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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) ®HE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended March 31, 2013

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(df ®HE SECURITIES EXCHANGE ACT OF

1934
For the transition period from ___ to
Commission File Number 001-31792
CNO Financial Group, Inc.
Delaware 75-3108137
State of Incorporation IRS Employer Identification No.
11825 N. Pennsylvania Street
Carmel, Indiana 46032 (317) 817-6100
Address of principal executive offices Telephone

Indicate by check mark whether the Registrant &E)filed all reports required to be filed by Sectd® or 15(d) of the Securities Exchange
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 filesgs [YX] No[ ]

Indicate by check mark whether the Registrantl&s@e accelerated filer, an accelerated filer, m-accelerated filer or a smaller reporting
company. See the definitions of "large acceleréited, "accelerated filer" and "smaller reportiogmpany” in Rule 12b-2 of the Exchange
Act. Large accelerated filer [ X ] Acceleratekfii ] Non-accelerated filer [ ] Smaller refing company [ ]

Indicate by check mark whether the Registrantsbell company (as defined in Rule 12b-2 of the BExgfe Act): Yes[ ] No[X]

Shares of common stock outstanding as of April204,3: 222,169,106
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PART | - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.
CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(Dollars in millions)

(unaudited)
ASSETS
March 31, December 31,
2013 2012
Investments:

Fixed maturities, available for sale, at fair va{amortized cost: March 31, 2013 - $22,115.0;
December 31, 2012 - $21,626.8) $ 24,894.! $ 24,614..
Equity securities at fair value (cost: March 31120 $206.0; December 31, 2012 - $167.1) 216.¢ 171.¢
Mortgage loans 1,639.¢ 1,573.:
Policy loans 271.k 272.(
Trading securities 229.¢ 266.2
Investments held by variable interest entities 1,009.¢ 814.:
Other invested assets 309.7 248.1
Total investments 28,572.: 27,959..
Cash and cash equivalents - unrestricted 251.¢ 582.t
Cash and cash equivalents held by variable interggtes 462.2 54.2
Accrued investment income 315.¢ 286.-
Present value of future profits 606.¢ 626.(
Deferred acquisition costs 654.4 629.7
Reinsurance receivables 2,879.! 2,927
Income tax assets, net 708.¢ 716.¢
Assets held in separate accounts 15.t 14.¢
Other assets 433.( 334.(
Total assets $ 34,899.. $ 34,131.

(continued on next page)

The accompanying notes are an integral part
of the consolidated financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET, continued
(Dollars in millions)
(unaudited)

LIABILITIES AND SHAREHOLDERS' EQUITY

March 31, December 31,
2013 2012
Liabilities:
Liabilities for insurance products:
Interest-sensitive products $ 12,867.. $ 12,893.:
Traditional products 11,130.¢ 11,196..
Claims payable and other policyholder funds 996.: 985.1
Liabilities related to separate accounts 15.t 14.¢
Other liabilities 903.( 570.¢
Investment borrowings 1,880.: 1,650.¢
Borrowings related to variable interest entities 1,143.. 767.(
Notes payable — direct corporate obligations 934.2 1,004.
Total liabilities 29,870.1 29,082..
Commitments and Contingencies
Shareholders' equity:
Common stock ($0.01 par value, 8,000,000,000 starémrized, shares issued and outstanding:
March 31, 2013 - 223,502,106; December 31, 20121:592,371) 2.2 2.2
Additional paid-in capital 4,173.. 4,174,
Accumulated other comprehensive income 1,170. 1,197..
Accumulated deficit (317.5) (325.0
Total shareholders' equity 5,028.¢ 5,049.:
Total liabilities and shareholders' equity $ 34,899.. $ 34,131.-

The accompanying notes are an integral part
of the consolidated financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF OPERATIONS
(Dollars in millions, except per share data)

(unaudited)

Revenues:
Insurance policy income
Net investment income (loss):
General account assets

Policyholder and reinsurer accounts and other apeci
purpose portfolios

Realized investment gains (losses):
Net realized investment gains, excluding impairnesses
Other-than-temporary impairment losses:
Total other-than-temporary impairment losses

Portion of other-than-temporary impairment losses
recognized in accumulated other comprehensive ircom

Net impairment losses recognized
Total realized gains
Fee revenue and other income
Total revenues
Benefits and expenses:
Insurance policy benefits
Interest expense
Amortization
Loss on extinguishment of debt
Other operating costs and expenses
Total benefits and expenses
Income before income taxes
Income tax expense (benefit):
Income tax expense on period income
Valuation allowance for deferred tax assets
Net income
Earnings per common share:
Basic:
Weighted average shares outstanding
Net income
Diluted:
Weighted average shares outstanding

Net income

Three months ended

March 31,

2013 2012
691.2 686.:
351.¢ 345.2

77.7 65.¢€
15.2 30.¢
— (7.9

— (7.9
15.2 22.¢
6.5 3.8
1,142.¢ 1,123.¢
754.1 689.(
27.2 28.¢
79.2 86.€
57.7 2
189.¢ 227.C
1,108.( 1,031.¢
34.¢ 92.z
33.2 33.2
(10.5) —
11.¢€ 59.1
222,081,00 240,895,00
.05 .25
243,467,00 297,343,00
.0 .21

The accompanying notes are an integral part
of the consolidated financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
(Dollars in millions)

(unaudited)
Three months ended
March 31,
2013 2012
Net income $ 11.¢ % 59.1
Other comprehensive income, before tax:
Unrealized gains (losses) for the period (183.9) 51.¢
Amortization of present value of future profits aseferred
acquisition costs 20.7 (20.0
Amount related to premium deficiencies assumingniie
unrealized gains had been realized 135.2 30.2
Reclassification adjustments:
For net realized investment gains included in nebime (14.9) (21.¢)
For amortization of the present value of futurefipsand
deferred acquisition costs related to net realingdstment
gains included in net income .8 11
Unrealized gains (losses) on investments (41.9) 417
Change related to deferred compensation plan 1.C .8
Other comprehensive income (loss) before tax (40.9 42.F
Income tax (expense) benefit related to items ofiawlated other
comprehensive income 13.€ (16.1)
Other comprehensive income (loss), net of tax (26.7) 26.4
Comprehensive income (loss) $ (148 $ 85.5

The accompanying notes are an integral part
of the consolidated financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY

(Dollars in millions)

(unaudited)

Common stock and

additional Accumulated other Accumulated
paid-in capital comprehensive income deficit Total

Balance, December 31, 2011 $ 4,364.. $ 781.¢ $ (532.)) 4,613.¢

Net income — — 59.1 59.1

Change in unrealized appreciation (deprecial

of investments (net of applicable income tax

expense of $14.3) — 23.1 — 23.1

Change in noncredit component of impairment

losses on fixed maturities, available for sale (net

of applicable income tax expense of $1.8) — 3.3 — 3

Cost of shares acquired (18.9 — — (18.9)

Stock options, restricted stock and performance

units 2.€ — — 2.€
Balance, March 31, 2012 $ 4348.( $ 808.C % (473.0 4,683.(
Balance, December 31, 2012 $ 4,176.¢ $ 1,197.c $ (325.0) 5,049.:

Net income — — 11.€ 11.¢

Change in unrealized appreciation (depreciai

of investments (net of applicable income tax

benefit of $13.8) — (27.0) — (27.0)

Change in noncredit component of impairment

losses on fixed maturities, available for sale (net

of applicable income tax expense of $.2) — 3 — 3

Extinguishment of beneficial conversion featt

related to the repurchase of convertible

debentures (12.€) — — (12.€

Dividends on common stock — — (4.9 (4.9

Stock options, restricted stock and performat

units 11.1 — — 11.1
Balance, March 31, 2013 $ 4,175 $ 1,170 $ (317.9 5,028.¢

The accompanying notes are an integral part
of the consolidated financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
(Dollars in millions)

(unaudited)
Three months ended
March 31,
2013 2012
Cash flows from operating activities:
Insurance policy income $ 6222 $ 602.5
Net investment income 314. 306.7
Fee revenue and other income 6.5 3.9
Insurance policy benefits (542.9 (565.9)
Interest expense (20.7) (26.5)
Deferrable policy acquisition costs (53.5) (46.2)
Other operating costs (212.0) (193.9
Taxes (.7 (3.7
Net cash provided by operating activities 114.¢ 78.2
Cash flows from investing activities:
Sales of investments 547 . 670.3
Maturities and redemptions of investments 630.4 417.]
Purchases of investments (1,656.7) (1,305.9)
Net sales of trading securities 41.2 7.8
Change in cash and cash equivalents held by variaterest entities (408.0) 8.6
Other (7.0 (9.8
Net cash used by investing activities (852.%) (211.7)
Cash flows from financing activities:
Payments on notes payable (72.8) (59.9)
Expenses related to extinguishment of debt (54.9) —
Amount paid to extinguish the beneficial converdieature associated with repurchase of convertibl®Entures (12.6) —
Issuance of common stock 11.€ 1
Payments to repurchase common stock — (18.9
Common stock dividends paid (4.9) —
Amounts received for deposit products 308.t 346.¢
Withdrawals from deposit products (374.7) (406.9)
Issuance of investment borrowings:
Federal Home Loan Bank 200.( —
Related to variable interest entities 376.3 —
Payments on investment borrowings:
Related to variable interest entities and other (.2 (.3
Investment borrowings - repurchase agreements, net 29t 8.€
Net cash provided (used) by financing activities 407.2 (129.6)
Net decrease in cash and cash equivalents (330.9 (262.5)
Cash and cash equivalents, beginning of period 582.% 436.(
Cash and cash equivalents, end of period $ 251¢ § 173

The accompanying notes are an integral part
of the consolidated financial statements.
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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 statemetsidied in our 2012 Annual Report
on Form 10-K.

CNO Financial Group, Inc., a Delaware corporati®NO"), is a holding company for a group of insurartompanies 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") ginnection 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. Such terms, when used to descriwrance business and products, refer to the insaifausiness and products of CNO's
insurance subsidiaries.

We focus on serving the senior and middle-incomeketa, which we believe are attractive, undersertiegh growth markets. We sell
our products through three distribution channedseer agents, independent producers (some of whbbmre 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 Comorisghe "SEC") applicable to quarterly reports amrr 10-Q, we have condensed or
omitted certain information and disclosures norgnadtluded in financial statements prepared in ad&once with accounting principles
generally accepted in the United States of AmgtiGaRAAP"). We have reclassified certain amountsfrithe prior periods to conform to the
2013 presentation. These reclassifications haweffleot on net income or shareholders' equity. uRg$or interim periods are not necessarily
indicative of the results that may be expectediftull year.

The balance sheet at December 31, 2012, preseateithhhas been derived from the audited finarst&kements 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 measurementsertain investments (including derivatives),
other-than-temporary impairments of investmentsetssand liabilities related to income taxes, litdé 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.

The accompanying financial statements include toeants of the Company and its subsidiaries. Onsalidated financial statements
exclude the results of material transactions betweseand our consolidated affiliates, or amongammsolidated affiliates.

OUT-OF-PERIOD ADJUSTMENT

We recorded the net effect of an out-of-period siluent which increased our insurance policy benéfjit$6.7 million , increased
amortization expense by $2.5 million , decreasgasgense by $3.2 million and decreased our neniecby $6.0 million (or 2 cent s per
diluted share) in the three months ended Marct2313 . We evaluated this error taking into accdnath qualitative and quantitative factors
and considered the impact of this error in relatmthe 2013 period, as well as the materialitthi periods in which they originated. The
impact of correcting this error in prior years wen significant to any individual period. Managerbalieves this error is immaterial to the
consolidated financial statements and all previpissued financial statements.
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

INVESTMENTS

We classify oufixed maturity securitiesinto one of two categories: (i) "available for Sgl&hich we carry at estimated fair value with
any unrealized gain or loss, net of tax and relat§dstments, recorded as a component of sharekbétpiity); or (ii) "trading" (which we
carry at estimated fair value with changes in stalhe recognized as net investment income (class#s investment income from policyhol
and reinsurer accounts and other special-purpastols)).

Our trading securities include: (i) investmentsghaised with the intent of selling in the near téorgenerate income on price changes;
and (ii) investments supporting certain insuranmeeilities (including investments backing the margeategies of our multibucket annuity
products) and certain reinsurance agreements. fdmgge in fair value of these securities is recagphin income from policyholder and
reinsurer accounts and other special-purpose piodfta component of net investment income). Inwestt income from trading securities
backing certain insurance liabilities and cert@imsurance agreements is substantially offset @gtfange in insurance policy benefits related
to certain products and agreements. The tradioguat also includes certain fixed maturity secesittontaining embedded derivatives for
which we have elected the fair value option. Thange in value of these securities is recognizedatized investment gain (losses). Our
trading securities totaled $229.8 million and $26@illion at March 31, 2013 and December 31, 20fE5pectively.

Accumulated other comprehensive income is primaagnprised of the net effect of unrealized apptewia(depreciation) on our
investments. These amounts, included in sharetleguity as of March 31, 2013 and December 3122@vere as follows (dollars in
millions):

March 31, December 31,
2013 2012

Net unrealized appreciation (depreciation) on fireaturity securities, available for sale, on whéch
other-than-temporary impairment loss has been rézed $ 102 $ 9.8
Net unrealized gains on all other investments 2,787.¢ 2,986.!
Adjustment to present value of future profits (a) (184.¢) (193.0
Adjustment to deferred acquisition costs (430.2) (452.9
Adjustment to insurance liabilities (364.J) (489.¢)
Unrecognized net loss related to deferred compiemsplan (6.9 (7.9
Deferred income tax liabilities (641.7) (655.9)
Accumulated other comprehensive income $ 1,170.° $ 1,197.

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

At March 31, 2013, adjustments to the presentevafufuture profits, deferred acquisition costsurance liabilities and deferred tax
assets included $(155.9) million , $(146.7) millig®(364.1) million and $240.0 millioprespectively, for premium deficiencies that woeldst
on certain long-term health products if unrealigaths on the assets backing such products hadrbakred and the proceeds from the sales ¢
such assets were invested at then current yields.

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

At March 31, 2013, the amortized cost, gross Uimeé gains and losses, estimated fair value, ethen-temporary impairments in
accumulated other comprehensive income of fixeduritegs, available for sale, were as follows (dalan millions):

Other-than-
temporary
impairments
included in
accumulated
Gross Gross other
Amortized unrealized unrealized Estimated comprehensive
cost gains losses fair value income
Corporate securities $ 14951 $ 2,086.. $ (336 $ 17,004.. $ —
United States Treasury securities and obligatidns o
United States government corporations and agencies 93.¢ 5.2 — 98.¢ —
States and political subdivisions 1,883.( 278. (4.9 2,156.¢ —
Asset-backed securities 1,460.: 108.2 (3.9 1,565.( —
Collateralized debt obligations 338.¢ 10.1 (:2) 348.¢ —
Commercial mortgage-backed securities 1,293.¢ 146.¢ (.5) 1,439.° —
Mortgage pass-through securities 16.€ 1.C — 17.€ —
Collateralized mortgage obligations 2,077.¢ 186.¢ (.5) 2,263.¢ (5.0
Total fixed maturities, available for sale $ 221154 $ @ 2,822 § (429 $ 24894 § (5.9)

The following table sets forth the amortized cosd astimated fair value of fixed maturities, avialiéafor sale, at March 31, 2013, by
contractual maturity. Actual maturities will differom contractual maturities because certain oers may have the right to call or prepay
obligations with or without penalties. In additj@tructured securities (such as asset-backeditesucollateralized debt obligations,
commercial mortgage-backed securities, mortgags-fheisugh 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 $ 201.¢ % 204.
Due after one year through five years 1,696.¢ 1,853.:
Due after five years through ten years 4,302. 4,854.!
Due after ten years 10,727.¢ 12,347 ..
Subtotal 16,928.. 19,259.!
Structured securities 5,186.¢ 5,635.(
Total fixed maturities, available for sale $ 221150 § 24,894

Net Realized Investment Gains (Losses)

During the first three months of 2013 , we recogdinet realized investment gains of $15.3 milli@rhich were comprised of $19.8
million of net gains from the sales of investmegpismarily fixed maturities) with proceeds of $.Blibbn and the decrease in fair value of
certain fixed maturity investments with embeddedwd¢ives of $4.5 million .

During the first three months of 2012 , we recogdinet realized investment gains of $22.9 milli@rhich were comprised of $27.4
million of net gains from the sales of investmepismarily fixed maturities) with proceeds of $.illion , the increase in fair value of certain
fixed maturity investments with embedded derivaioé $3.4 million , and $7.9 million of writedown$ investments for other than temporary
declines in fair value recognized through net ineom

11
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

At March 31, 2013, fixed maturity securities irfaldt or considered nonperforming had an aggregatertized cost of $.4 millioand ¢
carrying value of $.5 million .

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, iticlg 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.

During the three months ended March 31, 2013 ,adéé$121.3 million of fixed maturity investments igh resulted in gross investment
losses (before income taxes) of $2.0 millioiW/e sell securities at a loss for a number oaaa including, but not limited to: (i) changeghe
investment environment; (ii) expectation that therket value could deteriorate further; (iii) desimeeduce our exposure to an asset class, an
issuer or an industry; (iv) prospective or actusmges in credit quality; or (v) changes in expeéci@sh flows.

We regularly evaluate all of our investments wititealized losses for possible impairment. Ourssssent of whether unrealized los
are "other than temporary" requires significanigjmént. Factors considered include: (i) the extemthich 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 investmemtisig and whether the investment is investment@eadi/or has been downgraded since its
purchase; (vi) whether the issuer is current opayiments in accordance with the contractual teritise investment and is expected to met
of its obligations under the terms of the investinérii) 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 a#ddy changes in such values; (ix)
projections of, and unfavorable changes in, caslislon structured securities including mortgagekbd@and 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 futatized losses in our
portfolio. Significant losses could have a mataaidverse 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 andfilbamount 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 flowlseo$ecurity. The present value is determinedigusie best estimate of future cash flows
discounted at the effective interest rate implicithe security at the date of purchase or theeatiield to accrete an asset-backed or floating
rate security. The methodology and assumptionsstablishing the best estimate of future cash<leary depending on the type of security.

For most structured securities, cash flow estimatesased on bond specific facts and circumstahegésnay include collateral
characteristics, expectations of delinquency arfdulerates, loss severity, prepayment speeds @aacdtgral support, including excess spread,
subordination and guarantees. For corporate baadb, flow estimates are derived from scenario<hasécomes of expected corporate
restructurings or the disposition of assets usmdbspecific facts and circumstances. The prevémogrtized cost basis less the impairment
recognized in net income becomes the security'sausivbasis. We

12
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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
(unaudited)

accrete the new cost basis to the estimated foasie flows over the expected remaining life ofgbeurity, except when the security is in
default or considered nonperforming.

The remaining noncredit impairment, which is reealih accumulated other comprehensive incomecgiglifference between the
security's estimated fair value and our best eséirobfuture cash flows discounted at the effeciiterest rate prior to impairment. The
remaining noncredit impairment typically represesftanges in the market interest rates, current@diduidity and risk premiums. As of
March 31, 2013, other-than-temporary impairmenttuided in accumulated other comprehensive incdn$é.d million (before taxes and
related amortization) related to structured seeit

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 months endediMzit, 2013 and 2012 (dollars in millions):

Three months ended
March 31,
2013 2012

Credit losses on fixed maturity securities, avadéebr

sale, beginning of period $ (1.€¢) $ (2.0)
Add: credit losses on other-than-temporary
impairments not previously recognized — —

Less: credit losses on securities sold N |

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

Add: credit losses on previously impaired secesiti — —

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

Credit losses on fixed maturity securities, avdddbr
sale, end of period $ (15 % 1.9

(&) 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 Investment 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 securdits 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 March 31, 2013 (dsliarmillions):

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 $ 45¢ % 1.6 $ 721 % 3.2 % 117.¢  $ (4.9
Corporate securities 777.¢ (25.9) 131.2 (7.9 909.1 (33.6)
Asset-backed securities 183.: (1.2 70.7% (2.2 254.( (3.9
Collateralized debt obligations 14.7 (:2) — — 14.7 (:2)
Commercial mortgage-backed
securities 9.1 (:2) 3.7 (.4) 12.¢ (.5
Mortgage pass-through securities . — 1.6 — 1.¢ —
Collateralized mortgage obligations 55.¢ (-4 20.t (:2) 76.4 (.5)
Total fixed maturities, available for
sale $ 1,086.6 $ (29.2) % 300.C $ (13.9) $ 1,386.¢ $ (42.9
Equity securities $ — § — § — § — § — § —

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, 20124doin 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 $ 48.2 % (1.9 68.7 $ (3.4 % 117.C $ (5.2
Corporate securities 338.] (11.2) 174.t (9.0 512.¢ (20.2)
Asset-backed securities 417 (-3 111.¢ (4.9 153.: (5.2
Collateralized debt obligations 19.4 (.4) 32.t (.6) 51.¢ (2.0
Commercial mortgage-backed
securities 4.¢ (.2 6.2 (.5) 11.1 (.6)
Mortgage pass-through securities — — 1.¢ — 1.¢ —
Collateralized mortgage obligations 27.C (.4 33.¢ (-3 60.& (.7
Total fixed maturities, available for
sale $ 479.. % (14.2) $ 429.2 % (18.7) $ 908.¢ $ (32.9
Equity securities $ 17.€¢  $ (1.6) $ — % — % 17.€¢  $ (1.6)

Based on management's current assessment of irerg@stmith unrealized losses at March 31, 202 Company believes the issuer
the securities will continue to meet their obligas (or with respect to equity-type securities,ittvestment value will recover to its cost
basis). While we do not have the intent to sefusigéies with unrealized losses and it is not mikely than not that we will be required to sell
securities with unrealized losses prior to theticymated recovery, our intent on an individualsgéty may change, based upon market or othe
unforeseen developments. In such instancespgsis recognized from a sale subsequent to admfdreet date due to these unexpected
developments, the loss is recognized in the peniathich we had the intent to sell the securitydoefits anticipated recovery.
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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

March 31,
2013 2012
Net income for basic earnings per share $ 11 % 59.1
Add: interest expense on 7.0% Convertible Senwvdhtures due
2016 (the "7.0% Debentures"), net of income taxes 1.2 3.7
Net income for diluted earnings per share $ 13.1 $ 62.¢
Shares:
Weighted average shares outstanding for basicreggmier share 222,08: 240,89!
Effect of dilutive securities on weighted averabarses:
7% Debentures 16,59: 53,367
Stock options, restricted stock and performancesuni 2,82¢ 2,582
Warrants 1,967 49¢
Dilutive potential common shares 21,38¢ 56,44¢
Weighted average shares outstanding for dilutecimgs per share 243,46 297,34

Basic earnings per common share is computed bygidiyinet income by the weighted average numbeowincon shares outstanding
the period. Restricted shares (including our perémce units) are not included in basic earningspare 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 warrantsi{erunrecognized compensation expense with respeestricted stock and performance units
will be used to purchase shares of our common sibtthe average market price during the periodjcied the dilutive effect of the exercise of
the options and warrants (or the vesting of th&rioted stock and performance units). Initiallye th.0% Debentures were convertible into
182.1494 shares of our common stock for each $Ip@idicipal amount of 7.0% Debentures, which isiegjent to an initial conversion price
of approximately $5.49er share. The conversion rate is subject to adprst following the occurrence of certain eventsl(iding the paymer
of dividends on our common stock) in accordancé wie terms of an indenture dated as of Octobe20®9 (the "7.0% Indenture"). At March
31, 2013, the conversion rate was 183.8523 sh&m@ms @ommon stock for each $1,000 principal amafrit.0% Debentures outstanding.

BUSINESS SEGMENTS

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 busases

We measure segment performance by excluding realizestment gains (losses), fair value changesribedded derivative liabilities,
equity in earnings of certain non-strategic invesite and earnings attributable to non-controllintgriests and loss on extinguishment of debt
because we believe that this performance measarbaster indicator of the ongoing business amtigén our business. Our primary
investment focus is on investment income to suppariiabilities for insurance products as opposethe generation of realized investment
gains (losses), and a long-term focus is necessangaintain profitability over the life of the busiss.
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Realized investment gains (losses), fair value ghaiin embedded derivative liabilities, equity &mréngs of certain non-strategic
investments and earnings attributable to non-céimgainterests and loss on extinguishment of didgend on market conditions and do not
necessarily relate to the underlying business osegments. Realized investment gains (lossés)dmie changes in embedded derivative
liabilities, equity in earnings of certain non-s$&gic investments and earnings attributable to cmmrolling interests and loss on
extinguishment of debt may affect future earnirey®ls since our underlying business is long-termaiture and changes in our investment
portfolio may impact our ability to earn the assdn@erest rates needed to maintain the profitghilf our business.

Operating information by segment was as followdlée in millions):

Three months ended

March 31,
2013 2012
Revenues:
Bankers Life:
Insurance policy income:
Annuities $ 7 % 7.2
Health 332.¢ 334.1
Life 77.5 65.2
Net investment income (a) 261.% 234.¢
Fee revenue and other income (a) 3.7 2.¢
Total Bankers Life revenues 683.4 644.%
Washington National:
Insurance policy income:
Health 144.¢ 142.¢
Life 3.8 .3
Other 7 7
Net investment income (a) 52.C 50.C
Fee revenue and other income (a) .2 2
Total Washington National revenues 201.c 197.€
Colonial Penn:
Insurance policy income:
Health 1.1 14
Life 55.¢ 52.C
Net investment income (a) 9.¢ 10.C
Fee revenue and other income (a) 2 2
Total Colonial Penn revenues 67.C 63.€
Other CNO Business:
Insurance policy income:
Annuities 1.7 2.E
Health 6.2 6.7
Life 59.1 69.€
Other 2 2
Net investment income (a) 89.7 92.7
Total Other CNO Business revenues 156.¢ 171.%
Corporate operations:
Net investment income 10.1 23.2
Fee and other income 1.7 .6
Total corporate revenues 11.€ 23.¢

Total revenues 1,120.¢ 1,101.(




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

Three months ended

March 31,
2013 2012
Expenses:
Bankers Life:
Insurance policy benefits $ 470t $ 420.¢
Amortization 54.t 56.¢
Interest expense on investment borrowings 1.4 1.4
Other operating costs and expenses 94.¢ 94.¢
Total Bankers Life expenses 621.: 573.¢
Washington National:
Insurance policy benefits 118.: 115.%
Amortization 13.% 12.7
Interest expense on investment borrowings 3 7
Other operating costs and expenses 39.4 43.¢
Total Washington National expenses 171.¢ 172.¢
Colonial Penn:
Insurance policy benefits 43.C 42.1
Amortization 3.7 3.7
Other operating costs and expenses 25.7 27.€
Total Colonial Penn expenses 72.4 73.2
Other CNO Business:
Insurance policy benefits 125.¢ 121.¢
Amortization 5.€ 7.5
Interest expense on investment borrowings 4.€ 5.1
Other operating costs and expenses 17.t 39.t
Total Other CNO Business expenses 153.C 174.(
Corporate operations:
Interest expense on corporate debt 15.1 17.t
Interest expense on borrowings of variable intezasties — 4.C
Interest expense on investment borrowings 1 N
Other operating costs and expenses 8.7 21.t
Total corporate expenses 23.¢ 43.1
Total expenses 1,042.¢ 1,037.:
Income (loss) before net realized investment gdosses), fair value
changes in embedded derivative liabilities (natetdted amortization),
equity in earnings of certain non-strategic invesita and earnings
attributable to non-controlling interests, lossestinguishment of debt and
income taxes:
Bankers Life 62.1 70.t
Washington National 29.¢ 247
Colonial Penn (5.9 (9.9)
Other CNO Business 3.€ (2.9
Corporate operations (22.7 (19.9)
Income before net realized investment gains (IQséais value changes in
embedded derivative liabilities (net of related atization), equity in
earnings of certain non-strategic investments amdiegs attributable to
non-controlling interests, loss on extinguishmerdebt and income taxes $ 7€ S 63.

(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

March 31,
2013 2012

Total segment revenues $ 1,120.c $ 1,101.(
Net realized investment gains 15.2 22.¢
Revenues related to certain non-strategic invessramd earnings
attributable to non-controlling interests 6.S —

Consolidated revenues $ 1,142¢ $ 1,123.¢
Total segment expenses $ 1,042.¢ % 1,037..
Insurance policy benefits - fair value changesnmbedded derivative
liabilities (3.1 (11.¢
Amortization related to fair value changes in entwetiderivative
liabilities 1.C 4.7
Amortization related to net realized investmennhgai .8 1.1
Expenses related to certain non-strategic invessraamd earnings
attributable to non-controlling interests 8.8 —
Loss on extinguishment of debt 57.7 .2

Consolidated expenses $ 1,108.C $ 1,031.¢

ACCOUNTING FOR DERIVATIVES

Our fixed index annuity products provide a guaradtminimum rate of return and a higher potentialrrethat is based on a percentage
(the "participation rate") of the amount of increas the value of a particular index, such as tlaa&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 effoxffset or hedge potential increases to policyboliEnefits resulting from increases in the
particular index to which the policy's return isked. We reflect changes in the estimated famevalf these options in net investment income
(classified as investment income from policyholded reinsurer accounts and other special-purpagilas). Net investment gains (losses)
related to fixed index products were $57.9 millard $41.4 million in the three months ended Marth2®13 and 2012 , respectively. These
amounts were substantially offset by a correspandiange to insurance policy benefits. The estthédir value of these options was $110.0
million and $54.4 million at March 31, 2013 and Bether 31, 2012 , respectively. We classify thastuments as other invested assets.

The Company accounts for the options attributethégpolicyholder for the estimated life of the aitygontract as embedded
derivatives. The Company purchases options toénédpilities for the next policy period approxirebt on each policy anniversary date and
must estimate the fair value of the forward embddufgtions related to the policies. These accogmriguirements often create volatility in 1
earnings from these products. We record the ctwaimgihe fair values of the embedded derivativesaimings as a component of insurance
policy benefits. The fair value of these derivaiywhich are classified as "liabilities for intetreensitive products”, was $794.3 million at
March 31, 2013 and $734.0 million at December B1L22. In the first three months of 2013 and 2012 recognized a reduction to earnings of
$2.1 million and $6.9 million , respectively, fraime volatility caused by the accounting requirerag¢atrecord embedded options at fair value.

If the counterparties for the call options we hfaldl to meet their obligations, we may have to grtae a loss. We limit our exposure to

such a loss by diversifying among several countégsabelieved to be strong and creditworthy. Adrbh 31, 2013 , substantially all of our
counterparties were rated "BBB+" or higher by Stadd& Poor's Corporation ("S&P").
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Certain of our reinsurance payable balances coertairedded derivatives. Such derivatives had amatstd fair value of $5.1 million
and $5.5 million at March 31, 2013 and December2B12 , respectively. We record the change irfalrevalue 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 changesdine 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 $52.0 millioth $57.2 million in the first quarters of 20131&012 , respectively. We deduct this
cost from insurance policy income. Reinsurancevetes netted against insurance policy benefitded $53.6 million and $61.6 million in
the first quarters of 2013 and 2012 , respectively.

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 $13.7 million and $15.9 million
in the first quarters of 2013 and 2012 , respebtivReinsurance premiums included amounts assymaeshiant to marketing and quota-share
agreements with Coventry Health Care ("Coventry'$&9 million and $10.8 million in the first quars of 2013 and 2012 , respectively.

See the note entitled "Accounting for Derivativés"a discussion of the derivative embedded inpidngable 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 loss timgexshment of debt of $57.7 million was
treated as a discrete item in the three month genaled March 31, 2013. The components of incomexpense were as follows (dollars in
millions):

Three months ended

March 31,
2013 2012
Current tax expense $ 27 % 3.2
Deferred tax expense 31.C 29.¢
Income tax expense calculated base
estimated annual effective tax rate 33.7 33.2
Income tax benefit on discrete items:
Valuation allowance reduction
applicable to utilization of capital los
carryforwards (10.5) —
Deferred tax benefit related to loss on
extinguishment of debt (.5 —
Total income tax expense $ 227 % 33.2

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:

Three months ended

March 31,
2013 2012
U.S. statutory corporate rate 35.(% 35.C%
Nondeductible amounts A (:2)
State taxes 1.4 1.1
Estimated annual effective tax rate 36.5% 36.C%
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The components of the Company's income tax assdtBadilities were as follows (dollars in millions

March 31, December 31,
2013 2012
Deferred tax assets:
Net federal operating loss carryforwards $ 1,309.. $ 1,330.:
Net state operating loss carryforwards 16.4 16.2
Tax credits 41.€ 39.2
Capital loss carryforwards 285.7 296.2
Deductible temporary differences:
Insurance liabilities 759.: 746.:
Other 59.( 86.(C
Gross deferred tax assets 2,471 2,514..
Deferred tax liabilities:
Investments (23.5) (24.7
Present value of future profits and deferred adtmiscosts (313.9) (325.7)
Accumulated other comprehensive income (641.7) (655.9)
Gross deferred tax liabilities (978.6) (2,004.)
Net deferred tax assets before valuation allowance 1,492.¢ 1,509.!
Valuation allowance (756.9) (766.9)
Net deferred tax assets 736.2 742.¢
Current income taxes accrued (27.9) (25.7)
Income tax assets, net $ 708.5 716.¢

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'§fddred tax assets and liabilities are
measured using enacted tax rates expected to mpiblg years in which temporary differences areceigd to be recovered or paid. The effec
of a change in tax rates on deferred tax asset§ahbilities is recognized in earnings in the pdrishen the changes are enacted.

A reduction of the net carrying amount of defert&xiassets by establishing a valuation allowanceguired if, based on the available
evidence, it is more likely than not that such esaéll not be realized. In assessing the needfealuation allowance, all available evidence,
both positive and negative, shall be consideratktermine whether, based on the weight of thatewd, 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 fupuoditability, the duration of carryforward perigdsur experience with operating loss and tax
credit carryforwards expiring unused, and tax piagstrategies. We evaluate the need to estabNsituation allowance for our deferred
income tax assets on an ongoing basis. The rdalizat our deferred tax assets depends upon gémgmaifficient future taxable income dur
the periods in which our temporary differences Ineeaeductible and before our capital loss carryéwds and NOLs expire.

In the first three months of 2013, we reduced @feded tax valuation allowance by $10.5 milliosuking from the utilization of
capital loss carryforwards during the period. W# @ontinue to assess the need for a valuatiomaliee in the future. If future results are less
than projected, a valuation allowance may be reguio reduce the deferred tax assets, which caud b material impact on our results of
operations in the period in which it is recorded.

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 coule d&aignificant impact upon our earnings
in the future. In addition, the use of the CompaNOLs is dependent, in part, on whether the hatelRevenue Service (the "IRS") ultimately
agrees with the tax positions we have taken in@ureturns with respect to the allocation of cflatien of indebtedness income ("CODI")
resulting from the bankruptcy
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of our Predecessor and the classification of the e recognized as a result of the transfer o$tilek of Senior Health Insurance Company o
Pennsylvania ("Senior Health") to Senior Healthedawersight Trust, an independent trust (the "ledepnt Trust").

The Internal Revenue Code (the "Code") limits thieet to which losses realized by a Ada-entity (or entities) may offset income fri
a life insurance company (or companies) to theslest (i) 35 percent of the income of the lifsimance company; or (ii) 35 percent of the
total loss of the non-life entities (including NOb&the nonlkife entities). There is no similar limitation dine extent to which losses realized
a life insurance entity (or entities) may offsetdme from a non-life entity (or entities).

Section 382 of the Code imposes limitations onrpa@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 changesefdidd 382 income tax purposes. Such
transactions may include, but are not limited tljiional repurchases under our securities repgeepaogram, 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 theevafUlCNQO's equity at the time of such ownershipngiea multiplied by a federal lortgrm tay
exempt rate ( 2.77 percent at March 31, 2013 ) th@dnnual restriction could effectively eliminater ability to use a substantial portion of
our NOLs to offset future taxable income. We regyl monitor ownership change (as calculated foppses of Section 382) and, as of
March 31, 2013 , we were below the 50 percent ogitiprchange level that would trigger further impant of our ability to utilize our NOLs.

As of March 31, 2013, we had $3.7 billion of fealddOLs and $.8 billion of capital loss carryforwar The following table summarizes
the expiration dates of our loss carryforwards assg the IRS does not ultimately agree with theitpmss we have taken with respect to the
allocation of CODI and the loss on our investmen®éenior Health, both as further described belavligds in millions):

Year of expiration Net operating loss carryforwards (a) Capital loss Total loss

Life Non-life carryforwards carryforwards
2013 $ — $ = $ 7785 (b) $ 778.k
2014 — — 28.€ 28.€
2016 — — 9.1 9.1
2018 400.z (a) — — 400.2
2021 29.t — — 290t
2022 204.1 — — 204.1
2023 — (b) 2,603.. (a) — 2,603.:
2024 — 3.2 — 3.2
2025 — 118.¢ — 118.¢
2027 — 216.¢ — 216.¢
2028 — 5 — 5
2029 — 148.¢ — 148.¢
2032 — .8 — 8
2033 — 14.7 — 147
Total 633.¢ $ 3,106.¢ $ 816.2 $ 4,556.¢
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(&) 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 carryfordesummarized 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 waunlttease by $742 million .

We had deferred tax assets related to NOLs foe stabme taxes of $16.4 million and $16.2 milliarMarch 31, 2013 and
December 31, 2012 , 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 asudtreisthe CODI in bankruptcy must reduce NOLs. Walized $2.5 hillion of CODI
when we emerged from bankruptcy. Pursuant to thegamy'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 been granted the opportuaigppeal the IRS proposed adjustment through #aely appeals process. Due to
uncertainties with respect to the position the IR&y take and limitations on our ability to utiliX®Ls based on projected life and non-life
income, we have consistently considered the $6Ribmof CODI to be a reduction to life NOLs whertdrmining our valuation allowance,
pending resolution. If the IRS ultimately agreefiwaur position that the $631 million of CODI iseduction to non-life NOLs, our valuation
allowance would be reduced by approximately $14lanibased on the income projection used in deir@ng our valuation allowance. The
outcome of this uncertainty cannot be predicted.

We recognized a $742 million loss on our investner8enior 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. Howewere to uncertainties in the Code, we have
reflected this loss as an ordinary loss in ourréxrn, contrary to certain IRS rulings. We arelespg the use of tax planning strategies to
utilize this loss, assuming it is ultimately detémed to be a capital loss. We have not been altertolude that the potential strategies we hav
identified are feasible and/or prudent as of M&th2013. If classifying this loss as ordinary lisnuately determined to be correct, our
valuation allowance would be reduced by approxitge&35 million based on the income projectionscuisedetermining our valuation
allowance.

Tax years 2004 and 2008 through 2010 are openamigration by the IRS through September 2014, whiteyear 2011 is open through
September 2015. The Company's various state intaxeturns are generally open for tax years 2868ugh 2011 based on the individual
state statutes of limitation. Generally, for taxagseewhich generate NOLs, capital losses or taxitccadryforwards, the statute of limitations
does not close until the expiration of the statitémitations for the tax year in which such cdomwards are utilized.
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NOTES PAYABLE - DIRECT CORPORATE OBLIGATIONS

The following notes payable were direct corpordiigations of the Company as of March 31, 2013 Badember 31, 2012 (dollars in
millions):

March 31, December 31,
2013 2012

Senior Secured Credit Agreement (as defined below) $ 6312 $ 644.¢
6.375% Senior Secured Notes due October 2020 §tB&3% Notes") 275.( 275.(
7.0% Debentures 33.7 93.C
Unamortized discount on Senior Secured Credit Agerd 4.7 (5.0
Unamortized discount on 7.0% Debentures (2.0 (3.4)
Direct corporate obligations $ 934.: $ 1,004.:

Senior Secured Credit Agreement

On September 28, 2012, the Company entered irgaiarssecured credit agreement, providing fora(®425.0 million six-year term
loan facility; (ii) a $250.0 million four-year tertoan facility; and (iii) a $50.0 million three-yeeevolving credit facility, with JPMorgan Chase
Bank, N.A., as administrative agent, and the lenflem time to time party thereto (the "Senior SeduCredit Agreement”). The Senior
Secured Credit Agreement is guaranteed by the @abgiGuarantors (as defined below) and securedl firgt-priority lien (which rankgari
passu with the liens securing the 6.375% Notes) on suitistidy all of the Company's and the Subsidiary fan¢ors' assets. As of March 31,
2013, no amounts have been borrowed under théviegaredit facility.

The revolving credit facility includes an uncomnadtsubfacility for swingline loans of up to $5.0lion , and up to $5.0 million of the
revolving credit facility is available for the ismnce of letters of credit. The six-year term loacility amortizes in quarterly installments in
amounts resulting in an annual amortization of I#b the four-year term loan facility amortizes iragrly installments resulting in an annual
amortization of 20% during the first and secondrgeand 30% during the third and fourth years. Stthife certain conditions, the Company
may incur additional incremental loans under thei@eSecured Credit Agreement in an amount of up2®0.0 million .

Mandatory prepayments of the Senior Secured Chggtitement will be required, subject to certain gatioms, in an amount equal to: (i)
100% of the net cash proceeds from certain asket sacasualty events; (ii) 100% of the net casitgeds received by the Company or any o
its restricted subsidiaries from certain debt issea; and (iii) 100% of the amount of certain iestd payments made (including any common
stock dividends and share repurchases) as definbe iSenior Secured Credit Agreement providedithas of the end of the fiscal quarter
immediately preceding such restricted paymentd#ts to total capitalization ratio is: (x) equalaoless than 22.5% , but greater than 17.5%
the prepayment requirement shall be reduced td3%8.3or (y) equal to or less than 17.5% , the pyepnt requirement shall not apply.

Notwithstanding the foregoing, no mandatory prepagts pursuant to item (i) in the preceding paradyismall be required if: (x) the de
to total capitalization ratio is equal or less tl2886 and (y) either (A) the financial strengthmgtof certain of the Company's insurance
subsidiaries is equal or better than A- (stable)nfA.M. Best Company ("A.M. Best") or (B) the Senfecured Credit Agreement is rated
equal or better than BBB- (stable) from S&P andBgdable) by Moody's Investor Services, Inc. ("Mdgs").

In the first three months of 2013, we made a manggirepayment of $1.5 million in an amount eqoa88% of our common stock
dividend payments, as required under the termsinSenior Secured Credit Agreement. We also madalditional payment of $12.0 million
to cover the remaining portion of the schedulediguly principal payment due under the Senior Sed@redit Agreement.

The interest rates with respect to loans undethé)six-year term loan facility are, at the Compsuoption, equal to a eurodollar rate,
plus 3.75% per annum, or a base rate, plus 2.75%nreim, subject to a eurodollar rate "floor" &3% and a base rate "floor" of 2.25% (suct
rate was 5.0 percent at March 31, 2013 ); (ii)fthe-year term loan facility are, at the

24




Table of Contents

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

Company's option, equal to a eurodollar rate, Bld8% per annum, or a base rate, plus 2.25% pemarsubject to a eurodollar rate "floor" of
1.00% and a base rate "floor" of 2.00% (such rate #25 percent at March 31, 2013 ); and (iii)rehelving credit facility will be, at the
Company's option, equal to a eurodollar rate, Bl68% per annum, or a base rate, plus 2.50% pemanin each case, with respect to
revolving credit facility borrowings only, subjettt certain step-downs based on the debt to topdatezation ratio of the Company.

The Senior Secured Credit Agreement requires thregaay to maintain (each as calculated in accordasitbethe Senior Secured Cre
Agreement): (i) a debt to total capitalization oatif not more than 27.5 percent (such ratio wa8 @ércent at March 31, 2013 ); (ii) an interest
coverage ratio of not less than 2.50 to 1.00 fehealling four quarters (or, if less, the numbéfudl fiscal quarters commencing after the
effective date of the Senior Secured Credit Agregjn@such ratio was 7.51 to 1.00 for the periodezhiflarch 31, 2013 ); (iii) an aggregate
ratio of total adjusted capital to company actievel risk-based capital for the Company's insuraudxsidiaries of not less than 250 percent
(such ratio was 366 percent at March 31, 2013d;(an) a combined statutory capital and surplustfier Company's insurance subsidiaries of
least $1,300.0 million (combined statutory capéiadl surplus at March 31, 2013 , was $1,814.1 milio

6.375% Notes

On September 28, 2012, we issued $275.0 millicagigregate principal amount of 6.375% Notes pursigeaih Indenture, dated as of
September 28, 2012 (the "6.375% Indenture"), antbagompany, the subsidiary guarantors party tbdtee "Subsidiary Guarantors") and
Wilmington Trust, National Association, as truséeel as collateral agent. The 6.375% Notes matuf@abober 1, 2020. Interest on B&875%
Notes accrues at a rate6.375% per annum and is payable semiannuallyréaes on April 1 and October 1 of each year, conuingnon
April 1, 2013. The 6.375% Notes and the guararnies=®of (the "Guarantees”) are senior secured afiigs of the Company and the
Subsidiary Guarantors and rank equally in righp@fment with all of the Company's and the Subsjdi@marantors' existing and future senior
obligations, and senior to all of the Company's tiedSubsidiary Guarantors' future subordinatedhtetiness. The 6.375% Notes are secure
by a first-priority lien on substantially all oféhassets of the Company and the Subsidiary Guasastbject to certain exceptions. The 6.3759
Notes and the Guarantees pari passu with respect to security and in right of paymenthwall of the Company's and the Subsidiary
Guarantors' existing and future secured indebtedmeder the Senior Secured Credit Agreement. T3i€566 Notes are structurally
subordinated to all of the liabilities and preferstock of each of the Company's insurance subigdjavhich are not guarantors of the 6.375%
Notes.

Under the 6.375% Indenture, the Company can mak&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 30 peinghe aggregate in any calendar year). Resttippyments do not include cash paid to
purchase our outstanding 7.0% Debentures pursodhe tpreviously announced tender offer discusséaib

The limit of Restricted Payments permitted under@t875% Indenture is the sum of (x) 50% of the Gamny's "Net Excess Cash
Flow" (as defined in the 6.375% Indenture) for ieeiod (taken as one accounting period) from JuBOL 2 to the end of the Company's most
recently ended fiscal quarter for which financiatements are available at the time of such Réstrieayment, (y) $175.0 million and (z)
certain other amounts specified in the 6.375% Ithden Based on the provisions set forth in the ®8Tndenture and the Company's Net
Excess Cash Flow for the period from July 1, 20%@ugh March 31, 2013, the Company could have radddional Restricted Payments
under this 6.375% Indenture covenant of approxim&®246 million as of March 31, 2013 . This limitat on Restricted Payments does not
apply if the Debt to Total Capitalization Ratio @efined in the 6.375% Indenture) as of the lagtafdhe Company's most recently ended
fiscal quarter for which financial statements arailable that immediately precedes the date ofR@stricted Payment, calculated immediately
after giving effect to such Restricted Payment amygl related transactions on a pro forma basigjuslgo or less than 17.5% .

7.0% Debentures

On March 28, 2013, the Company completed the aaster offer (the "Offer") for $59.3 million aggreagarincipal amount of its 7.0%
Debentures for an aggregate purchase price of $X@ilion . The Offer was conducted as part of previously announced securities
repurchase program.
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Pursuant to the terms of the Offer, holders oftl86 Debentures who tendered their 7.0% Debenpriesto the expiration date,
received, for each $1,000 principal amount of sLi€§6 Debentures, a cash purchase price (the "PagdPiace") equal to the sum of: (i) the
average volume weighted average price of our comstaxk (as defined in the Offer) ( $11.2393 atdluse of trading on March 27, 2013)
multiplied by 183.5145 ; plus (ii) a fixed cash ambof $61.25 . The final purchase price per $1 @cipal amount of 7.0% Debentures is
$2,123.82 . In addition to the Purchase Price,drsldeceived accrued and unpaid interest on a9y Débentures that were tendered to, but
excluding, the settlement date of the Offer.

In the first three months of 2013, we recognizéaisa on extinguishment of debt totaling $57.7 millas a result of the Offer described
above, the writesff of unamortized discount and issuance costscéssal with the 7.0% Debentures that were repuethasd other transacti
costs. Additional paid-in capital was also redubgc12.6 million to extinguish the beneficial corsien feature associated with a portion of
the 7.0% Debentures that were repurchased. Asdbe {imits the deduction to taxable income for é&ssen the redemption of convertible d
a minimal tax benefit was recognized related toréprirchase of the 7.0% Debentures.

The remaining 7.0% Debentures outstanding will meatn December 30, 2016, unless earlier converteel.7.0% Debentures are not
convertible prior to June 30, 2013, except undsitéid circumstances. Commencing on June 30, 20237/.0% Debentures may be convert
into shares of our common stock at the option efttblder at any time, subject to certain exceptanssubject to our right to terminate such
conversion rights under certain circumstancesingldab the sale price of our common stock. If tioddbrs elect to convert their 7.0%
Debentures upon the occurrence of certain charfgesntrol of CNO or certain other events, we w#ll kequired, under certain circumstances,
to increase the conversion rate for such holdetseo¥.0% Debentures who convert in connection aiith events. Initially, the 7.0%
Debentures will be convertible into 182.1494 shareour common stock for each $1,000 principal amof 7.0% Debentures, which is
equivalent to an initial conversion price of approately $5.49 per share. The conversion rate igestibo adjustment following the occurrence
of certain events (including the payment of dividemmn our common stock) in accordance with thedevhihe 7.0% Indenture. At March 31,
2013, the conversion rate was 183.8523 sharesrafasnmon stock for each $1,000 principal amourit.06% Debentures outstanding.

Commencing on June 30, 2013, we have the riglgrtoibate the conversion rights of the holders ef#f0% Debentures by written
notice if the closing price of our common stock aens above $7.61 (based on the conversion rateativB1, 2013) for at least 20 trading
days in the 30 trading day period ending on thdingaday immediately preceding the date of suclcaotf we exercise this right, the holders
of the 7.0% Debentures would receive an aggredapproximately 6.2 million shares of our commoocktupon conversion of the 7.0%
Debentures.

Scheduled Repayment of our Direct Corporate Obligations

The scheduled repayment of our direct corporatigatibns was as follows at March 31, 2013 (dollarsnillions):

Year ending March 31,

2014 $ 51.Z
2015 66.7
2016 79.2
2017 75.5
2018 4.z
Thereafter 663.(

$ 939.¢
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INVESTMENT BORROWINGS

Three of the Company's insurance subsidiaries (@mnkife Insurance Company ("Conseco Life"), Wagton National Insurance
Company and Bankers Life and Casualty Company (KBemLife")) are members of the Federal Home Loank3("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 theBHand additional amounts based on the amourtiebbrrowings. At March 31, 2013,
the carrying value of the FHLB common stock was.$98illion . As of March 31, 2013 , collateralizbdrrowings from the FHLB totaled
$1.9 billion and the proceeds were used to purcfieseé maturity securities. The borrowings aressléied as investment borrowings in the
accompanying consolidated balance sheet. Thewings are collateralized by investments with amested fair value of $2.3 billion at
March 31, 2013 , which are maintained in a custaxtiaount for the benefit of the FHLB. Such inveshts are classified as fixed maturities,
available for sale, in our consolidated balanceshmterest expense of $6.7 million and $7.2iomlin the first three months of 2013 and
2012 , respectively, was recognized related tdtreowings.

The following summarizes the terms of the borrowigdollars in millions):

Amount Maturity Interest rate at
borrowed date March 31, 2013
$ 67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.420%
100.( August 2014 Variable rate — 0.464%
50.C September 2015 Variable rate — 0.601%
150.( October 2015 Variable rate — 0.553%
100.( November 2015 Variable rate — 0.370%
146.C November 2015 Fixed rate — 5.300%
100.C December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.644%
75.C June 2016 Variable rate — 0.471%
100.( October 2016 Variable rate — 0.486%
50.C November 2016 Variable rate — 0.554%
50.C November 2016 Variable rate — 0.674%
100.( June 2017 Variable rate — 0.724%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.490%
75.C August 2017 Variable rate — 0.438%
100.C October 2017 Variable rate — 0.734%
37.C November 2017 Fixed rate — 3.750%
50.C January 2018 Variable rate — 0.655%
50.C January 2018 Variable rate — 0.642%
50.C February 2018 Variable rate — 0.602%
22.C February 2018 Variable rate — 0.617%
50.C July 2018 Variable rate — 0.771%
28.C March 2023 Fixed rate — 2.160%
$ 1,850.(
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The variable rate borrowings are pre-payable oh @#erest reset date without penalty. The fixa@ borrowings are pre-payable
subject to payment of a yield maintenance fee basatlirrent market interest rates. At March 31,320the aggregate fee to prepay all fixed
rate borrowings was $48.9 million .

As part of our investment strategy, we may enttr iapurchase agreements to increase our investetemh. Pursuant to such
agreements, the Company sells securities subjeuat tbligation to repurchase the same securitiedetithese arrangements, the Company
may transfer legal control over the assets butretiin effective control through an agreement bwih entitles and obligates the Company to
repurchase the assets. As a result, these reparaasements are accounted for as collateralinadding arrangements (i.e., secured
borrowings) and not as a sale and subsequent tegmea®f securities. Such borrowings totaled $29llf5omat March 31, 2013 . The
borrowings mature as follows: $22.3 million - wiit80 days; and $7.2 million - between 30 and 9Gday

The primary risks associated with short-term celalized borrowings are: (i) a substantial deciimthe market value of the margined
security; and (ii) that a counterparty may be uedblperform under the terms of the contract aureilling to extend such financing in future
periods especially if the liquidity or value of theargined security has declined. Exposure is lidhiteany depreciation in value of the related
securities.

At March 31, 2013, investment borrowings consisied(i) collateralized borrowings from the FHLB $1.9 billion ; (ii) repurchase
agreements of $29.5 million ; and (iii) other bavings of $.7 million .

At December 31, 2012 , investment borrowings caedisf: (i) collateralized borrowings from the FBIlof $1.7 billion ; and (ii) other
borrowings of $.8 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, 2012 221,50:
Stock options exercised 1,29¢
Restricted and performance stock vested 701 (a)

Balance, March 31, 2013 223,50:

(&) Such amount was reduced by 345 thousaades which were tendered to the Company fordlgenpnt of federal and state taxes o
on the vesting of restricted and performance stock.

In May 2011, the Company announced a common skargahase program of up to $100.0 million . In kEeby 2012, June 2012 and
December 2012, the Company's Board of Directorsoyaal, in aggregate, an additional $500.0 milliomegpurchase the Company's
outstanding securities. The Company did not remsetany shares of its common stock during the guantded March 31, 2013, under its
securities repurchase program. However, the puechB$59.3 million aggregate principal amount of 310% Debentures in the cash tender
offer as further discussed in the note to the clistested financial statements entitled "Notes Pagalidirect Corporate Obligations" was made
pursuant to our securities repurchase program Cidmpany had remaining repurchase authority of $2&#llion as of March 31, 2013 .

In May 2012, we initiated a common stock dividemdgvam. In the first quarter of 2013, dividendsldesd and paid on common stock
were $0.02 per common share totaling $4.4 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 difie 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 deferredsatbguicosts. Sales inducements
deferred totaled $1.1 million and $.9 million d@githe three months ended March 31, 2013 and 28dsbectively. Amounts amortized tota
$5.7 million and $7.3 million during the three miasiended March 31, 2013 and 2Q18spectively. The unamortized balance of defesades
inducements at March 31, 2013 and December 31, 28$25121.9 million and $126.5 million , respediiveThe balance of insurance
liabilities for persistency bonus benefits was $32illion and $34.6 million at March 31, 2013 andd@mber 31, 2012 , respectively.

ASSETS AND LIABILITIES SUBJECT TO OFFSETTING DISCLO SURE REQUIREMENTS
Call options

As described in the note to the consolidated fir@rstatements entitled "Accounting for DerivatiViese buy call options (including c¢
spreads) referenced to applicable indices in antdff offset or hedge potential increases to gblidder benefits resulting from increases in
particular index to which the policy's return isked. We limit our exposure to the counterpartékng to meet their obligation with respect to
the call options by diversifying among several degparties believed to be strong and credit worlline call options are free-standing
derivatives and are recorded at fair value in then@any's consolidated balance sheet. The Compahifsasubsidiaries are parties to master
netting arrangements with its counterparties rdlédeentering into various derivative contractswideer, the offsetting of assets and liabilities
is not applicable to the derivative contracts ihate in place at March 31, 2013 or December 31220ke counterparties do not provide
collateral to the Company related to their obligas under the call options.

Repurchase agreements

As described in the note to the consolidated firrstatements entitled "Investment Borrowings",may enter into agreements under
which we sell securities subject to an obligatiomepurchase the same securities. These repurchase
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agreements are accounted for as collateralizedding arrangements and not as a sale and subsegpenthase of securities. The obligation
to repurchase the securities is reflected as imesst borrowings in the Company's consolidated lealaheet, while the securities underlying
the repurchase agreements remain in the respéotigstment asset accounts. There is no offsettimgetting of the investment securities as
with the repurchase agreement liabilities. In addjtas the Company does not currently have arstanding reverse repurchase agreements,
there is no such offsetting to be done with theirelpase agreements.

The right of setoff for a repurchase agreementméses a secured borrowing, whereby the collatemalldrbe used to settle the fair va
of the repurchase agreement should the Company default (e.g., fails to make an interest paynerthe counterparty). If the counterparty
were to default (e.g., declare bankruptcy), the @amy could cancel the repurchase agreement @asecpayment of principal and interest),
and attempt collection on the amount of collatgedlie in excess of the repurchase agreement fiaie v@ihe collateral is held by a third party
financial institution in the counterparty's custddiccount. The counterparty has the right to@ealepledge the investment securities.

The following tables summarizes information relatedall options and repurchase agreements as oftived, 2013 and December 31,
2012 (dollars in millions):

Gross amounts not offset in
the balance sheet

Gross
Gross amounts
amounts of offset in Net amounts of Cash
recognized the balance assets presented Financial collateral Net
assets sheet the balance sheet instruments received amount
March 31, 2013:
Call Options $ 110.C $ — 3 110.C % (110.0 $ — % —
December 31, 2012:
Call Options 54.4 — 54.4 (54.4) — —
Gross amounts not offset in
the balance sheet
Gross
Gross amounts Net amounts of
amounts of offset in liabilities Cash
recognized the balance presented in the Financial collateral Net
liabilities sheet balance sheet instruments pledged amount
March 31, 2013:
Repurchase agreements (a) $ 295 % — 3 29.5 % (29.5) % — 3 =

(@) As of March 31, 2013, these agreements wdlatemlized by investment securities with a fatue of $38.0 million . There were no
repurchase agreements outstanding at Decembe032, 2

RECENTLY ISSUED ACCOUNTING STANDARDS
Adopted Accounting Standards

In December 2011, the FASB issued authoritativel@ute regarding disclosures about offsetting assetdiabilities. The guidance
requires an entity to disclose both gross infororatind net information about both instruments aadlsactions eligible for offset in the
statement of financial position and instruments @adsactions subject to an agreement similamt@ster netting arrangement. The guidant
effective for annual and interim reporting peridgjinning on or after January 1, 2013, with reteaspe disclosures required for all
comparative periods presented. In January 201F;A8B issued authoritative guidance that limitsthepe of the new balance sheet offse!
disclosures to derivatives, repurchase
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agreements and securities lending transactiorfetesttent that they are: (i) offset in the finahstatements; or (ii) subject to an enforceable
master netting arrangement or similar agreemeruh Sisclosures are included in the note to the @ateted financial statements entitled
"Assets and Liabilities Subject to Offsetting Disslire Requirements".

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 @nred and the amount of the loss can be re&pratimated. 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 futurgglition 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 doebeaiigve that it is probable that the ultimate ligpifrom either pending or threatened legal
actions, after consideration of existing loss psmiis, will have a material adverse effect on tbenGany'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 tekesubstantial or an unspecified amount of dam#massubstantiated conduct spanning
several years based on complex legal theories amaéges models. The alleged damages typically detdrminate 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 classifieation 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 Companyncéd reasonably estimate the possible loss orrahtpss in excess of amounts accrued, i
any, or predict the timing of the eventual resaotof 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 EdiBtates District Court for the Central DistritCGalifornia, Celedonia X. Yue, M.
D. on behalf of the class of all others similaritpated, and on behalf of the General Public v.sgap 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 owa¥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.
At the time plaintiff filed her complaint, no sudaiicreases had yet been applied to the subjectigli®uring 2010, Conseco Life voluntarily
agreed not to implement the cost of insuranceinatease at issue in this litigation and is follogria process with respect to any future cost of
insurance rate increases as set forth in the regula
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settlement agreement described below under théoagntitled "Regulatory Examinations and Finedaimiff filed a motion for certification

of a nationwide class and a California state cl&3s.December 7, 2009, the court granted that mo@m October 8, 2010, the court dismissec
the causes of actions alleged in the Californitestlass. On January 19, 2011, the court grahegltintiff's motion for summary judgment as
to the declaratory relief claim and on Februar@.1, the court issued an advisory opinion, inftiim of a declaratory judgment, as to what,
in its view, Conseco Life could consider in implentiag future cost of insurance rate increasesedltd its Valulife and Valuterm block of
policies. Conseco Life is appealing the courttauday 19, 2011 decision and the plaintiff is apjpeathe court's decision to dismiss the
California causes of action. These appeals ardipgnWe believe this case is without merit, arténd 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 inessimsthe 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.

Conseco Life has agreed to a settlement with thiet{if in the litigation described in the two pesting paragraphs, which would, upon
court approval, resolve those cases as well aNitfelas litigation described below. On January 2l 3, the parties filed a stipulation of
settlement and joint motion for preliminary appribeBproposed nationwide class settlement andfaztion of settlement classes. On Marc
2013, the court granted preliminary approval ofgsattlement. The settlement includes a reductighercost of insurance increase impleme
by Conseco Life in November 2011 and certain pdiiepefit enhancements. Final approval of the seéi# is subject to a court fairness
hearing, currently set for June 10, 2013, afteicedb the policyholders covered by the settlemastyell as other conditions.

On February 6, 2012, a complaint was filed in tététl 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. On April 20, 2012, we announcedGlaseco Life had reached a tentative
settlement in the Nicholas case. Venue of this easesubsequently transferred to the United Staitssict Court for the Central District of
California. The settlement described in the prewggiaragraph would, if approved, resolve the Nighaase.

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 the quarided September 30, 2012 relating to the settleangneiement described above in
Yue litigation. The liability the Company has edisired related to these cases includes its bastagsss of the costs of implementing the
settlement, if finalized and approved by the cowthile the Company believes its estimates are aatedo cover these costs, the estimates ar
subject to significant judgment and it is possihlat the estimates will prove insufficient to cottae actual costs.

Lifetrend Litigation

On December 24, 2008, a purported class actiorfiledsin 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
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Insurance Company Case No. 3:08-cv-05746. The plaintiffs allege that Conseco Life and Cawesénc. committed breach of contract and
insurance bad faith and violated various consumaeption statutes in the administration of variouerest sensitive whole life products sold
primarily under the name "Lifetrend" by requirirfgetpayment of additional cash amounts to maintaérpolicies in force and by making
changes to certain NGEs in their policies. On A2Bi, 2009, the plaintiffs filed an amended compi@dding the additional counts of breac
fiduciary duty, fraud, negligent misrepresentatiomnversion and declaratory relief. On May 29,200onseco, Inc. and Conseco Life filed a
motion to dismiss the amended complaint. On July2P99, the court granted in part and denied it th@rmotion to dismiss. The court
dismissed the allegations that Conseco Life vidlatrious consumer protection statutes, the breafiluciary duty count, and dismissed
Conseco, Inc. for lack of personal jurisdiction.

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 declaratand injunctive relief, compensatory
damages, punitive damages and attorney fees.

Conseco Life filed a motion with the Judicial PaoeIMultidistrict Litigation ("MDL"), seeking thestablishment of an MDL proceedi
consolidating the Brady case and the McFarland icéise single action. On February 3, 2010, thdiclal Panel on MDL ordered these cases
be consolidated for pretrial proceedings in thethienn District of California Federal Court. On Jily2010, plaintiffs filed an amended motion
for class certification of a nationwide class ar@adifornia state class. On October 6, 2010, thetagranted the motion for certification of a
nationwide class and denied the motion for cegtifan of a California state class. Conseco Litedfia motion to decertify the nationwide class
on July 1, 2011. On December 20, 2011, the cosueid an order denying Conseco Life's motion torti@c¢he class as to current
policyholders, but granted the motion to decerdigyto former policyholders. On March 5, 2012, tteénpiffs filed a motion for a preliminary
injunction requesting that the court enjoin Conskiée from imposing increased cost of insurancergha until trial with regard to 157
members of the class, and on July 17, 2012, the goanted a preliminary injunction as to 100 mersh# the class and denied the plaintiff's
motion for a preliminary injunction as to the otls&r members. Subsequently, the plaintiffs filedaion for partial summary judgment on tt
breach of contract claim, Conseco Life filed a motio decertify the nationwide class, and Conséf®flled a motion for summary judgment.
On January 29, 2013, the court granted in partd@mdied in part plaintiffs' motion for partial summagudgment and denied Conseco Life's
motions. The parties have reached an agreemeninicigde on material terms of settlement. Trial hagn continued to July 8, 2013 while the
parties prepare and file a Stipulation of Settlenwéth the court.

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 policgéid are no longer members of the clas:
covered by the MDL litigation described in the poeis paragraph after the court in the MDL litigatigranted Conseco Life's motion to
decertify as to former policyholders. Additionalplaintiffs seek certification of a subclass ofiwas Lifetrend policyholders who accepted
optional benefits and signed a release pursuaheteegulatory settlement agreement described befwer the caption entitled "Regulatory
Examinations and Fines." The plaintiffs allege lreaf contract and seek declaratory relief, compemg damages, attorney fees and cost:
November 30, 2012, Conseco Life and the other diefiets filed a motion to dismiss the complaint. Vélidve this case is without merit a
intend to defend it vigorously.

Other Litigation

On December 8, 2008, a purported Florida states @aeson 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 escalatigsher on her policy of long-term care insurancerages to increase the
policy's lifetime maximum benefit, and that WashormgNational Insurance Company breached the cdrsastopping her benefits when they
reached the lifetime maximum. The Company takesptbsition that the inflation escalator only affettte per day maximum
benefit. Additional parties have asked the cougllow them to intervene in the action, and oruday 5, 2010, the court granted the motion tc
intervene and granted the plaintiff's motion faxsd certification. The court certified a (B) (3piida state class alleging damages and a (B) (:
Florida state class alleging injunctive relief. elfparties reached a settlement of the (B) (3) ¢a2610, which has been implemented. The
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amount recognized in 2010 related to the settlemvastnot significant to the Company's consolidditeghcial condition, cash flows or results
of operations. The plaintiff filed a motion for somary judgment as to the (B) (2) class which wasig@ by the court on September 8,

2010. The Company has appealed the court's deasid the appeal is pending. On February 17, 208X leventh Circuit Court of Appeals
referred the case to the Florida Supreme Court;lwhecepted jurisdiction of the case. On Decemp2052, the Florida Supreme Court held
oral argument and took the matter under adviservéatbelieve this case is without merit and intemdéfend it vigorously.

On January 26, 2009, a purported class action aintpvas 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 CalifdemBusiness and
Professions Code Sections 17200 et seq. and 1750 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 plaintiffs allege that the ddénts used an improper and misleading
sales and marketing approach to seniors thatttadésclose all facts, misuses consumers' confidifimiancial information, uses misleading
sales and marketing materials, promotes deferredit@s that are fundamentally inferior and lesluahle than readily available alternative
investment products and fails to adequately disctiber 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 ("RICO"); aiding and abetting breach adciary 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. On March 26,
2013, the court granted partial summary judgmeiféwor of Bankers Life and denied the plaintifemewed motion for a California class. The
case will proceed on an individual basis. We bélithis case is without merit and intend to deféndgiorously.

On August 23, 2012, a purported class action wed fn the United States District Court for the thict of Massachusetts (Bostoiay
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 disgiosed interest that Bankers has charge
on any policyholders who paid premiums on a montinlymodal” basis (as opposed to paying premiumaroannual basis). On January 30,
2013, the court dismissed the modal premium relel&@ichs. The parties have entered into a confidéagéttlement on an individual basis. The
case has been dismissed.

Regulatory Examinations and Fines

Insurance companies face significant risks reladeggulatory 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®gein the ordinary course of our business, stitgecarious 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.

In August 2011, we were notified of an examinatiotbe done on behalf of a number of states fopthpose of determining complian
with unclaimed property laws by the Company anditissidiaries. Such examination has included megirelated to the use of data available
on the U.S. Social Security Administration's Delslster File to identify instances where benefitdanlife insurance policies, annuities and
retained asset accounts are payable. We are cogjitauprovide
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information to the examiners in response to theguests. A total of 38 states and the District @u@bia are currently participating in this
examination.

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)

Three months ended

March 31,
2013 2012
Cash flows from operating activities:

Net income $ 11 $ 59.1

Adjustments to reconcile net income to net caskigeal by operating activities:
Amortization and depreciation 87.1 91.1
Income taxes 22.1 29.t
Insurance liabilities 142.¢ 39.¢
Accrual and amortization of investment income (115.2) (204.7
Deferral of policy acquisition costs (53.5) (46.2)
Net realized investment gains (15.9 (22.9)
Loss on extinguishment of debt 57.7 2
Other (23. 31.€
Net cash provided by operating activities $ 114.€  $ 78.2

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

Three months ended
March 31,
2013 2012
Stock options, restricted stock and performancesuni $ 3.

€0
©#

2.8
INVESTMENTS IN VARIABLE INTEREST ENTITIES

We have concluded that we are the primary benefigigth respect to certain variable interest easit{"VIEs"), which are consolidated
in our financial statements. The following is &c@ption of our significant investments 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 quadER013). 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 frbe assets of the Company. The Company has nefurttmmitments to the VIEs.

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 VIEsalwhiave been consolidated in
accordance with authoritative guidance (dollamnilions):

March 31, 2013

Net effect on
consolidated

VIEs Eliminations balance sheet
Assets:

Investments held by variable interest entities $ 1,009.¢ $ — $ 1,009.¢
Notes receivable of VIEs held by insurance subsiia — (108.9) (108.9
Cash and cash equivalents held by variable interggtes 462.2 — 462.2
Accrued investment income 1.7 — 1.7
Income tax assets, net 2.C (2.9 (.4
Other assets 13.€ (.5) 13.1
Total assets $ 1,489.c $ (111.9 $ 1,378.:

Liabilities:
Other liabilities $ 2374 % (3.9 % 234.(
Borrowings related to variable interest entities 1,143.. — 1,143..
Notes payable of VIEs held by insurance subsidiarie 112.¢ (112.9) —
Total liabilities $ 1,493.. $ (115.¢ $ 1,377.

December 31, 2012
Net effect on
consolidated
VIEs Eliminations balance sheet
Assets:

Investments held by variable interest entities $ 814.2 % — $ 814.:
Notes receivable of VIEs held by insurance subsiia — (78.5) (78.5)
Cash and cash equivalents held by variable interggtes 54.2 — 54.Z
Accrued investment income 1.8 — 1.€
Income tax assets, net .3 (2.6) 7
Other assets 9.€ — 9.€
Total assets $ 883.2 % (811 % 802.1

Liabilities:
Other liabilities $ 39.¢ $ (3.9 % 36.€
Borrowings related to variable interest entities 767.( — 767.(
Notes payable of VIEs held by insurance subsidiarie 82.t (82.5) —
Total liabilities $ 889.. $ (85.5) $ 803.¢

36




Table of Contents

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

The investment portfolios held by the VIEs are ity comprised of corporate bank loans which dneoat entirely rated below-
investment grade. At March 31, 2013, such loatsdn amortized cost of $1,001.6 million ; groseeatized gains of $9.1 million ; gross
unrealized losses of $.8 million ; and an estimé&@dvalue of $1,009.9 million .

The following table sets forth the amortized cosd astimated fair value of the investments heldheyVIEs at March 31, 2013, 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 $ 47 $ 4.€
Due after one year through five years 437.] 440.¢
Due after five years through ten years 559.¢ 564.t
Total $ 1,001.¢ $ 1,009.¢

During the first three months of 2013 , we recogdinet realized investment losses on the VIE imrests of $.1 million . During the
first three months of 2012 , we recognized netizedlinvestment losses on the VIE investments ®hdillion , which were comprised of $.1
million of net losses from the sales of fixed métes, and $.4 million of writedowns of investmeifios other than temporary declines in fair
value recognized through net income.

At March 31, 2013, there were no investments bglthe VIEs that were in default.
During the first three months of 2013, no investiiséneld by the VIEs were sold which resulted ipsgrinvestment losses.

At March 31, 2013, the VIEs held: (i) investmewith a fair value of $132.4 million and gross wieed losses of $.6 million that had
been in an unrealized loss position for less thaatvie months; and (ii) investments with a fair vabf $28.5 millionand gross unrealized los:
of $.2 million that had been in an unrealized lpgsition 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 detenihat 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 subordinatioriclwlreduces our obligation to absorb gains or lesse

At March 31, 2013, we hold investments in varibinsted partnerships, in which we are not the pmynaeneficiary, totaling $29.8
million (classified as other invested assets).March 31, 2013 , we had unfunded commitments teglpartnerships of $37.1 million . Our
maximum exposure to loss on these investmentmitelil to the amount of our investment.
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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 or issuer spreads, reported trades and wthets that are observable or derived from obd#evimformation in the marketplace
or are supported by observable levels at whichstrations are executed in the marketplace. Finbassets in this category primarily
include: certain public and privately placed cogte fixed maturity securities; certain governmenagency securities; certain
mortgage and asset-backed securities; certainyespturities; most investments held by our constdid VIES; certain mutual fund
and hedge fund investments; and most short-teresinvents; and non-exchange-traded derivativesasichll options to hedge
liabilities related to our fixed index annuity prards. Financial liabilities in this category incluthvestment borrowings, notes payable
and borrowings related to VIEs.

» Level 3 —includes assets and liabilities valusihg unobservable inputs that are used in moagdd valuations that contain
management assumptions. Level 3 assets andtiibiinclude those financial instruments whosevalue is estimated based on
broker/dealer quotes, pricing services or inteynddveloped models or methodologies utilizing digant inputs not based on, or
corroborated by, readily available market inforroati Financial assets in this category includeaieitorporate securities (primarily
certain below-investment grade privately placedisges), certain structured securities, mortgagnb, and other less liquid
securities. Financial liabilities in this categamglude our insurance liabilities for interesgnsitive products, which includes embec
derivatives (including embedded derivatives relatedur fixed index annuity products and to a miedifcoinsurance arrangement)
since their values include significant unobservambeits including 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 transfers between Leveldllavel 2 in both the first three months of
2013 and 2012.

The vast majority of our fixed maturity and equsscurities, including those held in trading poitisland 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 securitygpehdent on the Company's analysis of such pricégther 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 sprgaderally incorporates the issuer's credit raging other factors relating to the issuer's indt
and the security's maturity. In some instancaseisspecific spread adjustments, which can beigesit negative, are made based upon
internal analysis of security specifics such asitlify, 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 quiite analysis on the prices received from
third parties to determine whether the prices assonable estimates of fair value. The Companglysis includes: (i) a review of the
methodology used by third party pricing servicé$where available, a comparison of multiple pmigiservices' valuations for the same
security; (iii) a review of month to month priceidtuations; (iv) a review to ensure valuationsrareunreasonably stale; and (v) back testing t
compare actual purchase and sale transactionsalithtions received from third parties. As a resfisuch procedures, the Company may
conclude the prices received from third partiesretereflective of current market conditions. hos$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 frdme 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 methodologgesiiby the independent pricing services to valfferdnt asset classes. Such inputs
include: benchmark yields, reported trades, brolealer quotes, issuer spreads, benchmark sesubitis, offers and reference data. The
Company categorizes such fair value measuremesésihgon asset classes and the underlying obsemabhobservable inputs used to v
such investments.

The fair value measurements for derivative instmtsieincluding embedded derivatives requiring lmétion, are determined based on
the consideration of several inputs including eigséxchange or over-the-counter market price gtsittime value and volatility factors
underlying options; market interest rates; and perfermance risk. For certain embedded derivatmesmay use actuarial assumptions in the
determination of fair value.
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The categorization of fair value measurementsnputi level, for our financial instruments carrigdair value on a recurring basis at
March 31, 2013 is as follows (dollars in millions):

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 16,647.¢t $ 356.5 $ 17,004.
United States Treasury securities and obligatidrsnited States government
corporations and agencies — 98.¢ — 98.¢
States and political subdivisions — 2,141.¢ 15.C 2,156.¢
Asset-backed securities — 1,518. 46.€ 1,565.(
Collateralized debt obligations — 39.1 309.7 348.¢
Commercial mortgage-backed securities — 1,435.¢ 3.8 1,439."
Mortgage pass-through securities — 15.¢ 1.8 17.€
Collateralized mortgage obligations — 2,227.: 36.€ 2,263.¢
Total fixed maturities, available for sale = 24,124 769.¢ 24,894.!
Equity securities:
Corporate securities 63.2 150.4 1 213.¢
Venture capital investments — — 31 31
Total equity securities 63 150.4 3.2 216.¢
Trading securities:
Corporate securities — 46.2 — 46.2
United States Treasury securities and obligatidrénited States government
corporations and agencies — 4.8 — 4.8
States and political subdivisions — 14.1 .6 14.7
Asset-backed securities — 39.7 — 39.7
Commercial mortgage-backed securities — 87.C — 87.C
Mortgage pass-through securities — A — A
Collateralized mortgage obligations — 28.7 5.7 34.2
Equity securities 1.C 1.7 — 2.7
Total trading securities 1.C 222.t 6.2 229.¢
Investments held by variable interest entitiesrpocate securities — 1,009.¢ — 1,009.¢
Other invested assets - derivatives = 110.C = 110.C
Assets held in separate accounts — 15.t — 15.t
Total assets carried at fair value by category $ 64 $ 25,633.( $ 779.  $  26,476.
Liabilities:
Liabilities for insurance products:
Interest-sensitive products - embedded derivatigssciated with fixed index annuity
products $ — $ — 3 794 $ 794.%
Interest-sensitive products - embedded derivatigssciated with modified coinsurance
agreement — — 5.1 5.1
Total liabilities for insurance products = = 799.4 799.4
Total liabilities carried at fair value by category $ —  § — % 7994 § 799.4
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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.

Company-owned life insurance is backed by a series of mutual funds and is achaieash surrender value which approximates etdtna
fair value.

Hedge fund investments are carried at their net asset vallishvapproximates estimated fair 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.

Cash and cash equivalentsinclude commercial paper, invested cash and ottvesiments purchased with original maturities e§ ldhan
three months. We carry them at amortized cost, iwhjgproximates estimated fair 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 cashghalyses based on our current incremental bangprates for similar types of borrowing
arrangements.

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

March 31, 2013

Quoted prices

in active Significant
markets for other Significant
identical assets observable unobservable Total Total
or liabilities inputs inputs estimated carrying
(Level 1) (Level 2) (Level 3) fair value amount
Assets:
Mortgage loans $ — % — % 1,743« $ 1,743.. $ 1,639.¢
Policy loans — 271t — 271.k 271.k
Other invested assets:
Company-owned life insurance — 128.¢ — 128.¢ 128.¢
Hedge funds — 16.2 — 16.2 16.3
Cash and cash equivalents:
Unrestricted 197.¢ 54.C — 251.¢ 251.¢
Held by variable interest entities 462.2 — — 462.2 462.2
Liabilities:
Insurance liabilities for interest-sensitive protduexcluding
embedded derivatives (a) — — 12,067. 12,067. 12,067.
Investment borrowings — 1,899.f — 1,899.t 1,880.:
Borrowings related to variable interest entities — 1,135.° — 1,135.° 1,143..
Notes payable — direct corporate obligations — 1,000.¢ — 1,000.¢ 934.:
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December 31, 2012

Quoted prices

in active Significant
markets for other Significant
identical assets observable  unobservable Total Total
or liabilities inputs inputs estimated carrying
(Level 1) (Level 2) (Level 3) fair value amount
Assets:
Mortgage loans $ — — % 1682 $ 1,682. $ 1,573.
Policy loans — — 272.( 272.C 272.C
Other invested assets:
Company-owned life insurance — 123.( — 123.C 123.(
Hedge funds — 16.1 — 16.1 16.1
Cash and cash equivalents:
Unrestricted 432.% 150.2 — 582.t 582.t
Held by variable interest entities 54.2 — — 54.2 54.2
Liabilities:
Insurance liabilities for interest-sensitive prottuexcluding
embedded derivatives (a) — — 12,153 12,153 12,153
Investment borrowings — 1,702.( — 1,702.( 1,650.¢
Borrowings related to variable interest entities — 752.% — 752.2 767.C
Notes payable — direct corporate obligations — 1,100.: — 1,100.: 1,004.:

(&) The estimated fair value of insurance liaietitfor interest-sensitive products was approxitgagual to its carrying value at March 31,
2013 and December 31, 2012. This was becausesttetes credited on the vast majority of accbaftdnces approximate current rates
paid on similar products and because these ratasctigenerally 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, 2012 is as follows (dollars in milBjn

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 16,498.0 $ 3558 $ 16,854.
United States Treasury securities and obligatidrsnited States government
corporations and agencies — 99.t — 99.t
States and political subdivisions — 2,115.( 13.1 2,128.:
Debt securities issued by foreign governments — .8 — .8
Asset-backed securities — 1,416.¢ 44.C 1,460.¢
Collateralized debt obligations — — 324.( 324.(
Commercial mortgage-backed securities — 1,471.: 6.2 1,477 ..
Mortgage pass-through securities — 19.¢ 1.¢ 21.¢
Collateralized mortgage obligations = 2,230.¢ 16.¢ 2,247t
Total fixed maturities, available for sale — 23,852.! 761.¢ 24,614..
Equity securities:
Corporate securities 49.7 118.¢ N 168.€
Venture capital investments = = 2.8 2.8
Total equity securities 49.7 118.¢ 2.¢ 171.¢
Trading securities:
Corporate securities — 46.€ — 46.€
United States Treasury securities and obligatidrénited States government
corporations and agencies — 4.€ — 4.€
States and political subdivisions — 14.C .6 14.¢
Asset-backed securities — 50.1 — 50.1
Collateralized debt obligations — — 7.3 7.3
Commercial mortgage-backed securities — 93.: — 93.:
Mortgage pass-through securities — A — A
Collateralized mortgage obligations — 41.2 5.8 47.C
Equity securities .9 1t — 2.4
Total trading securities .9 251.¢ 13.7 266.2
Investments held by variable interest entitiesrpocate securities — 814.C — 814.:
Other invested assets - derivatives — 54.4 — 54.2
Assets held in separate accounts — 14.¢ — 14.¢
Total assets carried at fair value by category $ 50.6 $ 25,106.! $ 778.. $ 25935.
Liabilities:
Liabilities for insurance products:
Interest-sensitive products - embedded derivatigssciated with fixed index annu
products $ —  $ — S 734.C $ 734.(
Interest-sensitive products - embedded derivatigesciated with modified
coinsurance agreement — — 5.E 5.E
Total liabilities for insurance products — — 739. 739.

Total liabilities carried at fair value by category $ — $ —  $ 7395 $ 739.
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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 3)uts to determine fair value for the three montideel March 31, 2013 (dollars in millions):

March 31, 2013

Amount of total
gains (losses) fc
the three months
ended March 31,

Total realized and 2013 included in
unrealized gains our net income
Purchases, Total realized (losses) included relating to assets
Beginning sales, and unrealized in accumulated Ending and liabilities
balance as of issuances and gains (losses) other Transfers Transfers out balance as of  still held as of
December 31,  settlements, includedinnet comprehensive into Level of Level 3 March 31, the reporting
2012 net (b) income income (loss) 3 (@) 2013 date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 3558 3 17.C  $ — 8 3¢ $ — 3 129 % 356.2 % =
States and political
subdivisions 13.1 — — .6 1.z — 15.C —
Asset-backed securities 44.C 6.8 — (-8) .6 4.0 46.€ —
Collateralized debt
obligations 324.( (29.7) 2 4.€ — — 309.7 —
Commercial mortgage-
backed securities 6.2 (-2 — A1 — (2.9) 3.8 —
Mortgage pass-through
securities 1.¢ (.2) — — — — 1.€ —
Collateralized mortgage
obligations 16.€ 24.¢ — — — (5. 36.€ —
Total fixed maturities,
available for sale 761.€ 29.2 2 i 1.¢ (23.9) 769.¢ —
Equity securities:
Corporate securities N — — — — — A —
Venture capital investments 2.8 — — 3 — — 31 —
Total equity securities 2.6 — — 3 — — 3.2 —
Trading securities:
States and political subdivisions .6 — — — — — .6 —
Collateralized debt obligations 7.3 (7.7) .6 (-2) — — — —
Collateralized mortgage
obligations 5.8 — — (.1) — — 5.7 —
Total trading securities 13.7 (7.7) .6 (.3) — — 6.2 —
Liabilities:
Liabilities for insurance
products:

Interest-sensitive products -

embedded derivatives

associated with fixed index

annuity products (734.0 (63.7) 2. — — — (794.9) 2.
Interest-sensitive products -

embedded derivatives
associated with modified

coinsurance agreement (5.5) 4 — — — — (5.9 —
Total liabilities for insurance
products (739.9 (62.7) 2.8 — — — (799.9 2.€
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(a) For our fixed maturity securities, the majpif 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.

(b) 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 three months ended March 31, 2@id@lars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 17C $ — 3 — $ — 3 17.C
Asset-backed securities 7.€ (-8 — — 6.8
Collateralized debt obligations 2.€ (21.7) — — (19.0)
Commercial mortgagbacked securitie — (-2) — — (.2
Mortgage pass-through securities — (.1 — — (.1
Collateralized mortgage obligations 24.¢ (.1) — — 24.¢
Total fixed maturities, available for
sale 52.1 (22.9) — — 29.2
Trading securities - collateralized debt
obligations — (7.7) — — (7.7
Liabilities:

Liabilities for insurance products:

Interest-sensitive products - embeddt
derivatives associated with fixed inde
annuity products (25.) 1.4 (50.2) 10.¢ (63.7)

Interest-sensitive products - embedded
derivatives associated with modified
coinsurance agreement — 4 — — A4

Total liabilities for insurance produc (25.) 1.8 (50.2) 10.¢ (62.7)
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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 March 31, 2012 (dollars in
millions):

March 31, 2012

Amount of total

gains (losses) for
the three months
ended March 31,

Total realized an 2012 included in
unrealized gains our net income
Beginning Purchases, Total realized an  (losses) included relating to assets
balance as of sales, issuances unrealized gains in other Ending balance and liabilities still
December 31, and settlement: (losses) included comprehensive  Transfers  Transfers out as of March 31, held as of the
2011 net (a) in net income income (loss) into Level 3 of Level 3 2012 reporting date
Assets:
Fixed maturities, available for sale:
Corporate securities $ 278.1 $ 15C $ — 8 5 % 512 $ (76.6) $ 268.C $ =
United States Treasury securities
and obligations of United States
government corporations and
agencies 1.€ — — — — — 1€ —
States and political subdivisions 21 — — 1 7.4 — 9.€ —
Asset-backed securities 79.7 (8.2 (4 (1.3 4.7 (51.9) 22.7 —
Collateralized debt obligations 327.% (.8 — 5.9 — — 332.¢ —
Commercial mortgage-backed
securities 17.2 — — — — (17.9) — —
Mortgage pass-through securities 2.2 — — — — — 2.2 —
Collateralized mortgage obligations 124.¢ 3.E — 1 10.¢ (124.¢) 14.7 —
Total fixed maturities, available
for sale 833.1 €5 (4 5.3 74.2 (270.5) 651.2 —
Equity securities:
Corporate securities 6.4 — 3.9 .6 — — 3.2 (3.9
Venture capital investments 63.8 — — 1.7 — — 65.2 —
Total equity securities 69.¢ — (3.9 2.3 — — 68.4 3.9
Trading securities:
Collateralized debt obligations — 3.2 4 — — — 3.€ 4
Commercial mortgage-backed
securities 4 — — — — (.4) — —
Total trading securities A4 3.2 4 — — (.4) 3.€ A4
Liabilities:

Liabilities for insurance products:

Interest-sensitive products -
embedded derivatives associated
with fixed index annuity products (666.9) (50.9 12.€ — — — (704.7) 12.€

Interest-sensitive products -
embedded derivatives associate
with modified coinsurance

agreement (3.9 (.1) — — — — (3.9 —
Total liabilities for insurance
products (669.) (50.9) 12.€ — — — (707.7) 12.€
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(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 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 March 31, 2@idtlars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 15C $ — 3 = — % 15.C
Asset-backed securities — (8.2 — — (8.2
Collateralized debt obligations 28.2 (29.]) — — (:8)
Collateralized mortgage obligations 14.4 (10.9 — — 3.t
Total fixed maturities, available for
sale 57.7 (48.2) — — 9.t
Trading securities - collateralized debt
obligations 3.2 — — — 3.2
Liabilities:
Liabilities for insurance products:
Interest-sensitive products - embeddt
derivatives associated with fixed inde
annuity products (27.9) 5.C (38.9 10.7 (50.9
Interest-sensitive products - embedded
derivatives associated with modified
coinsurance agreement — — (.1 — (.1
Total liabilities for insurance produc (27.3) 5.C (38.9 10.7 (50.5)

At March 31, 2013, 91 percent of our Level 3 fixaedturities, available for sale, were investmeatigrand 40 percent and 46 peregnt
our Level 3 fixed maturities, available for salensisted of collateralized debt obligations angooate 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 Levebk8ta 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 accumulatteel comprehensive income within shareholdenstgased 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, a\déddor sale, changes in fair value of trading sii@s 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 March 20,13 (dollars in millions):

Fair value at March

Valuation technique(s)

Unobservable inputs

Range (weighted
average)

31, 2013

Assets:

Corporate securities (a) $ 259.¢

Asset-backed securities (b) 324

Collateralized debt obligations (c) 307.1

Preferred stock (d) 3.1

Other assets categorized as Level 3 (e) 176.¢
Total 779.2
Liabilities:

Interest sensitive products (f) 799.4

Discounted cash flow
analysis

Discounted cash flow
analysis

Discounted cash flow
analysis

Market multiples

Unadjusted third-party
price source

Discounted projected
embedded derivatives

Discount margins
Discount margins
Recoveries

Constant prepayment rate
Discount margins

Annual default rate

Portfolio CCC %

EBITDA multiple
Revenue multiple
Not applicable

Projected portfolio yields
Discount rates

Surrender rates

1.90% - 3.20%
(2.71%)

2.59% - 3.33%
(3.02%)

65% - 66% (65.9%)

20%
0.65% - 4.50%
(1.36%)

1.16% - 5.49%
(3.02%)

1.88% - 20.63%
(12.17%)

8.1
1.2
Not applicable

5.35% - 5.61%
(5.55%)

0.00 - 3.85%
(1.47%)

4% - 43% (19%)

(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 measuremieatinasset-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 measent of our collateralized debt

(d)

(e)

obligations relate to collateral performance, idahg default rate, recoveries and constant prepaynage, as well as discount margins of
the underlying collateral. Significant increasesd@ases) in default rate in isolation would resudt significantly lower (higher) fair value
measurement. Generally, a significant increaseré@se) in the constant prepayment rate and reesvierisolation 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 pastfdCC % 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.

Preferred stock - The significant unobservatyeits used in the fair value measurement ofgihé$erred stock investment are the EBITDA
multiple and revenue multiple. Generally, a sigrdfit increase (decrease) in the EBITDA or revenuléipies in isolation would result in
significantly higher (lower) fair value measurement

Other assets categorized as Level 3 - Foethassets, there were no adjustments to quoted taiges obtained from third-party pricing
sources.
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Interest sensitive products - The significanbbservable inputs used in the fair value measeméof 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 March 31, 2013, and thesmidlated results of operations for
the three months ended March 31, 2013 and 201@, vamere appropriate, factors that may affect fifimancial performance. Please read thi
discussion in conjunction with the accompanyingsaidated financial statements 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 GNfboducts and trends in CNO's
operations or financial results, as well as otlw@iesnents, 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," "exggc'project,” "intend," "may," "will," "would," "©ntemplate," "possible," "attempt," "seek,"
"should," "could," "goal," "target," "on track," éenfortable with," "optimistic" and similar worddtf@ough some forward-looking statements
are expressed differently. You should considegestants 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" informatioaged on currently available information. The "Riglctors" section of our 2012 Annual
Report on Form 10-K provides examples of risks emainties and events that could cause our actsalts 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:

» 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);
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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 comgativities and certain noninsurance company busesesThe 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 byerkef community-based sales
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offices. The Bankers Life segment includes pritgatie business of Bankers Life and Casualty Compdankers Life also markets
and distributes Medicare Advantage plans primadhipugh a distribution arrangement with Humana, &rd United HealthCare and
Medicare Part D prescription drug plans ("PDP"ptlgh a distribution and reinsurance arrangemett @itventry.

Washington National, which markets and distributes supplemental heaittiuding specified disease, accident and hosjpitldmnity
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.

Colonial Penn , which markets primarily graded benefit and sirfigadi issue life insurance directly to customerghi@ senior middle-
income market through television advertising, direail, the internet and telemarketing. The Cab/enn segment includes
primarily the business of Colonial Penn Life In;wg@a Company.

Other CNO Business, which consists of blocks of interest-sensitive lifeurance, traditional life insurance, annuitlesg-term care

insurance and other supplemental health produdisse blocks of business are not actively markatedwere primarily issued or
acquired by Conseco Life and Washington Nationslitance Company.
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The following summarizes our earnings for the thremths ending March 31, 2013 and 2012 (dollarsilions, except per share data):

Three months ended

March 31,
2013 2012
Income before net realized investment gains, falne changes in embedded
derivative liabilities, equity in earnings of cartanon-strategic investments and
earnings attributable to non-controlling interestaporate interest expense, loss
on extinguishment of debt and income taxes ("EBATion-GAAP financial
measure) (a):
Bankers Life $ 62.1 $ 70.5
Washington National 29.4 247
Colonial Penn (5.4 9.8
Other CNO Business 3.€ 2.3
EBIT from business segments 89.7 83.1
Corporate operations, excluding corporate intezgpense 3.C (1.9
EBIT 92.7 81.:
Corporate interest expense (15.7) (17.5)
Income before net realized investment gains, falue changes in embedd:
derivative liabilities, equity in earnings of cartaon-strategic investments
and earnings attributable to non-controlling insgseloss on extinguishmer
of debt and income taxes 77.€ 63.¢
Tax expense on operating income 27.¢ 23.2
Net operating income 49.7 40.€
Net realized investment gains (net of related aixatron and taxes) 9.4 14.1
Fair value changes in embedded derivative liabdi(inet of related amortizatic
and taxes) 1.3 4.t
Equity in earnings of certain non-strategic investis and earnings attributable
to non-controlling interests (net of taxes) (1.9 —
Loss on extinguishment of debt (net of taxes) (57.2) (&)
Net income before valuation allowance for defetsedassets 14 59.1
Valuation allowance for deferred tax assets 10.5 —
Net income $ 11¢ ¢ 59.1
Per diluted share:
Net operating income $ 21 % AE
Net realized investment gains (net of related aizettibn and taxes) .04 .05
Fair value changes in embedded derivative liabgitinet of related
amortization and taxes) .01 .01
Equity in earnings of certain non-strategic investis and earnings
attributable to non-controlling interests (net axfes) (.01 —
Loss on extinguishment of debt (net of taxes) (.29 —
Valuation allowance for deferred tax assets .04 —
Net income $ 0t § 21

(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; (iv)
fair value changes in embedded derivative liab#itihat are unrelated to the Company's underlyinddmentals; and (v) equity in
earnings of certain non-strategic investments andiegs attributable to non-controlling interesi¢et realized investment gains or
losses include: (i) gains or losses on the sal@svestments; (ii) other-than-temporary impairmeeisognized through net income;
and (iii) changes in fair
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value of certain fixed maturity investments withkeedded derivatives. The table above reconcileadheGAAP measure to the

corresponding GAAP measure.

CRITICAL ACCOUNTING POLICIES

Refer to "Critical Accounting Policies" in our 20B2inual Report on Form 1R-for information on our other accounting polictbsit 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

Income (loss) before net realized investment géosses), fair value changes in
embedded derivative liabilities, net of related atimation, equity in earnings of certain
non-strategic investments and earnings attributabfen-controlling interests, loss on
extinguishment of debt and income taxes (a non-GA¥gsure) (a):

Bankers Life $

Washington National
Colonial Penn

Other CNO Business
Corporate operations

Net realized investment gains (losses), net otedlamortization:
Bankers Life
Washington National
Colonial Penn
Other CNO Business
Corporate operations

Fair value changes in embedded derivative liabditnet of related amortization:
Bankers Life
Other CNO Business

Equity in earnings of certain non-strategic investils and earnings attributable to non-
controlling interests

Corporate operations

Loss on extinguishment of debt:
Corporate operations

Income (loss) before income taxes:
Bankers Life
Washington National
Colonial Penn
Other CNO Business
Corporate operations

Income before income taxes

March 31,
2013 2012

62.1 $ 70.5
29.4 24.7
(5.4) (9.9)
3.6 (2.9
(12.3) (19.9
77.€ 63.€
7.9 9.7
1.6 3.1
(.3) 2.6
4.8 6.5
5 (.1)
14 .5 21.¢
2.1 6.8
2.1 6.S
(1.9 —
(57.7) (.2)
72.1 87.C
31.C 27.¢
(5.7) (7.2)
8.4 4.3
(71.2) (19.6)
$ 34¢ $ 92.c
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(@) These noGGAAP measures as presented in the above tablenaghd following segment financial data and discussiof segment resu
exclude net realized investment gains (losses)yfdue changes in embedded derivative liabilitrest,of related amortization, equity in
earnings of certain non-strategic investments andiegs attributable to non-controlling interestss on extinguishment of debt and
before income taxes. These are considered non-GiaRcial measures. A ndBAAP measure is a numerical measure of a comp
performance, financial position, or cash flows tleatludes 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 "income (Ibssdre net realized investment gains (losseg)yédue changes in embedded
derivative liabilities, net of related amortizatji@yuity in earnings of certain non-strategic inrents and earnings attributable to non-
controlling interests, loss on extinguishment dftdend before income taxes" differ from "incomes@pbefore income taxes" as
presented in our consolidated statement of op@&spoepared in accordance with GAAP due to theusimh of before tax realized
investment gains (losses), fair value changes inegltled derivative liabilities, net of related ariration, equity in earnings of certain
non-strategic investments and earnings attributi@mbfen-controlling interests and loss on extingmisent of debt. We measure segment
performance excluding these items because we lediiet this performance measure is a better imficdithe ongoing businesses and
trends in our business. Our primary investment$dswon investment income to support our liab#itier insurance products as opposed
to the generation of realized investment gainss@ey and a long-term focus is necessary to maiptafitability over the life of the
business. Realized investment gains (losses)ydhie changes in embedded derivative liabilitied @quity in earnings of certain non-
strategic investments and earnings attributabfetecontrolling interests depend on market condgtiand do not necessarily relate to
decisions regarding the underlying business ofsegments. However, "income (loss) before netzedlinvestment gains (losses), fair
value changes in embedded derivative liabilitied,af related amortization, equity in earnings eftain non-strategic investments and
earnings attributable to naroentrolling interests, loss on extinguishment ditdend before income taxes" does not replace "irc@oss,
before income taxes" as a measure of overall piufity. We may experience realized investment gdlosses), which will affect future
earnings levels since our underlying businessrig-t@rm in nature and we need to earn the assumer st rates on the investments
backing our liabilities for insurance products taimain the profitability of our business. In difah, management uses this non-GAAP
financial measure in its budgeting process, finglinmnalysis of segment performance and in assefgngjlocation of resources. We
believe these non-GAAP financial measures enhandevastor's understanding of our financial perfante and allows them to make
more informed judgments about the Company as aevhbhese measures also highlight operating tréradsnight not otherwise be
transparent. The table above reconciles the noAfieasure to the corresponding GAAP 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 prosiudfe distribute these products through
Bankers Life segment, which utilizes a career agéoice, through our Colonial Penn segment, whitlizas direct response marketing, and
through our Washington National segment, whichaet independent producers.
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Bankers Life (dollarsin millions)

Three months ended

March 31,
2013 2012
Premium collections:
Annuities $ 165.¢ $ 184.7
Medicare supplement and other supplemental health 335.1 3290t
Life 89.t 70.1
Total collections $ 590.2 $ 584.:
Average liabilities for insurance products:
Annuities:
Mortality based $ 229.2 % 233.¢
Fixed index 3,038.¢ 2,707 .
Deposit based 4,385.! 4,644.¢
Medicare supplement and other supplemental health 5,220.: 4,634.
Life:
Interest sensitive 467.€ 441.¢
Non-interest sensitive 589.t 483.(
Total average liabilities for insurance products, of reinsurance ceded $§ 13,930.6 $ 13,145
Revenues:
Insurance policy income $ 418.( $ 406.5
Net investment income:
General account invested assets 212.¢ 200.:
Fixed index products 48.¢ 34.€
Fee revenue and other income 3.7 2.8
Total revenues 683.4 644.:
Expenses:
Insurance policy benefits 375.2 335.2
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life praguather than fixed index products 34.1 38.t
Fixed index products 61.z 47.2
Amortization related to operations 54.5 56.¢
Interest expense on investment borrowings 14 14
Other operating costs and expenses 94.¢ 94.¢
Total benefits and expenses 621.2 573.¢
Income before net realized investment gains, netlated amortization, and fair value
changes in embedded derivative liabilities, neetdted amortization, and income taxes 62.1 70.5
Net realized investment gains 8.€ 10.€
Amortization related to net realized investmenngai (.7) (.9)
Net realized investment gains, net of related aizadion 7.S 9.7
Insurance policy benefits - fair value changesnmbedded derivative liabilities 3.2 11.C
Amortization related to fair value changes in entsztiderivative liabilities (1.2 (4.2)
Fair value changes in embedded derivative liabditnet of related amortization 2.1 6.8
Income before income taxes $ 721§ 87.C
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Three months ended

March 31,
2013 2012
Health benefit ratios:

All health lines:

Insurance policy benefits $ 3108 $  282¢

Benefit ratio (a) 93.4% 84.6%
Medicare supplement:

Insurance policy benefits $ 129.C $ 117«

Benefit ratio (a) 68.5% 64.5%
PDP:

Insurance policy benefits $ 6.7 $ 9.2

Benefit ratio (a) 74.%% 85.9%
PFFS:

Insurance policy benefits $ — 3 (1)

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

Insurance policy benefits $ 17571 $ 155«

Benefit ratio (a) 129.4% 110.%

Interest-adjusted benefit ratio (b) 81.7% 65.5%

(@) We calculate benefit ratios by dividing the relapedduct's insurance policy benefits by insuranaéep income

(b) We calculate the interest-adjusted benefib @ non-GAAP measure) for Bankers Life's longvterare products by dividing such
product's insurance policy benefits less the imgbuteerest income on the accumulated assets battkénimsurance 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 tleatludes or includes amounts that are normalljuebed or included in the most
directly comparable measure calculated and predémt@ccordance with GAAP.

These non-GAAP financial measures of "interest-stéjdl benefit ratios" differ from "benefit ratiosielto the deduction of imputed
interest income on the accumulated assets badkémsurance liabilities from the product's ins@epolicy 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. The net cash
flows from long-term care products generally caais@ccumulation of amounts in the early yearsmslecy (accounted for as reserve
increases) that will be paid out as benefits iarlablicy years (accounted for as reserve decrpagesordingly, as the policies age, the
benefit ratio will typically increase, but the ieerse in benefits will be partially offset by theputed interest income earned on the
accumulated assets. The interest-adjusted beagfitreflects the effects of such interest incaffset. Since interest income is an
important factor in measuring the performance o pinoduct, management believes a benefit ratibitttdudes the effect of interest
income is useful in analyzing product performanéée utilize the interest-adjusted benefit ratiorinasuring segment performance
because we believe that this performance measarbasier indicator of the ongoing businesses @il in the business. However, the
"interest-adjusted benefit ratio" does not replee"benefit ratio” as a measure of current pebiedefits to current period insurance
policy income. Accordingly, management reviews bisbnefit ratios" and "interest-adjusted benefitogl’ when analyzing the financial
results attributable to these products. The ingineestment income earned on the accumulatedsasaeking Bankers Life's lorigfm
care reserves was $64.6 million and $63.8 milliothe three months ended March 31, 2013 and 2fesbectively.

Total premium collections were $590.2 million in the first quarter of 2019, L0 percent from 2012. See "Premium Collectidos"
further analysis of Bankers Life's premium collens.

Average liabilities for insurance products, net of reinsurance ceded were $13.9 billion in the first quarter of 2013, @percent from
2012. The increase in such liabilities reflectghiair new sales of these products. In addition, snehage
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insurance liabilities for certain long-term caregucts were increased by $427 million in the finsarter of 2013 to reflect the premium
deficiencies that would exist if unrealized gaimstie assets backing such products had been maliwbthe proceeds from the sales of such
assets were invested at then current yields. Swwhase is reflected as a reduction of accumutzttezt comprehensive income.

I nsurance 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$ $212.8 million in the
first quarter of 2013, up 6.2 percent from 2012e Bverage balance of general account investethasae $14.7 billion and $14.1 billion in -
first quarters of 2013 and 2012, respectively. @herage yield on these assets was 5.78 percefm @ngbercent in the first quarters of 2013
and 2012, respectively. The increase in generawat invested assets is primarily due to salesrardased persistency of our annuity and
health products in recent periods. The increaseirnnvestment income in the 2013 period refldotsgrowth in general account invested as
and prepayment income. Prepayment income was $liémand $.5 million in the first three months 913 and 2012, respectively. Invest
in relatively higher yielding investments and refiturtc to turnover rates to preserve existing highielding investments has resulted in
maintaining overall yields in this segment when paned to the prior year. However, should currentketaconditions continue, it is possible
that the overall yield may decline in future pesgod

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 investment income spread is eagbéotbe more than adequate to cover the coseadgtions and other costs related to these
policies. Net investment income (loss) relatefixed index products was $48.9 million and $34.@iom in the first quarters of 2013 and
2012, respectively. Such amounts were mostly offgehe corresponding charge (creditatoounts added to policyholder account balances
for fixed index products. Such income and related charges fluctuate basélde value of options embedded in the segmexed index
annuity policyholder account balances subject imhiknefit and to the performance of the index ictv the returns on such products are
linked.

Insurance policy benefits fluctuated as a result of the factors summarizéoMb&r benefit ratios. Benefit ratios are caldathby
dividing the related insurance product's insurgeaeey 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#atintory 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 insurapaicy benefits reflected reserve redundancies fpoior years of $11.7 million in the first thr
months of 2012. Our benefit ratios were 68.5 paread 64.5 percent in the first three months df28nd 2012, respectively. In 2013, we
currently expect the benefit ratio on this Medicsupplement business will be approximately 71 perce

The insurance policy benefits on our PDP businesslr from our quota-share reinsurance agreemeht@dgventry. Insurance margins
(insurance policy income less insurance policy b&)eon the PDP business were $2.2 million and $iillion in the first quarters of 2013 and
2012, respectively. In the first three months @12, reserves related to the previously terminBiidchte-Fee-For-Service ("PFFS") business
were released due to favorable claim developmestdting in insurance policy benefits of $(.1) i,

The net cash flows from our lonigrm care products generally cause an accumulafiamounts in the early years of a policy (accod
for as reserve increases) which will be paid oliexsefits in later policy years (accounted foreserve decreases). Accordingly, as the policie
age, the benefit ratio typically increases, butitloeease in reserves is partially offset by inmesit income earned on the accumulated
assets. The benefit ratio on our long-term casinass in the Bankers Life segment was 129.4 peesehl110.9 percent in the first quarters of
2013 and 2012, respectively. The interest-adjusegrbfit ratio on this business was 81.7 percettc&in5 percent in the first quarters of 2013
and 2012, respectively. Since the insurance pitddilities we establish for long-term care buesa are subject to significant estimates, the
ultimate claim liability we incur for a particulgeriod is likely to be different than our initiadtenate. When policies lapse, active life reserve:
for such lapsed policies are released, resultirdpareased insurance policy benefits (although dachease is somewhat offset by additional
amortization expense). The benefit ratio in 20k3a@ased due to higher incurred claims as the bssicentinues to age and as new business
becomes less of a component of the overall infbregness. In addition, we recognized a $6.7 million
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out-of-period adjustment in the first quarter ofl3Gvhich increased insurance policy benefits. Ediclg the out-of-period adjustment, our
interest-adjusted benefit ratio would have beei pércent in the first three months of 2013. Weently expect the interest adjusted benefit
ratio on this long-term care business will be agjpmately 75 percent in 2013.

Over the past several years, we have implementednereases in the long-term care block in thekBesiLife segment. In the first three
months of both 2013 and 2012, 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@te increases. These impacts netted to
approximately $3 million and $11 million in thedirthree months of 2013 and 2012, respectively,meidde: (i) the reduction in liabilities fc
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 lowfetune periods as re-rating activity slows givea mave completed several rounds of rate
actions on underperforming blocks of long-term dausiness in recent years.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $34.1 million in the fir:
quarter of 2013, down 11 percent from 2012. Thighted average crediting rate for these producs 2v@ percent and 3.0 percent in the first
quarters of 2013 and 2012, respectively. The aeeliabilities of the deposit-based annuity blocksv4.4 billion and $4.6 billion in the first
three months of 2013 and 2012, 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 “insuranceusition 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 throughstagement 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 $54.5aniand $56.9 million in the first quarters
of 2013 and 2012, respectively.

I nterest expense on investment borrowings represents interest expense on collateralized Wworgs as further described in the note to
consolidated financial statements entitled "InvesihBorrowings".

Other operating costs and expenses in our Bankers Life segment were $94.9 millionhe first quarter of 2013, up .3 percent from

2012. Other operating expenses in first three hwat 2012 included a $10 million settlement witits securities regulators. Other operating
costs and expenses include the following (dollansillions):

Three months ended

March 31,
2013 2012
Expenses related to the marketing and quota-sigaeements with
Coventry $ 23 $ 1.¢
Commission expense and agent manager benefits 16.2 14.C
Other operating expenses 76.4 78.1
Total $ 94¢ $ 94.€

Net realized investment gains (losses) fluctuate each period. During the first three nheraf 2013, we recognized $8.6 million of net
gains from the sales of investments (primarily dixaaturities). During the first three months of 20fet realized investment gains in this
segment included $12.6 million of net gains froma ¢lales of investments (primarily fixed maturitiaay $2.0 million of writedowns of
investments for other than temporary declinesiinaue recognized through net income.
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Amortization related to net realized investment gainsis the increase or decrease in the amortizationsofrance acquisition costs which
results from realized investment gains or los8&ben 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 ed#uhfuture yields. Sales of fixed maturity
investments resulted in an increase in the amdidizaf insurance acquisition costs of $.7 millemd $.9 million in the first quarters of 2013
and 2012, respectively.

I nsurance policy benefits - fair value changesin embedded derivative liabilities represents fair value changes due to fluctuatiorise
interest rates used to discount embedded derividiviities related to our fixed index annuities.

Amortization related to fair value changesin embedded derivative liabilitiesis 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

March 31,
2013 2012
Premium collections:
Medicare supplement and other supplemental health $ 1475 $ 141.5
Life 3.6 4.C
Total collections $ 1511 $ 145.7
Average liabilities for insurance products:
Medicare supplement and other supplemental health $ 2421 $ 2,429
Non-interest sensitive life 197.2 200.¢
Total average liabilities for insurance productst, of reinsurance
ceded $ 2,618¢ $ 2,630.(
Revenues:
Insurance policy income $ 149.1  $ 147 .
Net investment income:
General account invested assets 52.C 50.C
Trading account income related to reinsurer account — A
Change in value of embedded derivatives relatedddified
coinsurance agreements — (:1)
Fee revenue and other income .2 2
Total revenues 201.: 197.¢
Expenses:
Insurance policy benefits 118.2 115.5
Amortization related to operations 13.7 12.7
Interest expense on investment borrowings 85 i
Other operating costs and expenses 39.4 43.¢
Total benefits and expenses 171.¢ 172.¢
Income before net realized investment gains anohiectaxes 29.4 240
Net realized investment gains 1.6 3.1
Income before income taxes $ 31.C % 27.¢
Health benefit ratios:
Medicare supplement:
Insurance policy benefits $ 174 % 20.1
Benefit ratio (a) 65.(% 65.4%
Supplemental health:
Insurance policy benefits $ 934 % 92.C
Benefit ratio (a) 79.2% 82.4%
Interest-adjusted benefit ratio (b) 53.1% 55.1%
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(a) We calculate benefit ratios by dividing the relapedduct's insurance policy benefits by insuranaép income

(b) We calculate the interest-adjusted benefib @ non-GAAP measure) for Washington Nationaljgmemental health products by
dividing such product's insurance policy benefsslthe imputed interest income on the accumuasets 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 démhs that excludes or includes amounts that arenally excluded or included in the
most directly comparable measure calculated argepted in accordance with GAAP.

These non-GAAP financial measures of "interest-stdjdl benefit ratios" differ from "benefit ratiosielto the deduction of imputed
interest income on the accumulated assets badkémsurance liabilities from the product's ins@epolicy 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. The net cash
flows from supplemental health products generadlyse an accumulation of amounts in the early y&faagolicy (accounted for as
reserve increases) that will be paid out as benigfitater policy years (accounted for as resee@ahses). Accordingly, as the policies
age, the benefit ratio will typically increase, It increase in benefits will be partially offegtthe imputed interest income earned on
the accumulated assets. The interest-adjustedibexim reflects the effects of such interestame offset. Since interest income is an
important factor in measuring the performance ebthproducts, management believes a benefit hattartcludes the effect of interest
income is useful in analyzing product performanéée utilize the interest-adjusted benefit ratiorinasuring segment performance
because we believe that this performance measarbasier indicator of the ongoing businesses @il in the business. However, the
"interest-adjusted benefit ratio" does not repldee"benefit ratio” as a measure of current pebiedefits to current period insurance
policy income. Accordingly, management reviews bisbnefit ratios” and "interest-adjusted benefitogl’ when analyzing the financial
results attributable to these products. The inghirteestment income earned on the accumulatedsalsaeking the supplemental health
reserves was $30.9 million and $30.5 million in thiee months ended March 31, 2013 and 2012 , cteely.

Total premium collectionswere $151.1 million in the first quarter of 2013, up p&rcent from 2012. See "Premium Collections" for
further analysis.

Average liabilities for insurance products, net of reinsurance ceded were $2.6 billion in the first quarter of 2013, dow4 percent from
2012.

Insurance policy income is comprised of premiums earned on traditionaliasoe policies which provide mortality or morbidity
coverage and fees and other charges assessedeompalibies. Such income increased slightly duthrg2013 period 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 $52.0
million in the first quarter of 2013, up 4.0 pert&om 2012. The average balance of general a¢douested assets was $3.8 billion and $3.7
billion in the first quarters of 2013 and 2012,pestively. The average yield on these assets vi@spgercent and 5.45 percent in the first
quarters of 2013 and 2012, respectively. The aeyéeld reflects slightly higher prepayment incoméhe 2013 period.

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 edaeel derivatives related to modified coinsurance@gents described below.

Changein value of embedded derivatives related to modified coinsurance agreementsis described in the note to our consolidated
financial statements entitled "Accounting for Datives." We have transferred the specific blockgéstments related to these agreements tc
our trading securities account, which we carryséingated fair value with changes in such value gaeczed as trading account income. The
change in the value of the embedded derivativedangsly been offset by the change in value oftthding securities.
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Insurance policy benefits fluctuated as a result of the factors summarizéoMbr benefit ratios. Benefit ratios are caldathby
dividing the related insurance product's insurgeaeey benefits by insurance policy income.

The benefit ratios on Washington National's Medicaupplement products have been impacted by ireseéapolicyholder 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 ldsarves for such lapsed policies are releasedtingsin decreased insurance policy benefits
(although such decrease is substantially offsetdaitional amortization expense). In addition, itteirance 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. Governmeagulations generally require us to attain andnhtaé a ratio of total benefits incurred to total
premiums earned (excluding changes in policy benegierves), after three years from the origiraldsce of the policy and over the lifetime
the policy, of not less than 65 percent on thesdyxts, as determined in accordance with stat@ocpunting principles. Insurance margins
(insurance policy income less insurance policy b&)eon these products were $9.4 million and $Xilfion in the first quarters of 2013 and
2012, respectively. Such decrease reflects thefuof this business as we discontinued new sdiddaalicare supplement business in this
segment in the fourth quarter of 2012.

Washington National's supplemental health prod(ietsuding specified disease, accident and hospitldmnity 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 premhemefit 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 benatio 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&e)eon these products were $24.3 million and 618illion in the first quarters of 2013 and
2012, respectively. The increase in margin in &3Xperiod is primarily related to higher insurapodicy income due to the growth in this
block of business. The interest adjusted bendfi rn this supplemental health business was 5&demt and 55.1 percent in the first quarters
of 2013 and 2012, respectively. In 2013, we culyesmpect this interest-adjusted benefit ratio Wil approximately 50 percent.

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized in relation to actual and expected premrievenue, and amortization is only adjusted ifezted 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 amortizaipense in future periods.

I nterest expense on investment borrowings represents $.5 million and $.7 million of interegpense on collateralized borrowings in the
three months ended March 31, 2013 and 2012, régelctas further described in the note to the otidated financial statements entitled
"Investment Borrowings".

Other operating costs and expenses include commission expense of $16.1 million and.§iillion in the first quarters of 2013 and
2012, respectively. The 2013 period reflects lolggal expenses than the comparable period in 2012.

Net realized investment gains (losses) fluctuate each period. During the first three nmentf 2013, we recognized $1.6 million of net
gains from the sales of investments (primarily dixeaturities). During the first three months of 20aet realized investment gains included
$5.1 million of net gains from the sales of investits (primarily fixed maturities) and $2.0 milliofiwritedowns of investments for other than
temporary declines in fair value recognized thronghincome.
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Colonial Penn (dollarsin millions)

Three months ended

March 31,
2013 2012
Premium collections:
Life $ 56.1 $ 52.€
Supplemental health 1.1 1.2
Total collections $ 57z $ 53.¢
Average liabilities for insurance products:
Annuities-mortality based $ 746 % 77.C
Supplemental health 14.4 15.4
Life:
Interest sensitive 17.7 19.¢
Non-interest sensitive 618.1 598.¢
Total average liabilities for insurance productst, of reinsurance ceded $ 725 $ 710.7
Revenues:
Insurance policy income $ 56.¢ $ 53.4
Net investment income:
General account invested assets 9.¢ 10.C
Fee revenue and other income .2 2
Total revenues 67.C 63.€
Expenses:
Insurance policy benefits 42.¢ 41.¢
Amounts added to annuity and interest-sensitivedifoduct account balances .2 2
Amortization related to operations 3.7 3.7
Other operating costs and expenses 25.7 27.€
Total benefits and expenses 72.4 73.4
Loss before net realized investment gains (lossed)ncome taxes (5.4 (9.8
Net realized investment gains (losses) (-3 2.€
Loss before income taxes $ 57 % (7.2)

This segment's results are significantly impactgthle adoption of the new accounting standardedl&n 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. In 2013, we plan to continue teest in this segment's business, including the ldpweent of new products and markets. The
amount of our investment in new business duringréiqular period will have a significant impact tiis segment's results. We continue to
expect this segment to report a loss (before radizeml investment gains (losses) and income tare&)13 of between $5 million and $10
million.

Total premium collectionsincreased by 6.1 percent, to $57.2 million, infir& quarter of 2013, as compared to the sameogéni
2012. See "Premium Collections" for further analyg Colonial Penn's premium collections.

Insurance policy incomeis comprised of premiums earned on policies whicvide mortality or morbidity coverage and fees atfer
charges assessed on other policies. The increaselinincome reflects the growth in the block aofibass.

Net investment income on general account invested assets (which excludes income on policyholder and reinsaseounts) was $9.9
million in the first quarter of 2013, down 1.0 pent from 2012. The average balance of generaluatdovested assets was $676.6 million an
$684.0 million in the first quarters of 2013 andl20respectively. The average yield on these aiggat 5.84 percent and 5.88 percent in the
first quarters of 2013 and 2012, respectively.
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Insurance policy benefits fluctuated as a result of the growth in this segmen

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®a0t recoverable from future profits. Suchoants were generally consistent with the
related premium revenue and gross profits for gueiods and the assumptions we made when we ettalithe present value of future
profits. A revision to our current assumptionsldaesult in increases or decreases to amortizatkpense in future periods.

Other operating costs and expensesin our Colonial Penn segment decreased in the pefidd primarily due to lower marketing
expenses.

Net realized investment gains (losses) fluctuate each period. During the first three nenaf 2013, we recognized $.3 million of net
losses from the sales of investments (primarilgdixnaturities). During the first three months 812, net realized investment gains in this
segment included $2.7 million of net gains from shées of investments (primarily fixed maturitiesd $.1 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

March 31,
2013 2012
Premium collections:
Annuities $ 1C $ .9
Other health 6.5 6.S
Life 41.1 45
Total collections $ 48 $ 53.1
Average liabilities for insurance products:
Annuities:
Mortality based $ 214¢ % 229.1
Fixed index 4742 553.¢
Deposit based 631. 638.4
Separate accounts 15.2 15.5
Other health 474.¢ 481.(
Life:
Interest sensitive 2,258.¢ 2,416.¢
Non-interest sensitive 809.2 766.t
Total average liabilities for insurance products; of reinsurance ceded $ 4,878« $ 5,101
Revenues:
Insurance policy income $ 672 $ 79.C
Net investment income:
General account invested assets 79.4 84.C
Fixed index products 9.C 6.€
Trading account income related to policyholder acts 1.3 1.¢
Total revenues 156.¢ 1715
Expenses:
Insurance policy benefits 88.1 83.C
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life produzther than fixed index products 28.¢ 29.7
Fixed index products 8.5 9.2
Amortization related to operations 5.€ 7.t
Interest expense on investment borrowings 4.8 5.1
Other operating costs and expenses 17.5 39.t
Total benefits and expenses 153.c 174.(
Income (loss) before net realized investment gaiesof related amortization, and fair value
changes in embedded derivative liabilities, neetdted amortization, and income taxes 3.€ 2.3
Net realized investment gains 4.8 6.7
Amortization related to net realized investmenngai (:2) (.2
Net realized investment gains, net of related amation 4.8 6.5
Insurance policy benefits - fair value changesnibedded derivative liabilities (.1 .6
Amortization related to fair value changes in entsetiderivative liabilities 1 (.5
Fair value changes in embedded derivative liabditnet of related amortization — 1
Income before income taxes $ 84 $ 4.z
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Three months ended

March 31,
2013 2012
Health benefit ratios:
Long-term care:
Insurance policy benefits $ 15€ $ 151
Benefit ratio (a) 252.2% 227.%
Interest-adjusted benefit ratio (b) 140.7% 122.(%

(a) We calculate benefit ratios by dividing the relapedduct's insurance policy benefits by insurangéyp income

(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 impingerest income on the accumulated assets batkénigmsurance liabilities by policy
income. These are considered non-GAAP financiasures. A non-GAAP measure is a numerical measfiaeompany's
performance, financial position, or cash flows tletludes or includes amounts that are normallyuebed 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 ratiosielto the deduction of imputed
interest income on the accumulated assets badkeimsurance liabilities from the product's inseepolicy 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. The net cash
flows from long-term care products generally caais@ccumulation of amounts in the early yearsmslecy (accounted for as reserve
increases) that will be paid out as benefits iarlablicy years (accounted for as reserve decrpagesordingly, as the policies age, the
benefit ratio will typically increase, but the ieerse in benefits will be partially offset by theputed interest income earned on the
accumulated assets. The interest-adjusted beagdtreflects the effects of such interest incaffset. Since interest income is an
important factor in measuring the performance esthproducts, management believes a benefit ratiartcludes the effect of interest
income is useful in analyzing product performanéée utilize the interest-adjusted benefit ratiorinasuring segment performance
because we believe that this performance measarbasier indicator of the ongoing businesses @il in the business. However, the
"interest-adjusted benefit ratio" does not replee"benefit ratio” as a measure of current pebiedefits to current period insurance
policy income. Accordingly, management reviews bisbnefit ratios" and "interest-adjusted benefitogl’ when analyzing the financial
results attributable to these products. The ingineestment income earned on the accumulatedsasaeking the long-term care
reserves was $6.9 million and $7.0 million in theee months ended March 31, 2013 and 2012 , regplyct

This segment's results are significantly impactethle interest-sensitive life insurance block whiglkensitive to interest rates and
changes to NGEs. This segment also includes: ¢ijrdeg blocks of traditional life and annuity pnaects which generally generate stable
earnings; and (ii) a smaller block of long-termechusiness generating a modest stream of lossledimited rate increase potential. In 2013,
we continue to expect this segment to report namadlearnings before net realized investment géisses) and fair value changes in
embedded derivative liabilities, net of related aimation and taxes of between $5 million and $2ion, recognizing this segment's results
can be volatile given relatively thin margins amdiinued litigation activity.

Total premium collectionswere $48.6 million in the first quarter of 2013, dowrbgercent from 2012. The decrease in collected
premiums was primarily due to a reduction in pdticigder charges on certain interest-sensitive litelpcts consistent with the settlement
offered in a class action lawsuit and policyholdatemptions and lapses. See "Premium Collectiarsufther analysis.

Average liabilities for insurance products, net of reinsurance ceded were $4.9 billion in the first quarter of 2013, dow.4 percent from
2012. The decrease in such liabilities was prilpalie 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 decrease in insurance policgrire in the first three months of 2013 is
primarily due to a reduction in policyholder chasgm certain interest-sensitive life products
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consistent with the settlement offered in a clat®a lawsuit and lower premium revenue due togydiolder redemptions and lapses.

Net investment income on general account invested assets (which excludes income on policyholder and reinsaceounts) was $79.4
million in the first quarter of 2013, down 5.5 pent from 2012. The average balance of generalmtéovested assets was $5.5 billion and
$5.7 billion in the first quarters of 2013 and 20fe&spectively. The average yield on these ass#t5.82 percent and 5.86 percent in the first
quarters of 2013 and 2012, respectively. The deerganet investment income is primarily due toltveer invested assets in this segment as
the business runs off.

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 spreadisctd to be more than adequate to cover the ttst options and other costs related to
these policies. Net investment income relatedixedfindex products was $9.0 million and $6.8 raillin the first quarters of 2013 and 2012,
respectively. Such amounts were mostly offset leycthrresponding charge (credit)amounts added to policyholder account balances for
fixed index products. Such income and related charges fluctuate bas#oeovalue of options embedded in the segmerésl index annuity
policyholder account balances subject to this Heaatl to the performance of the index to whichréteirns on such products are linked.

Trading account income related to policyholder accounts represents the income on investments backing thkenstrategies 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 smbisily 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 summarizknhbe

The long-term care policies in this segment gehepabvide for indemnity and non-indemnity benefits a guaranteed renewable or
non-cancellable basis. The benefit ratio on onglterm care policies was 252.2 percent and 223rdept in the first quarters of 2013 and
2012, respectively. Benefit ratios are calculatgdlividing the product's insurance policy bendfiysinsurance policy income. Since the
insurance product liabilities we establish for letlegm care business are subject to significaninedés, the ultimate claim liability we incur for
a particular period is likely to be different thaunr initial estimate.

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 wifiically increase, but the increase in benefits
will be partially offset by investment income eatiren the assets which have accumulated. The gttedgusted benefit ratio on this business
was 140.7 percent and 122.0 percent in the fireetmonths of 2013 and 2012, respectively.

In each quarterly period, we calculate our besiege of claim reserves based on all of the infdiomsavailable to us at that time, wh
necessarily takes into account new experience entedyring the period. Our actuaries estimatedtwdgim reserves using various generally
recognized actuarial methodologies which are basedformed estimates and judgments that are keliéw be appropriate. As additional
experience emerges and other data become avatlabse estimates and judgments are reviewed andenagrised. Significant assumptions
made in estimating claim reserves for long-terne ganlicies include expectations about the: (ijfetduration of existing claims; (ii) cost of
care and benefit utilization; (iii) interest ratélimed to discount claim reserves; (iv) claimstthave been incurred but not yet reported; (v)
claim status on the reporting date; (vi) claimd theve been closed but are expected to reopern(vandorrespondence that has been received
that will ultimately become claims that have payitseassociated with them.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $28.8 million in the fir:
quarter of 2013, down 3.0 percent from 2012. Téerelse was primarily due to a smaller block afredt-sensitive life business in force due
to lapses in recent periods. The weighted avereggiting rate for these products was 4.0 peraehbih the first three months of 2013 and
2012,

Amounts added to fixed index products generally fluctuate with the corresponding relatea:stment income accounts described above
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Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized either: (i) in relation to the estimagrdss profits for universal life and investmentaygroducts; or (i) in relation to actual and
expected premium revenue for other products. ¢itiac, 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 theipeéisuch differences occur.

I nterest expense on investment borrowings includes $4.8 million and $5.1 million of interestpense on collateralized borrowings in the
first quarters of 2013 and 2012, respectivelyuathér described in the note to the consolidateanftial statements entitled "Investment
Borrowings".

Other operating costs and expenses were $17.5 million in the first quarter of 2013 w056 percent from 2012. In the first quarter of
2012, we recognized a charge of $20.5 million eglab pending litigation as more fully describedha note to the consolidated financial
statements entitled "Litigation and Other Legaldeexings - Cost of Insurance Litigation".

Net realized investment gains (losses) fluctuate each period. During the first three nmsnaf 2013, we recognized $4.9 million of net
gains from the sales of investments (primarily dixeaturities). During the first three months of 20aet realized investment gains included
$10.1 million of net gains from the sales of inweshts (primarily fixed maturities) and $3.4 milliofiwritedowns of investments for other tt
temporary declines in fair value recognized thronghincome.

Amortization related to net realized investment gainsis the increase or decrease in the amortizationsofrance acquisition costs which
results from realized investment gains or losd8&sen we sell securities which back our univerdaldind investment-type products at a gain
(loss) and reinvest the proceeds at a differend Y@ when we have the intent to sell the impairegstments before an anticipated recovel
value occurs), we increase (reduce) the amortizaionsurance acquisition costs in order to refthe 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 ofifillion and $.2 million in the first quarters of 28 and 2012, respectively.

Insurance policy benefits - fair value changesin embedded derivative liabilities represents fair value changes due to fluctuatiorise
interest rates used to discount embedded derividiviities related to our fixed index annuities.

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

Three months ended

March 31,
2013 2012
Corporate operations:
Interest expense on corporate debt $ (@50 $ (7.9
Net investment income (loss):
General investment portfolio 1.1 9
Other special-purpose portfolios:
COoLl 4.€ 6.3
Investments held in a rabbi trust A4 4.1
Investments in certain hedge funds 2 (-2
Other trading account activities 3.€ 6.C
Fee revenue and other income 1.7 4
Net operating results of variable interest entities — 2.2
Interest expense on investment borrowings (.2 (.
Other operating costs and expenses (8.7) (21.9
Loss before net realized investment gains (lossegiity in earnings of
certain non-strategic investments and earningatable to noreontrolling
interests, loss on extinguishment of debt and irctares (22.7) (19.9
Net realized investment gains (losses) .5 (.1)
Equity in earnings of certain non-strategic investis and earnings
attributable to non-controlling interests (1.9 —
Loss on extinguishment of debt (57.7) (.2
Loss before income taxes $ (119 $  (19.9

I nterest expense on corporate debt has been primarily impacted by the recapitalizatiansactions completed in September 2012. Our
average corporate debt outstanding was $1,010libménd $873.0 million during the first three masiof 2013 and 2012, respectively. The
average interest rate on our debt was 5.4 perceht @ percent during the first three months of284d 2012, respectively.

Net investment income on general investment portfolio fluctuates based on the amount and type of invexselts 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)tr@ijling account activities; (iii) income (loss) indCOLI equal to the difference between the
return on these investments and our overall paotfakld; and (iv) investments in certain hedgedsin COLI is utilized as an investment
vehicle to fund Bankers Life's agent deferred camspé&on plan. For segment reporting, the Bank&esdegment is allocated a return on thes
investments equivalent to the yield on the Comgaayerall portfolio, with any difference in the aat COLI return allocated to Corporate
Operations.

Net operating results of variable interest entities relates solely to the 2012 period and represeetipact of consolidating the VIEs in
accordance with GAAP. These entities were estaddito issue securities and use the proceedséstinvioans and other permitted
assets. Refer to the note to the consolidateddinhstatements entitled "Investments in Varidbterest Entities" for more information on the
VIEs. Beginning January 1, 2013, the earnings ftoenVIEs are recognized by our segments as foll@jvBivestment income earned on
investments in the VIEs made by our insurance satgrage recognized in the segment's earningsny@stment income earned on investm
in the VIEs made by the Corporate segment are rezed in the Corporate segment earnings; (iii)rea@nue earned for providing investment
management services to the VIEs is recognizedemdeenue and other income in the Corporate segmedt(iv) earnings from the non-
controlling interests in the VIEs are recognizedeggiity in earnings of certain non-strategic irtwgants and earnings attributable to non-
controlling interests."
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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 first quarter of 2012, we recognize$b.8 million charge related to the relocatio®ahkers Life's primary office.

Net realized investment gains (losses) often fluctuate each period. During the first threonths of 2013, we recognized $.5 million of
net gains from the sales of investments (of which,million were net gains recognized by VIEs). ring the first three months of 2012, net
realized investment gains included $.3 million ef gains from the sales of investments (of which,rillion were losses recognized by VIES)
and $.4 million of writedowns of investments (dlivchich were recognized by VIEs) due to other ttemporary declines in fair value
recognized through net income.

Equity in earnings of certain non-strategic investments and earnings attributable to non-controlling interests include the earnings
attributable to non-controlling interests in cemt®ilEs that we are required to consolidate andagegirivate companies that were acquired in
the commutation of an investment made by our Pesiex, net of affiliated amounts. Such earningsaténdicative and are unrelated to the
Company's underlying fundamentals.

Loss on extinguishment of debt in the first three months of 2013 of $57.7 milli@sulted from the Offer, the write-off of unamoetiiz
discount and issuance costs associated with thé D€bentures that were repurchased and other ttEmsaosts as further discussed in the
note to the consolidated financial statementsledtiiNotes Payable — Direct Corporate Obligatioi$i& loss on extinguishment of debt in the
first three months of 2012 of $.2 million represetiite write-off of unamortized discount and iss@aoasts associated with repayments of the
previous 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 months ended MadrcR013 and 2012 :

Business segments - total (dollarsin millions)



Three months ended

March 31,
2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 592 $ 597.(
Net investment income and other 406.2 377.¢
Total revenues 998.4 974.¢
Benefits and expenses:
Insurance policy benefits 686.: 635.:
Amortization 70.¢ 73.1
Other expenses 103.1 137.t
Total benefits and expenses 860.2 845.¢
EBIT from In-Force Business $ 138.2 $ 128.¢
EBIT from New Business
Revenues:
Insurance policy income $ 9. $ 89.:
Net investment income and other 11.2 13.1
Total revenues 110.2 102.4
Benefits and expenses:
Insurance policy benefits 70.€ 65.3
Amortization 6.7 7.7
Other expenses 81.1 75.2
Total benefits and expenses 158.7 148.2
EBIT from New Business $ (485 $ (45.9)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 6912 $ 686.<
Net investment income and other 417 . 390.¢
Total revenues 1,108.¢ 1,077.:
Benefits and expenses:
Insurance policy benefits 757.2 700.¢
Amortization 77.5 80.¢
Other expenses 184.2 212,
Total benefits and expenses 1,018.¢ 994.1
EBIT from InForce and New Busine$ 89.7 $ 83.1
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Bankers Life (dollarsin millions)

Three months ended

March 31,
2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 345.¢ $ 341.¢
Net investment income and other 2542 224
Total revenues 600.( 566.5
Benefits and expenses:
Insurance policy benefits 412.¢ 367.
Amortization 48.7 50.C
Other expenses 42.4 52.C
Total benefits and expenses 503.¢ 469.<
EBIT from In-Force Business $ 96.1 $ 97.1
EBIT from New Business
Revenues:
Insurance policy income $ 72z $ 64.7
Net investment income and other 112 13.1
Total revenues 83.4 77.€
Benefits and expenses:
Insurance policy benefits 57.7 53.t
Amortization 5.8 6.8
Other expenses 58Ae 44.C
Total benefits and expenses 117.¢ 104.¢
EBIT from New Business $ (34.0 $ (26.6)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 418.C $ 406.5
Net investment income and other 265. 237.¢
Total revenues 683.4 644.:
Benefits and expenses:
Insurance policy benefits 470.5 420.¢
Amortization 54.kt 56.¢
Other expenses 96.: 96.C
Total benefits and expenses 621.c 573.¢
EBIT from InForce and New Busine $ 621 $ 70.c
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Washington National (dollarsin millions)

Three months ended

March 31,
2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 133.€ $ 133.(
Net investment income and other 52.2 50.2
Total revenues 185.¢ 183.2
Benefits and expenses:
Insurance policy benefits 111.¢ 109.¢
Amortization 12.¢ 12.C
Other expenses 31.€ 34.C
Total benefits and expenses 156.1 155.¢
EBIT from In-Force Business $ 29.7 $ 27.4
EBIT from New Business
Revenues:
Insurance policy income $ 155 $ 14.4
Net investment income and other — —
Total revenues 15.5 14.4
Benefits and expenses:
Insurance policy benefits 6.7 5.9
Amortization .8 7
Other expenses 8.3 10.5
Total benefits and expenses 15.¢ 17.1
EBIT from New Business $ (3 $ (2.7
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 149.1 $ 147 .
Net investment income and other 52.2 50.2
Total revenues 201.c 197.¢
Benefits and expenses:
Insurance policy benefits 118.c 115.5
Amortization 13.7 12.7
Other expenses 39.¢ 44.F
Total benefits and expenses 171.¢ 172.¢
EBIT from InForce and New Busine $ 294 $ 24.1
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Colonial Penn (dollarsin millions)

Three months ended

March 31,
2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 45¢€ $ 43.2
Net investment income and other 10.1 10.z
Total revenues 55.7 53.4
Benefits and expenses:
Insurance policy benefits 36.t 36.2
Amortization 3.€ 3.€
Other expenses 6.€ 6.¢
Total benefits and expenses 46.¢ 46.7
EBIT from In-Force Business $ 8.& $ 6.7
EBIT from New Business
Revenues:
Insurance policy income $ 112 % 10.2
Net investment income and other — —
Total revenues 11.2 10.2
Benefits and expenses:
Insurance policy benefits 6.5 5.¢
Amortization A A
Other expenses 18.¢ 20.7
Total benefits and expenses 25t 26.7

EBIT from New Business $

142 $ (16.5)

EBIT from In-Force and New Business

Revenues:

Insurance policy income $ 56.¢ $ 53.
Net investment income and other 10.1 10.Z
Total revenues 67.C 63.€

Benefits and expenses:
Insurance policy benefits 43.C 42.1
Amortization 3.7 3.7
Other expenses 25.7 27.€
Total benefits and expenses 72.4 73.2
EBIT from In+orce and New Busine $ 54 $ (9.9)
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Other CNO Business (dollarsin millions)

Three months ended

March 31,
2013 2012
EBIT from In-Force Business (a)
Revenues:
Insurance policy income $ 67.2 $ 79.C
Net investment income and other 89.7 92.7
Total revenues 156.¢ 171.5
Benefits and expenses:
Insurance policy benefits 125.¢ 121.¢
Amortization 5.€ 7.t
Other expenses 22.¢ 44.¢
Total benefits and expenses 153.c 174.C
EBIT from In-Force Business $ 3€ $ (2.9

(&) 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 was slightly lower in the first three months of 3Qdrimarily due to
favorable reserve developments in the Medicarelsammt and long-term care blocks in the 2012 pesiodi a $9.2 million out-of-period
adjustment that resulted in decreased earning818.2

TheEBIT from in-force business in the Washington Natimal segmentin the 2013 period reflects lower expenses.

TheEBIT from new business in the Colonial Penn segmeirt the 2013 period reflects lower marketing expsnse

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 migeary distribution channels - career agents Ramkers Life segment), direct
marketing (our Colonial Penn segment) and indepsingi®ducers (our Washington National segment)r caweer agency force in the Bankers
Life segment sells primarily Medicare supplemerd Bomg-term care insurance policies, PDP contréiésinsurance and annuities. These
agents visit the customer's home, which permitsanene contact with potential policyholders and praesattrong personal relationships v
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 dfitth are "B-", "B+", "Bal" and
"BB+", respectively. For a description of thesmgs and additional information on our ratings 8Einancial 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.

77




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Total premium collections by segment were as faflow

Bankers Life (dollarsin millions)

Three months ended

March 31,
2013 2012
Premiums collected by product:
Annuities:
Fixed index (first-year) $ 126.6 $ 134.¢
Other fixed rate (first-year) 37.2 47.¢
Other fixed rate (renewal) 1.8 2.C
Subtotal - other fixed rate annuities 39.C 49.¢
Total annuities 165.¢ 184.7
Health:
Medicare supplement (first-year) 221 23.t
Medicare supplement (renewal) 162.t 151.1
Subtotal - Medicare supplement 185.2 174.¢
Long-term care (first-year) 5.7 5.E
Long-term care (renewal) 129.7 131.2
Subtotal - long-term care 135.¢ 136.7
PDP (first year) A .3
PDP (renewal) 10.1 15.C
Subtotal — PDP 10.z 15.c
Other health (first-year) 1.¢ 4
Other health (renewal) 2.4 2.2
Subtotal - other health 4.3 2.€
Total health 335.1 329.t
Life insurance:
First-year 42.4 32.¢
Renewal 47.1 37.2
Total life insurance 89.t 70.1
Collections on insurance products:
Total first-year premium collections on insuranceducts 236.¢ 245k
Total renewal premium collections on insurance potsl 353.¢ 338.¢
Total collections on insurance products $ 590z $ 584:

Annuitiesin this segment include fixed index and other fim@huities sold to the senior market. Annuity ections in this segment
decreased 10 percent, to $165.6 million, in thet fluarter of 2013, as compared to the same peridd12. Premium collections from Bank
Life's fixed annuity products have decreased iemeperiods as low new money interest rates negjgtimpacted our sales and the overall
sales in the fixed annuity market.

Health products include Medicare supplement, PDP contrémtg-term care and other insurance products.pafits on health policies
depend on the overall level of sales, the lengttineé the business remains inforce, investmentgiatlaims experience and expense
management.

Collected premiums on Medicare supplement politigbke Bankers Life segment increased 5.9 per¢ei®]85.2 million, in the first
quarter of 2013, as compared to the same peritteiprior year.
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Premiums collected on Bankers Life's long-term ¢anlécies in the first quarter of 2013 were compdgao the same period in 2012.

Premiums collected on other health products irfiteethree months of 2013 include $1.6 millionateld to a new critical illness product
that was introduced in 2012. There were no suchiums collected in the first three months of 2012.

Premiums collected on PDP business relate to cotagghare reinsurance agreements with Coventry.
Life products in this segment include traditional artdriestsensitive life products. Life premiums collectedhis segment increased
percent, to $89.5 million, in the first quarter2if13, as compared to the same period in 2012 ctiftehigher sales in this segment (including

increased sales of single premium whole life prosjuc

Washington National (dollarsin millions)

Three months ended

March 31,
2013 2012
Premiums collected by product:
Health:
Medicare supplement (first-year) $ 2 $ .3
Medicare supplement (renewal) 26.4 27.¢
Subtotal - Medicare supplement 26.€ 28.1
Supplemental health (first-year) 15.¢ 14.1
Supplemental health (renewal) 104.5 98.¢
Subtotal — supplemental health 120.: 112.¢
Other health (all renewal) .6 7
Total health 147.% 1415
Life insurance:
First-year 2 2
Renewal 3.4 3.8
Total life insurance 3.€ 4.C
Collections on insurance products:
Total first-year premium collections on insuranceducts 16.C 14.€
Total renewal premium collections on insurance potsl 135.] 131.1
Total collections on insurance products $ 1511 $ 1457

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 Sc&pk to $26.6 million, in the
first quarter of 2013, as compared to the sameg@éni 2012. We discontinued new sales of Medisapplement policies in this segment in
fourth quarter of 2012.

Premiums collected on supplemental health prodirmattuding specified disease, accident and hospitE@mnity insurance products)
increased 6.6 percent, to $120.3 million, in thstfijuarter of 2013, as compared to the same p&rid@12. Such increases are due to higher
new sales in recent periods and an improvemenrgiigsigiency.

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

declined in recent periods.
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Colonial Penn (dollarsin millions)

Three months ended

March 31,
2013 2012
Premiums collected by product:
Life insurance:
First-year $ 114 $ 10.4
Renewal 447 42.2
Total life insurance 56.1 52.€
Health (all renewal):
Medicare supplement aL[© 1.2
Other health A .
Total health 1.1 1.3
Collections on insurance products:
Total first-year premium collections on insuranceducts 11.4 10.4
Total renewal premium collections on insurance potsl 45.¢ 43t
Total collections on insurance products $ 57z $ 53¢

Life products in this segment are sold primarily togeior market. Life premiums collected in thisrsegt increased 6.7 percent, to
$56.1 million, in the first quarter of 2013, as quared to the same period in 2012. Graded beiifefppioducts sold through our direct respo
marketing channel accounted for $55.5 million aBdl.8 million of our total collected premiums in tfirst quarters of 2013 and 2012,
respectively.

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

sales, the length of time the business remainsdafanvestment 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

March 31,
2013 2012
Premiums collected by product:
Annuities:
Fixed index (first-year) $ 2 % —
Fixed index (renewal) .6 7
Subtotal - fixed index annuities .8 i
Other fixed rate (all renewal) 2 2
Total annuities 1.C .9
Health:
Long-term care (all renewal) 6.2 6.7
Other health (all renewal) 2 2
Total health 6.5 6.S
Life insurance:
First-year 1.C .6
Renewal 40.1 447
Total life insurance 41.1 45.:
Collections on insurance products:
Total first-year premium collections on insuranceducts 1.2 .6
Total renewal premium collections on insurance pobsl 47.4 52.t
Total collections on insurance products $§ 48€ § 531

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

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

The long-term care premiums in this segment retat#ocks of business that we no longer marketnalenwrite. As a result, we expect
this segment's long-term care premiums to contiawecline, reflecting additional policy lapseshie future.

Life products in the Other CNO Business segment inghuhearily universal life products. Life premiumsliected in this segment
decreased 9.3 percent, to $41.1 million, in th&t fjuarter of 2013, as compared to the same periddl2. The decrease in collected premium
was primarily due to a reduction in policyholdeanffes on certain interest-sensitive life produotssistent with the settlement offered in a
class action lawsuit and policyholder redemptiond lapses. New sales of life products in this segraee insignificant and we expect
premiums to continue to decline.
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LIQUIDITY AND CAPITAL RESOURCES

Our capital structure as of March 31, 2013, andebsber 31, 2012 , was as follows (dollars in mil&n

March 31, December 31,
2013 2012
Total capital:

Corporate notes payable $ 934.: $ 1,004..

Shareholders' equity:
Common stock 2.2 2.2
Additional paid-in capital 4,173.. 4,174,
Accumulated other comprehensive income 1,170. 1,197.
Accumulated deficit (317.5 (325.0
Total shareholders' equity 5,028.¢ 5,049.:
Total Capita| $ 5,962.¢ $ 6,053.!

The following table summarizes certain financidglasas of and for the three months ended Marct2313 , and as of and for the year
ended December 31, 2012 :

March 31, December 31,
2013 2012
Book value per common share $ 2250 % 22.8(
Book value per common share, excluding accumulatieer comprehensive income (a) 17.2¢ 17.3¢
Ratio of earnings to fixed charges 1.37X 1.40X
Debt to total capital ratios:
Corporate debt to total capital 15.7% 16.€%
Corporate debt to total capital, excluding accurntaglather comprehensive income (a) 19.5% 20.1%

(@) 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 resutifrom changes in general market
interest rates rather than the business decisiade iy management. However, this measure doasplate the corresponding GAAP
measure.

Liquidity for Insurance Operations

Our insurance companies generally receive adegasateflows from premium collections and investnirobme to meet their
obligations. Life insurance, long-term care insiw@and annuity liabilities are generally long-temmature. Life and annuity policyholders
may, however, withdraw funds or surrender theiigies, subject to any applicable penalty provisjahere are generally no withdrawal or
surrender benefits for long-term care insurance saek to balance the duration of our investedsssth the estimated duration of benefit
payments arising from contract liabilities.

Three of the Company's insurance subsidiaries (@mnkife, Washington National Insurance Company Badkers Life) are members
of the FHLB. As members of the FHLB, Conseco Liéashington National Insurance Company and Barlkiéeshave the ability to borrow
on a collateralized basis from the FHLB. Conseife,Washington National Insurance Company and Beskife are required to hold certain
minimum amounts of FHLB common stock as a conditbmembership in the FHLB, and additional amouratsed on the amount of the
borrowings. At March 31, 2013, the carrying vatiéghe FHLB common stock was $92.5 million . Advarch 31, 2013, collateralized
borrowings from the FHLB totaled $1.9 billion artettproceeds were used to purchase fixed matucdtyrises. The borrowings are classified
as investment
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borrowings in the accompanying consolidated balahest. The borrowings are collateralized by itrmesits with an estimated fair value of
$2.3 billion at March 31, 2013which are maintained in a custodial accountliertienefit of the FHLB. The following summarizes thrms o
the borrowings (dollars in millions):

Amount Maturity Interest rate at
borrowed date March 31, 2013
$ 67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.420%
100.C August 2014 Variable rate — 0.464%
50.C September 2015 Variable rate — 0.601%
150.( October 2015 Variable rate — 0.553%
100.C November 2015 Variable rate — 0.370%
146.( November 2015 Fixed rate — 5.300%
100.C December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.644%
75.C June 2016 Variable rate — 0.471%
100.( October 2016 Variable rate — 0.486%
50.C November 2016 Variable rate — 0.554%
50.C November 2016 Variable rate — 0.674%
100.( June 2017 Variable rate — 0.724%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.490%
75.C August 2017 Variable rate — 0.438%
100.C October 2017 Variable rate — 0.734%
37.C November 2017 Fixed rate — 3.750%
50.C January 2018 Variable rate — 0.655%
50.C January 2018 Variable rate — 0.642%
50.C February 2018 Variable rate — 0.602%
22.C February 2018 Variable rate — 0.617%
50.C July 2018 Variable rate — 0.771%
28.C March 2023 Fixed rate — 2.160%
$ 1,850.(

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.

The 2012 statutory annual statements filed withstiage insurance regulators of each of our ins@ranbsidiaries reflected total adjustec
capital in excess of the levels subjecting the islidnses to any regulatory action. However, the Ra€o of Conseco Life, which has
experienced significant losses primarily relategéoding legal settlements, was near the levehatiwit would have been required to submit &
comprehensive plan to insurance regulators progasinrective actions aimed at improving its capiasition. Conseco Life's domestic state i
expected to adopt new RBC requirements which wimdcease the RBC level required to avoid regulataryon, effective December 31, 20
If those increased requirements had been in edfedecember 31, 2012, the RBC ratio of Consecodtifinat date would have been at a level
that would require Conseco Life to submit a compredive plan to the state regulatory authority psiqgp corrective actions aimed at
improving its capital position. No assurances camiven that capital will be contributed or otheserimade available to Conseco Life or the
other insurance subsidiaries.
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Our consolidated statutory ridlased capital ratio of 366% at March 31, 2013entfl consolidated statutory operating earningsl &%
million and the payment of dividends to the holdamgnpany of $81 million during the first quarteraff13. Statutory earnings will often
fluctuate on a quarterly basis due to the appbecatif statutory accounting principles. For examptafutory pre-tax income for the first quarter
of 2013 benefited by approximately $10 million doehe statutory accounting requirements relatdikéa index annuity products and we do
not expect such benefits to continue in future tarar

In addition to the RBC requirements, certain sthtge established minimum capital requirementsnfsurance companies licensed tc
business in their state. These regulators havdigiceetionary authority, in connection with the tional licensing of the Company's insurance
subsidiaries, to limit or prohibit writing new buasiss within its jurisdiction when, in the stateldgment, the insurance subsidiary is not
maintaining adequate statutory surplus or capitéthat the insurance subsidiary's further traneaatif business would be hazardous to
policyholders. The state insurance department piegide several standards for the regulators ¢oiigdentifying companies which may be
deemed to be in hazardous financial condition. @frthe standards defines hazardous conditionsiasraxif an insurer's operating loss in the
last twelve months or any shorter period of tinmecl(iding, but not limited to: (A) net capital gaim loss; (B) change in nonadmitted assets;
and (C) cash dividends paid to shareholders),datgr than fifty percent of the insurer's remairsagplus. One of the Company's subsidiaries,
Conseco Life, reported statutory financial resinit2012 that indicated a surplus deficiency untier standard. We have been in contact with
Conseco Life's domestic state insurance departregatding this matter following the significant$oSonseco Life recognized in 2012,
primarily related to a pending legal settlements@&hon our discussions with the state insuranadatyy, we do not expect any actions to be
taken against Conseco Life that would have a nadtadverse effect on the financial position or hssof operations of CNO. Subject to the
completion and filing of the March 31, 2013 statytfiling, we believe the calculation based on GmsLife's operating loss for the twelve
months ended March 31, 2013, will not indicate ks deficiency under this standard.

Financial Strength Ratings of our Insurance Subsidiaries

Financial strength ratings provided by A.M. BestPS Moody's and Fitch are the rating agency's apigiof the ability of our insurance
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 finaral strength rating of "B-" of Conseco Life. Thetlmok for all ratings is stable. A "stable”
designation means that there is a low likelihood cdting change due to stable financial markeidse The "B++" rating is assigned to
companies that have a good ability, in A.M. Besgimion, to meet their ongoing obligations to pghiolders. A "B-"rating is assigned to
companies that have a fair ability, in A.M. Besf{gnion, to meet their current obligations to pgtiolders, but are financially vulnerable to
adverse changes in underwriting and economic comndit A.M. Best ratings for the industry currerménge from "A++ (Superior)" to "F (In
Liguidation)" and some companies are not rated."Aw+" rating indicates a superior ability to mestgoing obligations to
policyholders. A.M. Best has sixteen possiblenggi There are four ratings above the "B++" ratihgur primary insurance subsidiaries,
other than Conseco Life, and eleven ratings ttabatow that rating. There are seven ratings ablowéB-" rating of Conseco Life and eight
ratings that are below that rating.

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” outik means that a rating may be raised. A "stabldbok means that a rating is not likely to
change. S&P financial strength ratings range ffAmA" to "R" and some companies are not rated. idgurer rated "BB" or lower is regard
as having vulnerable characteristics that may oigiwits strengths. A “BB” rating indicates the $¢degree of vulnerabilityithin the range;
"CC" rating indicates the highest degree of vulbaitg. Pluses and minuses show the relative stanpdithin a category. In S&P's view, an
insurer rated "BB" has marginal financial secudhgaracteristics and although positive attributasteadverse business conditions could leg
an insufficient ability to meet financial commitnien In S&P's view, an insurer rated "B" has waakricial security characteristics and
adverse business conditions will likely impairatsility to meet financial commitments. S&P has ttyeone possible ratings. There are ten
ratings above the "BB+" rating of our primary insace subsidiaries, other than Conseco Life, andatiimgs that are below that rating. There
are thirteen ratings above the "B+" rating of Caoskife and seven ratings that are below that gatin

On August 29, 2012, Moody's upgraded the finarati@ngth ratings of our primary insurance subsiesarexcept Conseco Life, to
"Baa3" from "Bal". Moody's also affirmed the fin&cstrength rating of "Bal" of Conseco Life. The
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outlook for all ratings is stable. A "stable" desgion means that a rating is not likely to chanlymody’s financial strength ratings range from
"Aaa" to "C". These ratings may be supplementdd wimbers "1", "2", or "3" to show relative stamgliwithin a category. In Moody's view,
an insurer rated "Baa" offers adequate financielisty, however, certain protective elements mayaloking or may be characteristically
unreliable over any great length of time. In Mosdyiew, an insurer rated "Ba" offers questionabiaricial security and, often, the ability of
these companies to meet policyholders' obligatinag be very moderate and thereby not well safegabirdthe future. Moody's has twenty-
one possible ratings. There are nine ratings ablwéBaa3" rating of our primary insurance sulagigis, other than Conseco Life, and eleven
ratings that are below the rating. There are ténga above the "Bal" rating of Conseco Life armtrigings that are below that rating.

On September 5, 2012, Fitch affirmed the finansiedngth ratings of "BBB" of our primary insurargigbsidiaries 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 taféBBB" (from "BBB-" or "BB+" depending on theompany). Fitch also affirmed the
financial strength rating of "BB+" of Conseco Lif#&."BBB" rating, in Fitch's opinion, indicates thitere is currently a low expectation of
ceased or interrupted payments. The capacity ta 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 advecsmomic or market changes over time.
However, business or financial alternatives magp\lable to allow for policyholder and contractightions to be met in a timely manner.
Fitch ratings for the industry range from "AAA Exatmnally Strong" to "C Distressed" and some conigaare 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. There@meatings above the "BB+" rating of
Conseco Life and eight ratings that are below tatihg.

Rating agencies have increased the frequency ape $f their credit reviews and requested additioriarmation from the companies
that they rate, including us. They may also adjystard the capital and other requirements emplayéde rating agency models for
maintenance of certain ratings levels. We canredipt what actions rating agencies may take, atwltions we may take in
response. Accordingly, downgrades and outlooksiens related to us or the life insurance industay occur in the future at any time and
without notice by any rating agency. These contat@ase policy surrenders and withdrawals, adweegtdct relationships with our distributi
channels, reduce new sales, reduce our abilitptmty and increase our future borrowing costs.

Liquidity of the Holding Companies

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

At March 31, 2013, CNO, CDOC, Inc. ("CDOC") (ouhally owned subsidiary and a guarantor under thmed8&ecured Credit
Agreement) and our other non-insurance subsidideék (i) unrestricted cash and cash equivalen$62.2 million; (ii) fixed income
investments of $64.0 million; and (iii) equity seities and other invested assets totaling $77.89anil CNO and CDOC are holding compar
with no business operations of their own; they delpen their operating subsidiaries for cash to n@kecipal and interest payments on debt,
and to pay administrative expenses and income ta@8KD and CDOC receive cash from insurance sudr$édi, consisting of dividends and
distributions, interest payments on surplus delvestand tax-sharing payments, as well as cashriminsurance subsidiaries consisting of
dividends, distributions, loans and advances. prireipal non-insurance subsidiaries that providehcto CNO and CDOC are 40|86 Advisors
Inc. ("40|86 Advisors"), which receives fees frdm tnsurance subsidiaries for investment servamed,CNO Services, LLC which receives
fees from the insurance subsidiaries for provididginistrative services. The agreements betweemsurance subsidiaries and CNO
Services, LLC and 40|86 Advisors, respectively,engeviously approved by the domestic insurancelatgr for each insurance company,
any payments thereunder do not require furtherlaggy approval.
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The following summarizes the current legal owngrstiucture of CNO's primary subsidiaries:

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

The ability of our insurance subsidiaries to pasidinds is subject to state insurance departmeuntatons and is based on the financia
statements of our insurance subsidiaries preparaddordance with statutory accounting practicesgibed or permitted by regulatory
authorities, which differ from GAAP. These regidat generally permit dividends to be paid frontudtary earned surplus of the insurance
company for any 12-month period in amounts equ#téogreater of (or in a few states, the lesser @f)statutory net gain from operations or
net income for the prior year; or (i) 10 percefstatutory capital and surplus as of the end efgtteceding year. This type of dividend is
referred to as an "ordinary dividend". Any dividancexcess of these levels or from an insurancepamy that has negative earned surplus
requires the approval of the director or commissiaf the applicable state insurance departmentsareferred to as an "extraordinary
dividend". Each of the direct insurance subsidmof CDOC has significant negative earned suighasany dividend payments from the
subsidiaries of CDOC would be considered extraamyimividends and, therefore, require the approf/éhe director or commissioner of the
applicable state insurance department. In thetfiree months of 2013, our insurance subsidigrééd extraordinary dividends to CDOC
totaling $81.0 million. Based on our continued ectpion to generate strong statutory earnings andss capital, we expect to make total
dividend payments to the holding company of $25lianito $300 million during 2013. We expect to ede regulatory approval for future
dividends from our subsidiaries, but there can®@assurance that such payments will be approvétbbthe financial condition of our
insurance subsidiaries will not change, makingrieiapprovals 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 tghly seek to have our insurance subsidiaries paiyary dividends or request regulatory
approval for extraordinary dividends when the cdidated RBC ratio exceeds such level and we hawneladed the capital level in each of our
insurance subsidiaries is adequate to supportblisiness and projected growth. The consolida®@ Ritio of our insurance subsidiaries was
366 percent at March 31, 2013.

CDOC holds surplus debentures from Conseco Lifararsece Company of Texas ("Conseco Life of Texasth an aggregate principal
amount of $749.6 million. Interest payments orstheurplus debentures do not require additionaloappprovided the RBC ratio of Conseco
Life of Texas exceeds 100 percent (but do requiar piritten notice to the Texas state insurangeadienent). The RBC ratio of Conseco Life
of Texas was 309 percent at March 31, 2013 . C3€ holds a surplus debenture from Colonial Pafenlhsurance Company with an
outstanding principal balance of $160.0 milliortehest payments on that surplus debenture reqrisegpproval by the Pennsylvania state
insurance department. Dividends and other payniests our non-insurance subsidiaries, including 8(}8visors and CNO Services, LLC, to
CNO or CDOC do not require approval by any reguiasuthority or other third party. However, insaca regulators may prohibit payments
by our insurance subsidiaries to parent compahiégy determine that such payments could be aduersur policyholders or contractholde
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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 March 31, 2013 , the subsidiapieSonseco Life of Texas had earned surplus (ipéis summarized below (dollars in
millions):

Earned surplu

Subsidiary of CDOC (deficit) Additional information
Subsidiaries of Conseco Life of Texas:
Bankers Life $ 315.¢ (a)
Colonial Penn Life Insurance Company (244.9 (b)

(a) Bankers Life paid ordinary dividends of $30.0 noiflito Conseco Life of Texas in the first three rhardf 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 cedechtoraffiliated insurer.

A significant deterioration in the financial coridit, earnings or cash flow of the material subsids&aof CNO or CDOC for any reason
could hinder such subsidiaries' ability to pay cdisfidends or other disbursements to CNO and/or CD@hich, in turn, could limit CNO's
ability to meet debt service requirements and fyatither financial obligations. In addition, we ynehoose 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 ndedt covenants and minimum capital levels requisedertain regulators and it is possible
will be required to do so in the future. We madecapital contributions to our insurance subsid&iiethe first three months of 2013.

On March 28, 2013, the Company completed the Gdie$59.3 million aggregate principal amount of it§% Debentures for an
aggregate purchase price of $124.8 million . ThieQfas conducted as part of our previously annedrsecurities repurchase program.

Pursuant to the terms of the Offer, holders oftl86 Debentures who tendered their 7.0% Debenpriesto the expiration date,
received, for each $1,000 principal amount of sLi€6 Debentures, a Purchase Price equal to thekuithe average volume weighted
average price of our common stock (as definederQffer) ($11.2393 at the close of trading on M&@h2013) multiplied by 183.5145 ; plus
(i) a fixed cash amount of $61.25 . The final ghase price per $1,000 principal amount of 7.0% Debes is $2,123.82. In addition to the
Purchase Price, holders received accrued and uirgaiést on any 7.0%ebentures that were tendered to, but excludirggsétitiement date
the Offer.

The remaining 7.0% Debentures outstanding will meatin December 30, 2016, unless earlier converteel.7.0% Debentures are not
convertible prior to June 30, 2013, except undaitéid circumstances. Commencing on June 30, 20237.0% Debentures will be convertible
into shares of our common stock at the option efttblder at any time, subject to certain exceptant subject to our right to terminate such
conversion rights under certain circumstancesingdb the sale price of our common stock. If tieéders elect to convert their 7.0%
Debentures upon the occurrence of certain charfgeentrol of CNO or certain other events, we w#l kequired, under certain circumstances,
to increase the conversion rate for such holdeteeo¥.0% Debentures who convert in connection aiith events. Initially, the 7.0%
Debentures will be convertible into 182.1494 skareour common stock for each $1,000 principal amb@f 7.0% Debentures, which is
equivalent to an initial conversion price of appnoately $5.49 per share. The conversion rate igestito adjustment following the occurrence
of certain events (including the payment of divideion our common stock) in accordance with the $esfithe 7.0% Indenture. At March 31,
2013, the conversion rate was 183.8523 sharesrafayumon stock for each $1,000 principal amourit.0¢6 Debentures outstanding.

Commencing on June 30, 2013, we have the righdrtoibate the conversion rights of the holders ef#t0% Debentures by written
notice if the closing price of our common stock eéms above $7.61 (based on the conversion rateaethivB1, 2013) for at least 20 trading
days in the 30 trading day period ending on thdingaday immediately preceding the date of suclcaotf we exercise this right, the holders
of the 7.0% Debentures would receive an aggredapproximately 6.2 million shares of our commoocktupon conversion of the 7.0%
Debentures. We currently expect to exercise sugttt m the third quarter of 2013 to the extentrimaining 7.0% Debentures have not
otherwise been repurchased or converted by theehold
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The Company did not repurchase any shares of iitsramn stock during the quarter ended March 31, 2QdRler its securities
repurchase program. However, the purchase of $6Bli8n aggregate principal amount of our 7.0% Dwtinees in the cash tender offer as
further discussed above was made pursuant to ouriges repurchase program. The Company had rengaiepurchase authority of $225.2
million as of March 31, 2013 . We currently antatip repurchasing an additional $125 million to $&¥ilion of our securities in 2013.

In the first quarter of 2013, dividends declared paid on common stock were $0.02 per common gb&atng $4.4 million .
In the first three months of 2013, we made a mamggirepayment of $1.5 million in an amount equad3% of our common stock
dividend payments, as required under the termsioSenior Secured Credit Agreement. We also madelditional payment of $12.0 million

to cover the remaining portion of the scheduledguly principal payment due under the Senior Sed@redit Agreement.

The scheduled principal payments on our direct@@te obligations are as follows at March 31, 2@idlars in millions):

Year ending March 31, Principal
2014 $ 51.Z
2015 66.7
2016 79.%
2017 75.t
2018 4.2
Thereafter 663.(
$ 939.¢

Mandatory prepayments of the Senior Secured Chegiitement will be required, subject to certain @tioms, in an amount equal to: (i)
100% of the net cash proceeds from certain aske=t sacasualty events; (ii) 100% of the net casitgeds received by the Company or any o
its restricted subsidiaries from certain debt issea; and (iii) 100% of the amount of certain iestd payments made (including any common
stock dividends and share repurchases) as definte iSenior Secured Credit Agreement providedithas of the end of the fiscal quarter
immediately preceding such restricted paymentd#ts to total capitalization ratio is: (x) equalaoless than 22.5% , but greater than 17.5%
the prepayment requirement shall be reduced td3%8;3or (y) equal to or less than 17.5% , the pyepnt 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 A- (stableinfiA.M. Best or (B) the Senior Secured Credit Agreat is rated equal or better than BBB-
(stable) from S&P and Baa3 (stable) by Moody's.

The Senior Secured Credit Agreement requires thegaoy to maintain (each as calculated in accordasitbethe Senior Secured Cre
Agreement): (i) a debt to total capitalization oatif not more than 27.5 percent (such ratio wa8 @ércent at March 31, 2013 ); (ii) an interest
coverage ratio of not less than 2.50 to 1.00 fehealling four quarters (or, if less, the numbéfudl fiscal quarters commencing after the
effective date of the Senior Secured Credit Agregjn@such ratio was 7.51 to 1.00 for the periodezhilarch 31, 2013 ); (iii) an aggregate
ratio of total adjusted capital to company actievel risk-based capital for the Company's insuraudxsidiaries of not less than 250 percent
(such ratio was 366 percent at March 31, 20139;(an) a combined statutory capital and surplustfier Company's insurance subsidiaries of
least $1,300.0 million (combined statutory capéiadl surplus at March 31, 2013 , was $1,814.1 miljio

Under the 6.375% Indenture, the Company can mak&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). Résttipayments do not include cash paid to
purchase our outstanding 7.0% Debentures pursodnétpreviously announced tender offer discusséaib
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The limit of Restricted Payments permitted under@t875% Indenture is the sum of (x) 50% of the Gany's "Net Excess Cash
Flow" (as defined in the 6.375% Indenture) for fieeiod (taken as one accounting period) from JuBOL 2 to the end of the Company's most
recently ended fiscal quarter for which financiatements are available at the time of such Réstrieayment, (y) $175.0 million and (z)
certain other amounts specified in the 6.375% Ithden Based on the provisions set forth in the ®8Tndenture and the Company's Net
Excess Cash Flow for the period from July 1, 20t8ugh March 31, 2013, the Company could have nadddional Restricted Payments
under this 6.375% Indenture covenant of approxilp&246 million as of March 31, 2013 . This limitat on Restricted Payments does not
apply if the Debt to Total Capitalization Ratio @efined in the 6.375% Indenture) as of the lagtafdhe Company's most recently ended
fiscal quarter for which financial statements arailable that immediately precedes the date ofR@stricted Payment, calculated immediately
after giving effect to such Restricted Payment amg related transactions on a pro forma basigjuslgo 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 equéi¢csales price of the underlying
securities. Repurchase agreements involve a sakecofities and an agreement to repurchase theszgudties at a later date at an agreed-
upon price. Such borrowings totaled $29.5 millioarch 31, 2013 . The borrowings mature as foltd22.3 million - within 30 days; and
$7.2 million - between 30 and 90 days. These bdrrgsvwere collateralized by investment securitararily collateralized mortgage
obligations) with fair values approximately equathe loan value. The primary risks associated slithrt-term collateralized borrowings are:
(i) a substantial decline in the market value &f thargined security; and (ii) that a counterparitylve unable to perform under the terms of the
contract or be unwilling to extend such relatecficing in future periods especially if the liquyddr value of the margined security has
declined. Exposure is limited to any depreciationalue of the related securities.

We believe that the existing cash available tohiblding company, the cash flows to be generateu 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 condit 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 March 31, 2013, the amortized cost, gross i@ gains and losses and estimated fair valdixedl maturities, available for sale,

and equity securities were as follows (dollars itlioms):

Gross Gross Estimated
Amortized unrealized unrealized fair
cost gains losses value
Investment grade (a):
Corporate securities $ 13,750.. $ 2,015 $ (27.1) $ 15,738
United States Treasury securities and obligatidrignited
States government corporations and agencies 93.€ 5.2 — 98.¢
States and political subdivisions 1,867. 278. (4.0 2,142.:
Asset-backed securities 961.¢ 67.¢ (2.9 1,027.
Collateralized debt obligations 322.1 10.C — 332.7
Commercial mortgage-backed securities 1,293.. 146.¢ (.5) 1,439.°
Mortgage pass-through securities 16.€ 1.C — 17.€
Collateralized mortgage obligations 1,184.: 100.4 (.4) 1,284.:
Total investment grade fixed maturities, availdblesale 19,490.: 2,625.: (34.9 22,081..
Below-investment grade (a):
Corporate securities 1,201.c 70.€ (6.5) 1,265.¢
States and political subdivisions 15.2 — (.8) 14.t
Asset-backed securities 498.: 40.3 (2.0 537.¢
Collateralized debt obligations 16.1 . (.2) 16.1
Collateralized mortgage obligations 893.7 86.2 (:2) 979.¢
Total below-investment grade fixed maturities, e
for sale 2,624. 197.2 (8.5) 2,813.
Total fixed maturities, available for sale $ 22,1150 $ 2,822 $ (42,9 $ 24,894.!
Equity securities $ 206.C $ 10 $ — % 216.¢

(a) Investment ratings — Investment ratings asggasd the second lowest rating by Nationally Recgd Statistical Rating
Organizations ("NRSROs") (Moody's, S&P or Fitch)jfaot rated by such firms, the rating assigngdhe National Association of
Insurance Commissioners (the "NAIC"). NAIC desigms of "1" or "2" include fixed maturities gen#lyarated investment grade
(rated "Baa3" or higher by Moody's or rated "BBBf"higher by S&P and Fitch). NAIC designations'®fthrough "6" are referred

as below-investment grade (which generally aredréBal" or lower by Moody's or rated "BB+" or lowley S&P and

Fitch). References to investment grade or belovestment grade throughout our consolidated findistédements 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) asastM31, 2013 is as follows (dollars in millions):

Percentage
Estimated of total
NAIC Amortized fair estimated
designation cost value fair value
1 $ 10,396.« $ 11,818.: 47.5%
2 10,391 11,675. 46.€
3 952.¢ 1,013.: 4.1
4 343.2 358.¢ 14
5 28.t 26.1 A
6 3.C 3.C —
$ 22,115.( $ 24,894.! 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 March 31, 2013 (dollars in millians)

Percent of
Gross gross
Percent of unrealized unrealized
Carrying value  fixed maturities losses losses
Energy/pipelines $ 2,645.: 10.6% $ .8 1.9%
Collateralized mortgage obligations 2,263.¢ 9.1 .5 1.1
States and political subdivisions 2,156.¢ 8.7 4.€ 11.1
Utilities 1,929. 7.7 3 7
Insurance 1,653.! 6.€ 85 1.2
Asset-backed securities 1,565.( 6.3 3.4 7.8
Commercial mortgage-backed securities 1,439.° 5.8 3 1.2
Healthcare/pharmaceuticals 1,252.. 5.C 4.1 9.t
Food/beverage 1,131.: 4.5 2.t 5.8
Cable/media 962.1 3.8 7.C 16.2
Banks 916.f 3.7 1.1 215
Real estate/REITs 902.t 3.€ — —
Capital goods 692.¢ 2.8 — —
Transportation 560.¢ 2.3 2 .6
Telecom 512.7 21 2.¢ 6.8
Aerospace/defense 479.1 1.6 — —
Building materials 397.t 1.€ 1.2 3.C
Chemicals 396.¢ 1€ 1.€ 3.7
Metals and mining 393.: 1.€ 2.1 4.9
Collateralized debt obligations 348.¢ 1.4 A 2
Paper 343.1 1.4 A A
Technology 284.¢ 1.1 — —
Brokerage 276. 1.1 — —
Consumer products 243.t 1.C A 3
Other 1,146.t 4.€ 9.C 21.2
Total fixed maturities, available for sale $ 24,894.! 100.(% $ 42.¢ 100.%

Below-1nvestment Grade Securities

At March 31, 2013, the amortized cost of the Comyfmbelow-investment grade fixed maturity secesitivas $2,624.7 million, or 12
percent of the Company's fixed maturity portfolibhe estimated fair value of the below-investmeatg portfolio was $2,813.4 million, or
107 percent of the amortized cost.

Below-investment grade corporate debt securitipealy have different characteristics than investingrade corporate debt
securities. Based on historical performance, fribaof default by the borrower is significantfyreater for below-investment grade corporate
debt securities and in many cases severity ofitossatively greater as such securities are gdlgenasecured and often subordinated to other
indebtedness of the issuer. Also, issuers of béhwestment grade corporate debt securities fretyibave higher levels of debt relative to
investment-grade issuers, hence, all other thiegsgbequal, are generally more sensitive to adversaomic conditions. The Company
attempts to reduce the overall risk related tingstment in below-investment grade securitiesn adl investments, through careful credit
analysis, strict investment policy guidelines, angersification by issuer and/or guarantor andrmuistry.
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Net Realized Investment Gains (Losses)

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

Three months ended

March 31,
2013 2012
Fixed maturity securities, available for sale:
Realized gains on sale $ 16.€ $ 28.7
Realized losses on sale (2.0 (2.3
Impairments:
Total other-than-temporary impairment losses — (.4
Other-than-temporary impairment losses recogniaeatcumulated other
comprehensive income (loss) — —
Net impairment losses recognized — (.4)
Net realized investment gains from fixed maturities 14.€ 26.C
Commercial mortgage loans 7 .5
Impairments of mortgage loans and other investments — (7.5)
Other — 3.6
Net realized investment gains $ 155§ 22.€

During the first three months of 2013 , we recogdinet realized investment gains of $15.3 milli@rhich were comprised of $19.8
million of net gains from the sales of investmegpismarily fixed maturities) with proceeds of $.Blibbn and the decrease in fair value of
certain fixed maturity investments with embeddedwd¢ives of $4.5 million .

During the first three months of 2012 , we recogdinet realized investment gains of $22.9 milli@rhich were comprised of $27.4
million of net gains from the sales of investmepismarily fixed maturities), the increase in faalue of certain fixed maturity investments
with embedded derivatives of $3.4 million , and%million of writedowns of investments for otheathtemporary declines in fair value
recognized through net income.

At March 31, 2013, fixed maturity securities irfaldt or considered nonperforming had an aggregatertized cost of $.4 millioand
carrying value of $.5 million .

During the first three months of 2013 , the $2.0iam of realized losses on sales of $121.3 milladrfixed maturity securities, available
for sale, included: (i) $.5 million of losses reld to the sales of mortgage-backed securitiesaselt-backed securities; and (ii) $1.5 million of
additional losses primarily related to various @ogte securities. Securities are generally soldlass following unforeseen issue-specific
events or conditions or shifts in perceived riskbiese reasons include but are not limited tochHgnges 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.

During the first three months of 2012, the $7.9ioml of other-than-temporary impairments we recdrifeearnings included: (i) $3.2
million of losses related to certain commercial tgage loans; (ii) $3.9 million of losses relatedtuity securities; and (iii) $.8 million of
additional losses following unforeseen issue-sjeeifents or conditions.

During the first three months of 2012, the $2.3ioml of realized losses on sales of $147.6 millddrixed maturity securities, available
for sale, included: (i) $.7 million of losses reld to the sales of mortgage-backed securitiesaaselt-backed securities; and (i) $1.6 million of
additional losses primarily related to various @ogte 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 exoeadview of their underlying
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economic value, or when it is possible to reintlestproceeds to better meet our long-term asdatifjaobjectives, we may sell certain
securities.

We regularly evaluate all of our investments wititealized losses for possible impairment. Ourssssent of whether unrealized los
are "other than temporary" requires significanigjuent. Factors considered include: (i) the extemthich 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 investmemtisig and whether the investment is investment@eadi/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 me
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 af#ddy 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.

The following table sets forth the amortized coed astimated fair value of those fixed maturitegilable for sale, with unrealized
losses at March 31, 2013, by contractual maturtgtual maturities will differ from contractual maities because borrowers may have the
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 $ 156 $ 15.€
Due after one year through five years 53.7 51.Z
Due after five years through ten years 108.4 106.5
Due after ten years 887.% 853.t
Subtotal 1,065. 1,027.(
Structured securities 364.% 359.¢
Total $ 1,429.° $ 1,386.¢

There were no investments in our portfolio ratelblweinvestment grade which have been continuoushn unrealized loss position
exceeding 20 percent of the cost basis at MarcR@G13 .
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The following table summarizes the gross unrealimsdes of our fixed maturity securities, availdiolesale, by category and ratings
category as of March 31, 2013 (dollars in millians)

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

Cable/media $ — % 38 $ 8 % 24 $ 7.C
States and political subdivisions 1.6 2.2 .8 — 4.
Healthcare/pharmaceuticals — 4.1 — — 4.1
Business services — 4.C — — 4.C
Asset-backed securities a5 1.¢ A .9 3.4
Telecom A 2.7 A — 2.¢
Food/beverage 5 2.C — — 2.t
Metals and mining — 2.1 — — 2.1
Chemicals — .8 — 8 1.€
Building materials — A 1.2 — 1.2
Autos — 1.1 — — 1.1
Banks — A 1.C — 1.1
Energy/pipelines — 7 — A .8
Commercial mortgage-backed securities 5 — — — 5
Collateralized mortgage obligations A4 — A — 5
Insurance — 5 — — .5
Finance - other -3 — — — 3
Utilities — 3 — — 3
Transportation — 2 — — 2
Consumer products — 1 — — A
Collateralized debt obligations — — — A A
Paper — A — — A
Other — 3.t A — 3.€

Total fixed maturities, available for sale$ 41 305 $ 4z $ 42 $ 42.¢

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 securdits 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 had been in a continuous
unrealized loss position, at March 31, 2013 (dsliarmillions):

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 $ 45¢ % (1.6 721 % 3.2 % 117.¢  $ (4.9
Corporate securities 777.¢ (25.9) 131.2 (7.9 909.1 (33.6)
Asset-backed securities 183.: (1.2 70.7% (2.2 254.( (3.9
Collateralized debt obligations 14.7 (.2 — — 14.7 (.2
Commercial mortgage-backed
securities 9.1 (:2) 3.7 (.4) 12.¢ (.5
Mortgage pass-through securities . — 1.€ — 1.¢ —
Collateralized mortgage obligations 55.¢ (-4 20.t (:2) 76.4 (.5)
Total fixed maturities, available for
sale $ 1,086.¢ $ (29.9) % 300.C $ (13.9) $ 1,386.f $ (42.9
Equity securities $ — § — § — § — § — § —

Based on management's current assessment of irergstmith unrealized losses at March 31, 20tt& Company believes the issuer
the securities will continue to meet their obligas (or with respect to equity-type securities,ittvestment value will recover to its cost
basis). While we do not have the intent to sallsiéies with unrealized losses and it is not mikely than not that we will be required to sell
securities with unrealized losses prior to theticymated recovery, our intent on an individualggéty may change, based upon market or othe
unforeseen developments. In such instancespgsit recognized from a sale subsequent to admbdreet date due to these unexpected
developments, the loss is recognized in the péniachich we had the intent to sell the securitydoefits anticipated recovery.

Structured Securities

At March 31, 2013 fixed maturity investments inahddstructured securities with an estimated fainealf $5.6 billion (or 23 percent of
all fixed maturity securities). The yield charatttics of structured securities generally diffieisome respects from those of traditional
corporate fixed-income securities or governmentigges. For example, interest and principal pagte®n structured securities may occur
more frequently, often monthly. In many instanses,are subject to the risk that the amount anahgrof principal and interest payments may
vary from expectations. For example, in many cgsaial prepayments may occur at the option efisisuer and prepayment rates are
influenced by a number of factors that cannot tesligted with certainty, including: the relativensiivity of prepayments on the underlying
assets backing the security to changes in inteaess; a variety of economic, geographic and dtetors; the timing, pace and proceeds of
liquidations of defaulted collateral; and varioesurity-specific structural considerations (for mxde, the repayment priority of a given
security in a securitization structure). In adifitithe total amount of payments for non-agenaycsired securities may be affected by change
to cumulative default rates or loss severitiehefrelated 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 March 31, 2013l@de in millions):

Par Amortized Estimated

value cost fair value
Below 4 percent $ 766.¢ $ 7127 $ 735.2
4 percent — 5 percent 892.¢ 850.t 923.:
5 percent — 6 percent 2,726. 2,557.( 2,804.:
6 percent — 7 percent 864.1 806.¢ 897.1
7 percent — 8 percent 143.2 146.7 160.z
8 percent and above 111.¢ 113.C 114.¢
Total structured securities $ 5505t § 5186.L § 5,635.(

The amortized cost and estimated fair value ofcttined securities at March 31, 2013 , summarizetyjpg 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 $ 1,395« % 1,511 6.C%
Planned amortization classes, target amortizalmsses and accretion-directed
securities 674.1 741.¢ 3.C
Commercial mortgage-backed securities 1,293.« 1,439.° 5.8
Asset-backed securities 1,460.; 1,565.( 6.2
Collateralized debt obligations 338.¢ 348.¢ 1.4
Other 24.¢ 28.t A

Total structured securities $ 5186.t $ 5,635.( 22.€%

Pass-throughs, sequentials and equivalent secuniéiee unique prepayment variability charactesstieass-through securities typically
return principal to the holders based on cash paysfeom the underlying mortgage obligations. Sedjaésecurities return principal to tranc
holders in a detailed hierarchy. Planned amoitimatlasses, targeted amortization classes anétamtidirected bonds 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 March 31, 2013, summarized by loan-to-vadti®s (dollars in millions):

Estimated fair value

Carrying Mortgage

Loanto-value ratio (a) value loans Collateral
Less than 60% $ 790t $ 866.. $ 2,280.1
60% to 70% 306.1 323.( 466.1
Greater than 70% to 80% 317.¢ 327.( 431.¢
Greater than 80% to 90% 154.¢ 163.t 184.¢
Greater than 90% 70.€ 63.5 76.2

Total $ 1,639.¢ $ 1,743 % 3,439.

(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

March 31,
2013 2012
Revenues:
Net investment income — policyholder and reinsamounts and other special-
purpose portfolios $ 9t $ 6.1
Fee revenue and other income .8 2
Total revenues 10.2 6.2
Expenses:
Interest expense 5.4 4.C
Other operating expenses A A
Total expenses 5.5 4.1
Income before net realized investment gains (IQsmed income taxes 4.8 2.2
Net realized investment gains (losses) A (.5)
Income before income taxes $ 4¢ $ 1.7

During the first three months of 2013, we recogdinet realized investment gains of $.1 million frtme sales of investments During
the first three months of 2012, net realized investt losses included: (i) $.1 million of net los$@m the sales of investments; and (i) $.4
million of writedowns of investments held by VIES aresult of our intent to sell such investments.
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Supplemental Information on Investments Held by VIES

The following table summarizes the carrying valagthe investments held by the VIEs by categorgfadgdarch 31, 2013 (dollars in
millions):

Percent of
Percent Gross gross
of fixed unrealized unrealized
Carrying value maturities losses losses
Healthcare/pharmaceuticals $ 132.% 13.1% $ A 11.1%
Cable/media 1245 12.¢ A 15.¢
Technology 109.1 10.¢ A 9.¢
Food/beverage 63.€ 6.3 Nl 10.2
Autos 62.t 6.2 — 3.C
Brokerage 59.C 5.8 Nl 9.4
Gaming 40.€ 4.C — 1.¢
Consumer products 40.€ 4.C — 3.7
Insurance 40.2 4.C — —
Retail 29.% 2.9 — 3.t
Aerospace/defense 29.€ 2.8 — —
Entertainment/hotels 29.t 2.9 A 4.4
Building materials 24.¢ 20E —
Energy/pipelines 23.€ 2.3 — 2.3
Capital goods 23.2 2.3 — 3.6
Utilities 22.1 2.2 A 3.8
Real estate/REITs 21.4 2.1 A B8
Metals and mining 19.¢ 2.C — 2
Business services 14.C 1.4 — 2.1
Chemicals 13.¢ 14 — 7
Paper 10.€ 1.C — 3.4
Telecom 8.¢ 9 — —
Textiles 6.1 .6 — 2.C
Transportation 1.7 2 — A
Other 58.1 5.8 — 2.6
Total $ 1,009.¢ 100.% $ .8 100.(%

The following table sets forth the amortized cowd astimated fair value of those investments hglthb VIEs with unrealized losses at
March 31, 2013, by contractual maturity. Actuataorities will differ from contractual maturitie®bause borrowers may have the right to cal
or prepay obligations with or without penalties.

Estimated
Amortized fair
cost value
(Dollars in millions)
Due in one year or less $ 1C $ 1.C
Due after one year through five years 61.1 60.€
Due after five years through ten years 99.¢€ 99.2
Total $ 1617 $ 160.¢
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There were no investments held by the VIEs ratéoMbévestment grade which had been continuousnimunrealized loss position
exceeding 20 percent of the cost basis as of Mat¢cR2013 .

NEW ACCOUNTING STANDARDS

See "Recently Issued Accounting Standards" in tiesto consolidated financial statements for ewdision 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 Anabfsisnancial Condition and
Results of Operations”, included in our Annual Répo Form 10-K for the year ended December 312200here have been no material
changes in the first three months of 2013 to sisks or our management of such risks.

ITEM 4. CONTROLS AND PROCEDURES.

Evaluation of Disclosure Controls and Procedures. CNO's management, under the supervision andthétiparticipation of the Chief
Executive Officer and the Chief Financial Officevaluated the effectiveness of CNO's disclosurératsnand procedures (as defined in Rules
13a-15(e) and 15d-15(e) under the Securities Exgshawt of 1934, as amended). Based on its evaluatie Chief Executive Officer and
Chief Financial Officer concluded that, as of MaBd) 2013 , CNO's disclosure controls and procediwezre effective to ensure that
information required to be disclosed by CNO in mpthat it files or submits under the Securitieslange Act of 1934 is recorded, processec
summarized and reported within the time periodsi§pe in the SEC's rules and forms. Disclosuretauls and procedures are also design
reasonably assure that such information is accuediEnd communicated to our management, includingief Executive Officer and Chief
Financial Officer, as appropriate, to allow timelgcisions regarding required disclosure.

Changesto Internal Control Over Financial Reporting. There were no changes in the Company's inteordta over financial
reporting (as defined in Rule 13a-15(f) under teeusities Exchange Act of 1934) during the threenths ended March 31, 2013 , that have
materially affected, or are reasonably likely totenglly affect, our internal control over finantiaporting.

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 consolidateaicial statements included in Part I, Item 1hig 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 busjriesancial condition or results of operation<GMNO. Refer to "Risk Factors" in our Annual
Report on Form 10-K for the year ended DecembeRB12, 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

Total number of Maximum number (or
shares (or units)  approximate dollar value)
Total number Average price purchased as part ofof shares (or units) that m
of shares (or paid per shar publicly announced yet be purchased under the
Period units) (or unit) plans or programs plans or programs (a)

(dollars in millions)

January 1 through January 31 — 9 — — $ 350.(
February 1 through February 28 215,44! 10.8¢ — 350.(
March 1 through March 31 129,93: 11.45 — 2252 (b)
Total 345,37t 11.1¢ — 225.:

(@) In May 2011, the Company announced a commarediepurchase program of up to $100.0 milliorzébruary 2012, June 2012 and
December 2012, the Company's Board of Directorscuaal, in aggregate, an additional $500.0 milliomepurchase the Company's
outstanding securities.

(b) On March 28, 2013, the Company completed tfier@or $59.3 million aggregate principal amoufiits 7.0% Debentures for an
aggregate purchase price of $124.8 million . ThieiQfas part of our previously announced securiggsirchase program.

ITEM 5. OTHER INFORMATION.

None.
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ITEM 6. EXHIBITS.

12.1

31.1

31.2

32.1

32.2

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

Computation of Ratio of Earnings to Fixed Charges.

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

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

Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamésy@.ct of 2002.
XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase Docute

XBRL Taxonomy Extension Definition Linkbase Docurhen

XBRL Taxonomy Extension Label Linkbase Document.

XBRL Taxonomy Extension Presentation Linkbase Doenin
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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: April 29, 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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CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

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

Year ended
Three months end December 31,
March 31, 2013 2012
Pretax income from operations:
Net income $ 11 $ 221.(
Add income tax expense (benefit) 22.% (65.9)
Pretax income from operations 34.¢ 155.7
Add fixed charges:
Interest expense on corporate debt 15.1 66.2
Interest expense on investment borrowings and bamgs related to variable interest
entities 12.2 48.4
Interest added to policyholder account balances 63.1 260.k
Portion of rental (a) 3.2 14.¢
Fixed charges 93.€ 389.7
Adjusted earnings $ 1282  $ 545.¢
Ratio of earnings to fixed charges 1.37X 1.40X

(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®HLof CNO Financial Group, In

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: April 29, 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®HQLof CNO Financial Group, In

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: April 29, 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 tlee period ending March 31,
2013 as filed with the Securities and Exchange Csion on the date hereof (the "Report”), |, EdwarBonach, Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. Secti®®0, as adopted pursuant to Section 906 of tHeaSas-Oxley 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

April 29, 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 tlee period ending March 31,
2013as filed with the Securities and Exchange Commissiothe date hereof (the "Report"), |, Frederickrawford, Executive Vice Presid
and Chief Financial Officer of the Company, certifyrsuant to 18 U.S.C. Section 1350, as adoptesiipat to Section 906 of the Sarbanes-
Oxley 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.

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

April 29, 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.



