi
Agreement and to pay to Executive the compensatated in Section 5, as well as any additional fisr&tated herei
Executive covenants and agrdabat he shall not, at any time while he is emploppgdthe Company or at any tii
thereafter, directly or indirectly, divulge or disse for any purpose whatsoever, any confidentii@rmation (whethe
or not specifically labeled or identified as “caténtial information”),in any form or medium, that has been obtaine
or disclosed to him as a result of his employmeitih the Company and which the Company or any oéiftdiates ha
taken appropriate steps to safeguard, except t@ttent that such confidential information (a) bees a matter
public record or is otherwise available to the gahpublic, other than as a result of any act orssian of Executive
(b) is required to be disclosed by any law, regoitabr order of any court or regulatory commissidepartment ¢
agency, in which event Executive shall give promgtice of such requirement to the Company to entidideCompan
to seek an appropriate protective order or confidetreatment, (c) must be disclosed to enablecHtwee properly t
perform his duties under this Agreement or (d) Wegeloped by Executive prior to his employment oy Company
Upon the termination of Executive's employment, &xve shall return such information (in whatevermfi) obtaine
from or belonging to the Company or any of itsleffes which he may have in his possession or obntr

9. Covenants against SolicitatiorExecutive acknowledges that the services he render to the Compa
and its affiliates are of a special and unusuatadtar, with a unique value to the Company andfiiates, the loss «
which cannot adequately be compensated by damages action at law. In view of the unique valugtie Compan
and its affiliates of the services of Executive fohich the Company has contracted hereunder, becafighe
confidential information to be obtained by, or diised to, Executive as set forth in Section 8




above, and as a material inducement to the Compamgnter into this Agreement and to pay to Exeeutile
compensation stated in Section 5 hereof, as welingsadditional benefits stated herein, and otl@dgand valuab
consideration, Executive covenants and agreeshhaighout the period Executive remains employedoonpensate
hereunder and for one year thereafter, Executiad siot, directly or indirectly, anywhere in the itbd States ¢
America (i) solicit or attempt to convert to othiasurance carriers or other corporations, personstleer entitie
providing these same or similar products or sesvippvided by the Company and its affiliates, angtemers ¢
policyholders of the Company or any of its affiéiat or (ii) solicit for employment or employ anydimidual who wa
employed by the Company or any of its affiliatesimy the term of Executive's employment with thar@any. Shoul
any particular covenant or provision of this Settbbe held unreasonable or contrary to publiccgdior any reaso
including, without limitation, the time period, gg@aphical area, or scope of activity covered by i@sjrictive covena
or provision, the Company and Executive acknowlealy# agree that such covenant or provision shédhaatically b
deemed modified such that the contested covengmioersion shall have the closest effect permitigcapplicable lay
to the original form and shall be given effect amorced as so modified to whatever extent woulddasonable ai
enforceable under applicable law.

10. Termination. During the Term:

(@) Either the Company or Executive may terminate hipleyment at any time for any reason u
written notice to the other. The Company may teat@nExecutive's employment for Just Cause pursio
Section 10(b) below or in a Control Terminationguant to Section 10(c) below. Executive's employnséal
also terminate (i) upon the death of Executiveipafter Disability of Executive pursuant to Sexti7 hereof.

(b) The Company may terminate Executive's employmeangttime for Just Cause. For purpose
this Agreement, “Just Cause” shall mean:

() (A) material breach by Executive of this Agresmh not cured within 15 days after writ
notice to Executive by the Company, (B) a matdsraach of Executive's duty of loyalty to the Comy
or its affiliates not cured within 15 days afteritian notice to Executive by the Company, or (Clifuli
malfeasance or fraud or dishonesty of a substamiaire in performing Executive's services on ket
the Company or its affiliates, which in each casewillful and deliberate on Executive's part
committed in bad faith or without reasonable bt such breach or action is in the best interefsthe
Company or its affiliates;

(i) Executive's use of alcohol or drugs (othermtlthugs prescribed to Executive by a physi
and used by Executive for their intended purposesvhich they had been prescribed) or other reg
conduct which materially and repeatedly interferéth the performance of his duties hereunder, w
materially compromises the integrity or the regotabf the Company or its




affiliates, or which results in other substantieeomic harm to the Company or its affiliates;

(iif) Executive's conviction by a court of law, athsion that he is guilty, or entry of a pleanofo
contendere with regard to a felony or other crime involving rabturpitude;

(iv) Executive's unscheduled absence from his eynpémt duties other than as a result of illi
or disability, for whatever cause, for a periodnodre than three (3) consecutive days, without aut
from the Company prior to the expiration of thest(3) day period;

(v) Executive's failure to take action or to abstikom taking action, as directed in writing b
member of the Board or a higher ranking executitehe Company or CNO, where such falil
continues after Executive has been given writteicaaf such failure and at least five (5) businggg:
thereafter to cure such failure; or

(vi) Any intentional wrongful act or omission by &outive that results in the restatemer
CNO's financial statements due to a violation ef 8arbanes-Oxley Act of 2002.

No termination shall be deemed to be a terminatipthe Company for Just Cause if the terminati
as a result of Executive refusing to act in a marthat would be a violation of applicable law or evt
Executive acts (or refrains from taking action)gimod faith in accordance with directions of a menethe
Board or higher ranking executive but was unableattain the desired results because such results
inherently unreasonable or unattainable.

(c) The Company may terminate Executive's employmena iG@ontrol Termination. A "Contr
Termination" shall mean any termination by the Camp(or its successor) of Executive's employmenafg,
reason within six months in anticipation of or viftlwo years following a Change in Control.

The term "Change in Control" shall mean the ocaweeof any of the following:

(i) the acquisition (other than an acquisition angection with a “Non-Control Transactiorjy
any "person” (as such term is used in Sections) E{d 14(d) of the Securities Exchange Act of 138
amended (the "1934 Act")) of "beneficial ownerships such term is defined in Rule 13gromulgate
under the 1934 Act), directly or indirectly, of seities of CNO or its Ultimate Parent representtid«
or more of the combined voting power of the thetst@nding securities of CNO or its Ultimate Pa
entitled to vote generally with respect to the &tecof the Board or the board of directors of C#
Ultimate Parent; or

(i) as a result of or in connection with a tenderexchange offer or contest for electior
directors, individual board members of CNO (ideatfas




of the date of commencement of such tender or exyghaffer, or the commencement of such ele
contest, as the case may be) cease to constiti#@sata majority of the Board; or

(iif) the consummation of a merger, consolidatiorre@organization with or into CNO unless
the stockholders of CNO immediately before sucimdaation beneficially own, directly or indirec
immediately following such transaction securitiepresenting 51% or more of the combined wvc
power of the then outstanding securities entitteddte generally with respect to the election &f boar
of directors of CNO (or its successor) or, if apable, the Ultimate Parent and (y) individual b
members of CNO (identified as of the date thatradibg agreement providing for such transactic
signed) constitute at least a majority of the bazrdirectors of CNO (or its successor) or, if apgble
the Ultimate Parent (a transaction to which claggand (y) apply, a “Non-Control Transaction”).

For purposes of this Agreement, “Ultimate Pareshtéll mean the parent corporation (or if there agarthan on
parent corporation, the ultimate parent corporatitimat, following a transaction, directly or inditby
beneficially owns a majority of the voting powertbe outstanding securities entitled to vote wébpect to tr
election of the board of directors of CNO (or it&sessor).

(d) At Executive's option, he may terminate employmeith the Company "With Reasc
provided one or more of the following conditiong anet: (i) any reduction in Executive's Base Sataryarge
Bonus without his consent, or (ii) there is a "Gy@nn Control" as defined in Section 10(c) and|ofwing
Executive's written request made prior to the ClkangControl, the ultimate parent entity or ensitairectly o
indirectly gaining control of a majority of the Bwokor outstanding securities entitled to vote wehkpect to tF
Board fails to affirm and guarantee the Companytsenit and future obligations under this Agreempriyidec
that the events described in clauses (i) and lfigva shall constitute With Reason only if the Comyp#ails tc
cure such event (if capable of being cured) wiBindays after receipt from Executive of writtenio@tof the
event which constitutes With Reason; provided hiert that With Reason shall cease to exist forvamteon th
60 " day following the later of its occurrence or Exéeeis knowledge thereof, unless Executive has gthe
Company written notice thereof prior to such date.

(e) Upon termination of Executive's employment with @@mpany for any reason (whether volun
or involuntary), Executive shall be deemed to hawkintarily resigned from all positions that Exaeatmay
then hold with the Company and any of its affilgtprovided that such deemed resignation shalbdeérsel
affect Executive's rights to compensation or beésefnder this Agreement and shall not affect therdanatior
of whether Executive's termination was for Just$gaor With Reason.

11. Payments Following Termination




(@) In the event that Executive's employment is termeithidby the Company for Just Cause ¢
Executive voluntarily resigns, then (i) the Compavithin 10 business days shall pay Executive a pasimer
of his Base Salary as provided in Section 5(a)dfdtet was earned but unpaid as of the date ofitetion (the
“Termination Date”)and (ii) no bonus for the year of termination viaé earned or paid to Executive. All st
options, restricted stock and/or other awards hgidExecutive on the date of termination shall eated i
accordance with the applicable award agreements.

(b) In the event Executive's employment is terminatgdhe death of Executive, then the Comg
shall pay Executive's estate within 30 days (i) Aoerued Amounts and (ii) a prata portion of the Targ
Bonus for the year in which his death occurs. Adick options, restricted stock and/or other awdrelsl by
Executive on the date of termination shall be #éah accordance with the applicable award agretsnen

(c) In the event that Executive is terminatgdtite Company without Just Cause (and other tt
termination due to expiration of the Term, deatisabllity or a Control Termination) or by ExecutiWith
Reason, then the Company shall pay Executive wiBirdays of the Termination Date the Accrued Ams.
Additionally, following such a termination, Execui shall be entitled to receive (i) a bonus purst@ibectiol
5(b) based on CNO's actual performance for the yeahich Executive is terminated (prorated for treetia
year period ending on the Termination Date), payablthe same time when such bonus amount normvalljd
have been paid pursuant to Section 5(b), and @gsh lump sum equal to the sum of his annual Batay an
Target Bonus. All stock options, restricted stoakd/ar other awards held by Executive on the da
termination shall be treated in accordance withajyglicable award agreements.

(d) In the event that Executive is terminateg the Company (or its successor) in a Col
Termination as so defined, then the Company slaall fxecutive within 30 days of the Termination Dtte
Accrued Amounts. Additionally, following such angnation, Executive shall be entitled to receiyea(ibonu
pursuant to Section 5(b) based on CNO's actuabpednce for the year during which Executive is ieatec
(prorated for the partial year period ending on Tieemination Date), payable at the same time ak boou:
payment would have been paid pursuant to Sectib)py &0d (i) a cash lump sum equal to the sum QfHi&
Target Bonus and (B) one and dmaf times his annual Base Salary. All stock oiorestricted stock and.
other awards held by Executive upon the occurr@i@ Change in Control shall be treated in accardamitt
the applicable award agreements.

(e) Notwithstanding anything to the contrary, paymehtany severance under this Agreemel
conditioned upon the execution by Executive of pasation and release agreement in a form acceptafbhe
Company and the observation of such waiting or cation periods, if any, before and after executibrihe
agreement by Executive as are required by law, agclfor example, the waiting or revocation perigstguire
for a waiver and release to be effective with respeclaims under the Age




Discrimination in Employment Act, provided that t@®mpany delivers to Executive such agreement m
seven days of the Termination Date.

12. Character of Termination Payment§he amounts payable to Executive upon any tetimmadf his
employment shall be considered severance pay isidemtion of past services rendered on behali®@CGompany ar
his continued service from the date hereof to tite tie becomes entitled to such payments andlsh#ile sole amol
of severance pay to which Executive is entitlearfithe Company and its affiliates upon terminatibhie employmer
during the Term. Executive shall have no duty tdigate his damages by seeking other employment simal,lc
Executive actually receive compensation from arghsather employment, the payments required herewsidgl not b
reduced or offset by any such other compensation.

13. Representations of the Parties

(@) The Company represents and warrants to Executige (ih this Agreement has been ¢
authorized, executed and delivered by the Company @nstitutes valid and binding obligations of
Company; and (ii) the employment of Executive oe tirms and conditions contained in this Agreemeth
not conflict with, result in a breach or violatiaf, constitute a default under, or result in theation o
imposition of any lien, charge or encumbrance ugy property or assets of the Company pursuar{Ajothe
certificate of formation, (B) the terms of any imtiere, contract, lease, mortgage, deed of trudk, roar
agreement or other agreement, obligation, condittomenant or instrument to which the Company &y o
bound or to which its property is subject, or (@ astatute, law, rule, regulation, judgment, orderdecre
applicable to the Company, or any regulatory bayministrative agency, governmental body, arbitra
other authority having jurisdiction over the Compan

(b) Executive represents and warrants to the Compaaty (il this Agreement has been duly exec
and delivered by Executive and constitutes a vahd binding obligation of Executive; and (ii) neiththe
execution of this Agreement by Executive nor hisplEzyment by the Company on the terms and condi
contained herein will conflict with, result in adarch or violation of, or constitute a default undey agreemer
obligation, condition, covenant or instrument toievhExecutive is a party or bound or to which hiegerty is
subject, or any statute, law, rule, regulation,gmeént, order or decree applicable to Executive nyf eourt
regulatory body, administrative agency, governmidmdy, arbitrator or other authority having juiisitbn ove
Executive or any of his property.

14. Arbitration of Disputes; Injunctive Relief

(@) Arbitration. Except as provided in subsection (b) below, amtroversy or claim arising out of
relating to this Agreement or the breach thereafld¥e settled by binding arbitration in the Citiylodianapolis
Indiana, in accordance with the laws of the Statediana by three arbitrators, one of whom shalldppointe
by the Company, one by Executive, and the thirdvledm shall be appointed by the first two arbitratdf the
first two arbitrators cannot agree on the appoimtnoé a third




arbitrator, then the third arbitrator shall be apped by the Chief Judge of the United States Ris€ourt fol
the Southern District of Indiana. The arbitratidrals be conducted in accordance with the ruleh\efAmerica
Arbitration Association, except with respect to #edection of arbitrators, which shall be as predidn thic
Section. Judgment upon the award rendered by thizadors may be entered in any court having jucisch
thereof. All reasonable costs and expenses (inuutkes and disbursements of counsel) incurredXegive
pursuant to this Section 14 shall be paid on bebfabr reimbursed to Executive promptly by the Camp
provided, however, that in the event the Compargvaits in such proceedings, Executive shall imntet
repay all such amounts to the Company.

(b) Executive acknowledges that a breach or threatbresth by Executive of Sections 8 or 9 of
Agreement will give rise to irreparable injury toet Company and that money damages will not be ade
relief for such injury. Notwithstanding paragrag) &bove, the Company and Executive agree thatdingpan
may seek and obtain injunctive relief, includingtheout limitation, temporary restraining orderselminary
injunctions and/or permanent injunctions, in a tafrproper jurisdiction to restrain or prohibitbmeach c
threatened breach of Section 8 or 9 of this Agregmidothing herein shall be construed as prohigitine
Company from pursuing any other remedies availéblthe Company for such breach or threatened by
including the recovery of damages from Executive.

15. Notices. Any notice required or permitted to be given unttes Agreement shall be sufficient if
writing and if sent by registered mail to his reside, in the case of Executive, or to the businfgse of its Gener:
Counsel, in the case of the Company.

16. Waiver of Breach and SeverabilityThe waiver by either party of a breach of anyvmion of this
Agreement by the other party shall not operateeocdnstrued as a waiver of any subsequent breaelth®r party. |
the event any provision of this Agreement is foundbe invalid or unenforceable, it may be sevenemnf the
Agreement, and the remaining provisions of the Agrent shall continue to be binding and effective.

17. Entire Agreement Other than any equity award agreements entetedpursuant to the CNO Financ
Group, Inc. Amended and Restated Ldregm Incentive Plan or any subsequent incentive, glas instrument contai
the entire agreement of the parties and, as oEtfeetive Date, supersedes all other obligationthefCompany and
affiliates under other agreements or otherwise. Gbmpensation and benefits to be paid under thastef thi:
Agreement are in lieu of all other compensatiobemefits to which Executive is entitled from CN@e tCompany, ar
its affiliates, and upon termination of Executivemployment with the Company Executive will not éetitled tc
receive any severance or other payments beyond #peified in this Agreement. This Agreement matylbe change
orally, but only by an instrument in writing signéy the party against whom enforcement of any waighange
modification, extension or discharge is sought.

18. Binding Agreement and Governing Law; Assignment itéth. This Agreement shall be binding upon
shall inure to the benefit of the parties and tlheirful successors in interest (including, withéotitation, Executive'
estate, heirs and personal representatives) andpefor issues or matters as to which federalisaapplicable, shall t
construed in
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accordance with and governed by the laws of théeSthIndiana. This Agreement is personal to edcthe partie
hereto, and neither party may assign or delegayeoénts rights or obligations hereunder withoug thprior writter
consent of the other.

19. Indemnification. If Executive was or is made a party or is threateto be made a party to or is othen
involved (including involvement as a witness) iry action, suit or proceeding, whether civil, criminadministrative (
investigative (a “Proceeding’ly reason of the fact that he is or was an offareemployee of the Company or an
its affiliates, Executive shall be indemnified ameld harmless by the Company to the fullest exéenhorized by tr
Delaware General Corporation Law, as the sameserisimay hereafter be amended (but, in the casmnypfsuc
amendment, only to the extent that such amendnentifs the Company to provide broader indemnifaratights tha
permitted prior thereto), against all expense,ilitgtand loss (including attorneys' fees, judgnsefiines, excise taxes
penalties and amounts paid in settlement) reaspmatirred or suffered by Executive in connectibarewith and suc
indemnification shall continue as to Executive éf ¢eases to be an officer or employee and shat itwuthe benefit «
Executive's heirs, executors and administratorgyiged, however, that the Company shall indemnikedutive ir
connection with a Proceeding (or part thereof)iated by Executive only if such Proceeding (or pgadreof) wa
authorized by the managing member of the Compahsg. right to indemnification conferred in this paiggh sha
include the obligation of the Company to pay thpemses incurred in defending any such Proceediag\ance of ii
final disposition (an “Advance of Expensesprovided, however, that, if and to the extent tihat Delaware Genel
Corporation Law requires, an Advance of Expensegried by Executive in his capacity as an offiaeemployee she
be made only upon delivery to the Company of arediafting, by or on behalf of Executive, to repalyaamhounts s
advanced if it shall ultimately be determined afijudicial decision from which there is no funthight to appeal th
Executive is not entitled to be indemnified for B@xpenses under this paragraph or otherwise.

20. No Third Party Beneficiaries The terms and provisions of this Agreement atenitled solely for tt
benefit of each party hereto and their respectiegesssors or permitted assigns, and it is not detério confer third-
party beneficiary rights upon any other person.

21. Section 409A. This Agreement is intended to comply with Sectdé®dPA of the Code and will |
interpreted accordingly. References under this &guent to Executive's termination of employment |dbaldeemed -
refer to the date upon which Executive has expeedra “separation from service/ithin the meaning of Section 40
of the Code. Notwithstanding anything herein to toatrary, (i) if at the time of Executive's sepi#ma from servic
with the Company Executive is a “specified empldyas defined in Section 409A of the Code (and angtee
regulations or announcements thereunder) and tieerdleof the commencement of any payments or isnatherwis
payable hereunder or payable under any other cosapany arrangement between Executive and the Coymgrasny o
its affiliates as a result of such separation fi@Tvice is necessary in order to prevent any a@tek or additional te
under Section 409A of the Code, then the Compaydefer the commencement of the payment of any gayment
or benefits hereunder (without any reduction inhspayments or benefits ultimately paid or provitiedxecutive) unt
the date that is six months following Executiveeparation from service (or the earliest date ageisnitted unde
Section 409A of the Code), at which point all paptsedeferred pursuant to this Section 21 shalldie  Executive i
a lump sum and (ii) if any payments of money orothenefits due to Executive
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hereunder could cause the application of an aatekkror additional tax under Section 409A of thed€osuc
payments or other benefits shall be deferred ieaf will make such payment or other benefits clemp unde
Section 409A of the Code, or otherwise such payroeother benefits shall be restructured, to therpossible, in
manner that does not cause such an acceleratattliitional tax. To the extent any reimbursementsekind benefit:
due to Executive under this Agreement constitueféted compensationinder Section 409A of the Code, any ¢
reimbursements or in-kind benefits shall be pai&xecutive in a manner consistent with Treas. Begtion 1.409A-3
(H(N(iv). Additionally, to the extent that Exedue's receipt of any ifkind benefits from the Company or its affilie
must be delayed pursuant to this Section 21 dumststatus as a “specified employeExXecutive may elect to inste
purchase and receive such benefits during the gb@miovhich the provision of benefits would othergvige delayed |
paying the Company (or its affiliates) for the faiarket value of such benefits (as determined byGbmpany in goc
faith) during such period. Any amounts paid by Exee pursuant to the preceding sentence shalelmbursed t
Executive as described above on the date thax immenths following his separation from service. EEpayment mac
under this Agreement shall be designated as a rappaymentiithin the meaning of Section 409A of the Code.
Company shall consult with Executive in good faigarding the implementation of the provisionsho$ tSection 2:
provided that neither the Company nor any of itpleyees or representatives shall have any lialtiitiExecutive wit
respect thereto.

22. Counterparts This Agreement may be executed in counterpaash ®f which shall be deemed to be
original, but all of which together shall constéuine and the same instrument.

IN WITNESS WHEREOF, the parties have executedAlgiseement as of the date first above written, eiffec
as of the Effective Date.

COMPANY:
CNO SERVICES, LLC

/s/ Edward J. Bonach
Edward J. Bonach
President

EXECUTIVE:

/s/ Bruce Baude
Bruce Baude
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Exhibit 12.1
CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Computation of Ratio of Earnings to Fixed Charges
(Dollars in millions)

Nine months
ended September Year ended
30, 2012 December 31, 201
Pretax income from operations:
Net income $ 119.¢ $ 335.%
Add income tax benefit (81.9) (29.5)
Pretax income from operations 38.C 306.2
Add fixed charges:
Interest expense on corporate debt 50.4 76.2
Interest expense on investment borrowings and bamgs related to variable interest
entities 36.3 37.¢
Interest added to policyholder account balances 199.2 282.t
Portion of rental (a) 10.5 13.1
Fixed charges 296.4 409.7
Adjusted earnings $ 334.c % 715.¢
Ratio of earnings to fixed charges 1.13X 1.75X

(a) Interest portion of rental is estimated to be 3R pet



Exhibit 31.1
CERTIFICATION

I, Edward J. Bonach, certify that:

1.

2.

| have reviewed this quarterly report on Foil®HIA of CNO Financial Group, Inc

Based on my knowledge, this report does notatomny untrue statement of a material fact otamstate a material fact necessary ir
order to make the statements made, in light ottfemstances under which such statements were,matimisleading with respect
to the period covered by this report;

Based on my knowledge, the financial statemems other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe period presented in this report;

| am responsible for establishing and maintgjrdisclosure controls and procedures (as defim&kchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial repmy (as defined in Exchange Act Rules 13a-15(¢f) 45d-15(f)) for the registrant
and have:

(a) Designed such disclosure controls and proesgor caused such disclosure controls and proesdarhe designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over finanoggdorting, or caused such internal control oveatditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princijples

(c) Evaluated the effectiveness of the registatisclosure controls and procedures and presentai report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport; and

(d) Disclosed in this report any change in thestegnt's internal control over financial reportitingit occurred during the registrant's
most recent fiscal quarter (the registrant's fofigttal quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasir's internal control over financial reportinggan

| have disclosed, based on our most recentatrah of internal control over financial reportjrig the registrant's auditors and the
audit committee of the registrant's board of dwex{or persons performing the equivalent funcions

(a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the registraability to record, process, summarize and rtefraincial information; and

(b) Any fraud, whether or not material, that ined management or other employees who have aisagttifole in the registrant's
internal control over financial reporting.

Date: February 1, 2013

/s/ Edward J. Bonach

Edward J. Bonach
Chief Executive Officer



Exhibit 31.Z
CERTIFICATION

I, Frederick J. Crawford, certify that:

1.

2.

| have reviewed this quarterly report on Foil®HIA of CNO Financial Group, Inc

Based on my knowledge, this report does notatomny untrue statement of a material fact otamstate a material fact necessary ir
order to make the statements made, in light ottfemstances under which such statements were,matimisleading with respect
to the period covered by this report;

Based on my knowledge, the financial statemems other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe period presented in this report;

| am responsible for establishing and maintgjrdisclosure controls and procedures (as defim&kchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial repmy (as defined in Exchange Act Rules 13a-15(¢f) 45d-15(f)) for the registrant
and have:

(a) Designed such disclosure controls and proesgor caused such disclosure controls and proesdarhe designed under our
supervision, to ensure that material informatidatheg to the registrant, including its consolidhtubsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over finanoggdorting, or caused such internal control oveatditial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princijples

(c) Evaluated the effectiveness of the registatisclosure controls and procedures and presentai report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport; and

(d) Disclosed in this report any change in thestegnt's internal control over financial reportitingit occurred during the registrant's
most recent fiscal quarter (the registrant's fofigttal quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasir's internal control over financial reportinggan

| have disclosed, based on our most recentatrah of internal control over financial reportjrig the registrant's auditors and the
audit committee of the registrant's board of dwex{or persons performing the equivalent funcions

(a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the registraability to record, process, summarize and rtefraincial information; and

(b) Any fraud, whether or not material, that ined management or other employees who have aisagttifole in the registrant's
internal control over financial reporting.

Date: February 1, 2013

/sl Frederick J. Crawford

Frederick J. Crawford
Executive Vice President
and Chief Financial Officer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of CNO Fioial Group, Inc. (the “Company”) on Form 10-Q/A the period ending
September 30, 2012 as filed with the SecuritiesE@hange Commission on the date hereof (the “R8parEdward J. Bonach, Chief
Executive Officer of the Company, certify, pursuanil8 U.S.C. Section 1350, as adopted pursua®édstion 906 of the Sarban@sdey Act of
2002, that to my actual knowledge:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; an

(2) The information contained in the Report faphesents, in all material respects, the finanmaldition and results of operations of
the Company.

/s/ Edward J. Bonach
Edward J. Bonach
Chief Executive Officer

February 1, 2013

A signed original of this written statement reqdil®y Section 906 has been provided to CNO Fina&ialip, Inc. and will be retained
by CNO Financial Group, Inc. and furnished to tlee8ities and Exchange Commission upon request.



Exhibit 32.

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of CNO Fioial Group, Inc. (the “Company”) on Form 10-Q/A the period ending
September 30, 2012 as filed with the SecuritiesE@hange Commission on the date hereof (the “R8pdrFrederick J. Crawford, Executi
Vice President and Chief Financial Officer of thend@pany, certify, pursuant to 18 U.S.C. Section 1280adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002, that to my actuaMdedge:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; an

(2) The information contained in the Report faphesents, in all material respects, the finanmaldition and results of operations of
the Company.

/sl Frederick J. Crawford
Frederick J. Crawford
Executive Vice President
and Chief Financial Officer

February 1, 2013

A signed original of this written statement reqdil®y Section 906 has been provided to CNO Fina&ialip, Inc. and will be retained
by CNO Financial Group, Inc. and furnished to tlee8ities and Exchange Commission upon request.



