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Form 10-Q

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

For the quarterly period ended June 30, 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 6F)filed all reports required to be filed by Sewcti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans vemjuired to file such reports) and (2)
has been subject to such filing requirements ferghst 90 days: Yes[X] No [ ]
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ITEM 1. FINANCIAL STATEMENTS.

PART | - FINANCIAL INFORMATION

CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

(Dollars in millions)

(unaudited)
ASSETS
June 30, December 31,
2013 2012
Investments:

Fixed maturities, available for sale, at fair va{amortized cost: June 30, 2013 - $22,023.7;
December 31, 2012 - $21,626.8) $ 23,623.( $ 24,614..
Equity securities at fair value (cost: June 30,20%$230.8; December 31, 2012 - $167.1) 241 171.¢
Mortgage loans 1,692.: 1,573.:
Policy loans 269.1 272.C
Trading securities 241.( 266.2
Investments held by variable interest entities 1,087.¢ 814.:
Other invested assets 312.¢ 248.1
Total investments 27,467.. 27,959..
Cash and cash equivalents - unrestricted 280.( 582.t
Cash and cash equivalents held by variable interggtes 210.7 54.2
Accrued investment income 294.¢ 286.2
Present value of future profits 591.¢ 626.(
Deferred acquisition costs 762.1 629.7
Reinsurance receivables 2,838.( 2,927."
Income tax assets, net 931.2 716.¢
Assets held in separate accounts 15.C 14.¢€
Other assets 385.1 334.(
Total assets $ 33,775.t % 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

June 30, December 31,
2013 2012
Liabilities:
Liabilities for insurance products:
Interest-sensitive products $ 12,784.: $ 12,893.:
Traditional products 10,834 11,196..
Claims payable and other policyholder funds 1,006.¢ 985.1
Liabilities related to separate accounts 15.C 14.¢
Other liabilities 626.¢ 570.€
Investment borrowings 1,878.( 1,650.¢
Borrowings related to variable interest entities 1,143.° 767.C
Notes payable — direct corporate obligations 905.7 1,004.:
Total liabilities 29,194.. 29,082.:
Commitments and Contingencies
Shareholders' equity:
Common stock ($0.01 par value, 8,000,000,000 starémrized, shares issued and outstanding:
June 30, 2013 - 219,378,666; December 31, 2012;502,371) 2.2 2.2
Additional paid-in capital 4,128.: 4,174,
Accumulated other comprehensive income 698.1 1,197
Accumulated deficit (247.)) (325.0)
Total shareholders' equity 4,581 5,049.:
Total liabilities and shareholders' equity $ 33,775.L ' $ 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)

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Revenues:
Insurance policy income $ 691.: 694.t $ 1,382 $ 1,381.:
Net investment income (loss):
General account assets 348.¢ 351.1 700.7% 696.:
Policyholder and reinsurer accounts and other apeci
purpose portfolios 31.¢ (7.9 109.t 48.2
Realized investment gains (losses):
Net realized investment gains, excluding impairment
losses 3.8 35.4 19.1 66.2
Other-than-temporary impairment losses:
Total other-than-temporary impairment losses (.6) (3.5 (.6) (11.9
Portion of other-than-temporary impairment losses
recognized in accumulated other comprehensive iect = = = =
Net impairment losses recognized (.6) (3.5 (.6) (11.9
Total realized gains 3.2 31.€ 18.t 54.¢
Fee revenue and other income 6.4 4.5 12.€ 8.4
Total revenues 1,081.t 1,065.( 2,224 2,188.¢
Benefits and expenses:
Insurance policy benefits 673.2 689.7 1,427.: 1,378."
Interest expense 26.€ 28.7 54.2 57.t
Amortization 79.2 68.2 158.t 154.¢
Loss on extinguishment of debt 7.7 5 65.4 7
Other operating costs and expenses 179.¢ 173.: 369.4 400.:
Total benefits and expenses 966.¢ 960.5 2,074.¢ 1,992.:
Income before income taxes 114.7 104.t 149.¢ 196.¢
Income tax expense (benefit):
Income tax expense on period income 42.¢€ 38.¢ 75.¢ 72.C
Valuation allowance for deferred tax assets (5.0 — (15.5 —
Net income $ 77.1 65.7 $ 89.C $ 124.¢
Earnings per common share:
Basic:
Weighted average shares outstanding 220,498,00 237,289,00 221,290,00 239,092,00
Net income $ .35 28 % AC 3 52
Diluted:
Weighted average shares outstanding 230,893,00 293,475,00 237,180,00 295,409,00
Net income $ .34 24 3% 38 3 A5

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

Six months ended

June 30, June 30,
2013 2012 2013 2012
Net income $ 771 $ 65.7 $ 89.C $ 124.¢
Other comprehensive income, before tax:
Unrealized gains (losses) for the period (1,179.) 511.t (1,363.() 563.¢
Amortization of present value of future profits aseferred
acquisition costs 113.¢ (56.2) 134.1 (76.2)
Amount related to premium deficiencies assumingntte
unrealized gains had been realized 342.7 (143.9 478.( (113.))
Reclassification adjustments:
For net realized investment gains included in nevime (8.9 (31.0 (23.7) (52.¢)
For amortization of the present value of futurefipga@and
deferred acquisition costs related to net realingdstment
gains included in net income A4 3.1 1.2 4.2
Unrealized gains (losses) on investments (732.]) 284.( (773.9 325.7
Change related to deferred compensation plan 1.4 .8 2.4 1.€
Other comprehensive income (loss) before tax (730.7) 284.¢ (771.0 327.c
Income tax (expense) benefit related to items ofiawlated
other comprehensive income 258.1 (102.0 271.7 (118.7)
Other comprehensive income (loss), net of tax (472.¢) 182.¢ (499.9 209.2
Comprehensive income (I0ss) $ (3955 $ 248.5  $ (4109 $ 334.(

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 — — 124.¢ 124.¢

Change in unrealized appreciation

(depreciation) of investments (net of applical

income tax expense of $115.9) — 205.2 — 205.2

Change in noncredit component of impairment

losses on fixed maturities, available for sale

of applicable income tax expense of $2.2) — 4.C — 4.C

Cost of shares acquired (58.2) — — (58.2)

Dividends on common stock — — 4.7 4.7

Stock options, restricted stock and performa

units 8.2 — — 8.2
Balance, June 30, 2012 $ 43147 % 990.6 $ (412.00 $ 4,893.:
Balance, December 31, 2012 $ 4,176¢ $ 1,197 $ (325.00 $ 5,049.:

Net income — — 89.( 89.C

Change in unrealized appreciation

(depreciation) of investments (net of applicable

income tax benefit of $270.9) — (497.9 — (497.9)

Change in noncredit component of impairme

losses on fixed maturities, available for sale

of applicable income tax benefit of $.8) — (2.9 — (1.4

Extinguishment of beneficial conversion feat

related to the repurchase of convertible

debentures (12.6¢) — — (12.¢)

Cost of shares acquired (50.0 — — (50.0

Dividends on common stock — — (11.7 (11.7

Stock options, restricted stock and performa

units 16.1 — — 16.1
Balance, June 30, 2013 $ 4,130« $ 698.1 $ (247.) $ 4,581.

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)
Six months ended
June 30,
2013 2012
Cash flows from operating activities:
Insurance policy income $ 1,230.: $ 1,216.¢
Net investment income 685.1 660.(
Fee revenue and other income 12.¢ 8.4
Insurance policy benefits (1,070.) (1,108.9)
Interest expense (48.9) (52.€)
Deferrable policy acquisition costs (107.9) (94.7)
Other operating costs (409.)) (385.6)
Taxes (2.9 4.3
Net cash provided by operating activities 289.¢ 239.(
Cash flows from investing activities:
Sales of investments 943.% 1,332.:
Maturities and redemptions of investments 1,335.C 824.k
Purchases of investments (2,992.9) (2,614.%)
Net sales of trading securities 25.% 29.2
Change in cash and cash equivalents held by variaterest entities (156.5) (14.2)
Other (10.6) (16.7)
Net cash used by investing activities (855.¢) (459.5
Cash flows from financing activities:
Payments on notes payable (201.9 (81.9)
Expenses related to extinguishment of debt (61.3) —
Amount paid to extinguish the beneficial converdieature associated with repurchase of convertibl®Entures (12.€) —
Issuance of common stock 12.7 1.C
Payments to repurchase common stock (50.0 (58.2)
Common stock dividends paid (11.7) 4.7)
Amounts received for deposit products 634.( 674.4
Withdrawals from deposit products (749.9 (814.9
Issuance of investment borrowings:
Federal Home Loan Bank 400.( —
Related to variable interest entities 376.: 246.¢
Payments on investment borrowings:
Federal Home Loan Bank (200.9) —
Related to variable interest entities and other (.2) (.6)
Investment borrowings - repurchase agreements, net 27.€ 12.C
Net cash provided (used) by financing activities 263.¢ (25.9)
Net decrease in cash and cash equivalents (302.5 (245.9
Cash and cash equivalents, beginning of period 582.t 436.(
Cash and cash equivalents, end of period $ 280.C % 190.2

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, Ind& tCompany", "we", "us", and "ot
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 pre-retiree and retireddieithcome American markets, which we believe dmaetive, underserved, high
growth markets. We sell our products through thilis&ibution channels: career agents, indepengeaucers (some of whom sell one or
more of our product lines exclusively) and directrketing.

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 anrr 10-Q, we have condensed or
omitted certain information and disclosures norgnadtluded in financial statements prepared in ed&oce with accounting principles
generally accepted in the United States of AmgtiGRAAP"). We have reclassified certain amountsfrithe prior periods to conform to the
2013 presentation. These reclassifications hawefflect 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, preseatehhhas been derived from the audited finarstatkements at that date but does
not include all of the information and footnoteguiged by 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, ligdé for insurance products, liabilities
related to litigation and guaranty fund assessraecttuals. If our future experience differs fromagl estimates and assumptions, our fina
statements would be materially affected.

The accompanying financial statements include toeants of the Company and its subsidiaries. Onsalidated financial statements
exclude transactions between us and our consdliddfitiates, or among our consolidated affiliates.

OUT-OF-PERIOD ADJUSTMENT

We recorded the net effect of an out-of-period siluent which increased our insurance policy benéfit$6.7 million , increased
amortization expense by $2.5 million , decreasgasgense by $3.2 million and decreased our nehiecby $6.0 million (or 3 cent s per
diluted share) in the six months ended June 303 20dne of which was recognized in the second quaift2013). We evaluated this error
taking into account both qualitative and quantiafiactors and considered the impact of this erroelation to the 2013 period, as well as the
materiality to the periods in which they originat&the impact of correcting this error in prior ygaras not significant to any individual
period. Management believes this error is immaltésithe consolidated financial statements angm@liously issued 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 stalbe recognized as net investment income (class#s investment income from
policyholder and reinsurer accounts and other apgcirpose portfolios)).

Our trading securities include: (i) investmentsghaised with the intent of selling in the near téorgenerate income on price changes;
and (ii) investments supporting certain insurameilities (including investments backing the margeategies of our multibucket annuity
products) and certain reinsurance agreements. fdmgge in fair value of these securities is recagmhin 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 recognizedafized investment gains (losses). Our
trading securities totaled $241.0 million and $26illion at June 30, 2013 and December 31, 2G&8pectively.

Accumulated other comprehensive income is primadgnprised of the net effect of unrealized apptewia(depreciation) on our
investments. These amounts, included in sharetsdleguity as of June 30, 2013 and December 32, 2@kre as follows (dollars in
millions):

June 30, December 31,
2013 2012

Net unrealized appreciation (depreciation) on firgaturity securities, available for sale, on which
other-than-temporary impairment loss has been rézed $ 75 $ 9.8
Net unrealized gains on all other investments 1,602.: 2,986.!
Adjustment to present value of future profits (a) (176.5) (293.0
Adjustment to deferred acquisition costs (320.)) (452.9
Adjustment to insurance liabilities (25.9) (489.9)
Unrecognized net loss related to deferred compiemsplan (5.5 (7.9
Deferred income tax liabilities (383.6) (655.9)
Accumulated other comprehensive income $ 698.1 $ 1,197.

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

At June 30, 2013, adjustments to the present \a&l@gture profits, deferred acquisition costs uirece liabilities and deferred tax
assets included $(151.4) million , $(146.8) millig®(25.8) million and $116.6 millionrespectively, 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
of 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 June 30, 2013, the amortized cost, gross uizezghbains and losses, estimated fair value, dtfer-temporary impairments in
accumulated other comprehensive income of fixeduritegs, available for sale, were as follows (dala millions):

Other-than-
temporary
impairments
included in
accumulated
Gross Gross other
Amortized unrealized unrealized Estimated comprehensive
cost gains losses fair value income
Corporate securities $ 14,952.¢ $ 1,294, $ (1439 $ 16,1038 $ =
United States Treasury securities and obligatidns o
United States government corporations and agencies  127.¢ 3.€ (.4) 131.1 —
States and political subdivisions 1,945.( 162.¢ (20.6) 2,087.: —
Asset-backed securities 1,389.( 79.1 (12.79) 1,455. —
Collateralized debt obligations 319. 9.2 (-8 327.¢ —
Commercial mortgage-backed securities 1,302.¢ 101.¢ (6.7) 1,397 —
Mortgage pass-through securities 14.¢ .8 — 15.€ —
Collateralized mortgage obligations 1,972.: 135.( (2.9 2,104. (4.9
Total fixed maturities, available for sale $ 22023 $ 1,786 $ (1879 $ 23,623 $ (4.9

The following table sets forth the amortized caosd astimated fair value of fixed maturities, aviiéafor sale, at June 30, 2013, by
contractual maturity. Actual maturities will differom contractual maturities because certain eers may have the right to call or prepay
obligations with or without penalties. In additj@tructured securities (such as asset-backedisesucollateralized 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 $ 246.1 % 250.1
Due after one year through five years 1,823.( 1,974.¢
Due after five years through ten years 4,131. 4,468.
Due after ten years 10,825.: 11,628.1
Subtotal 17,025 18,322..
Structured securities 4,998.( 5,300.¢
Total fixed maturities, available for sale $ 22,023° $§ 23,623

Net Realized Investment Gains (Losses)

During the first six months of 2013 , we recognired realized investment gains of $18.5 millionhjel were comprised of $29.6
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 embeddedwddives of $10.5 million and $.6 million of wrilewns of investments for other than
temporary declines in fair value recognized thronghincome.

During the first six months of 2012 , we recognired realized investment gains of $54.8 millionhjel were comprised of $61.2
million of net gains from the sales of investmegpismarily fixed maturities) with proceeds of $bBlion , the

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

increase in fair value of certain fixed maturity@stments with embedded derivatives of $5.0 milliand $11.4 million of writedowns of
investments for other than temporary declinesiindaue recognized through net income.

At June 30, 2013, fixed maturity securities inaldf or considered nonperforming had an aggregat@tized cost of $.4 million and a
carrying value of $.5 million .

Our fixed maturity investments are generally pusgthin the context of various long-term strategimduding funding insurance
liabilities, so we do not generally seek to gereesdiiort-term realized gains through the purchadesale of such securities. In certain
circumstances, including those in which securitiesselling at prices which exceed our view ofrthederlying economic value, or when it is
possible to reinvest the proceeds to better medbag-term asset-liability objectives, we may smttain securities.

During the six months ended June 30, 2013 , we$b#d..3 million of fixed maturity investments whioksulted in gross investment
losses (before income taxes) of $3.4 million . &k securities at a loss for a number of reasecisding, but not limited to: (i) changes in
the investment environment; (i) expectation tiinat tnarket value could deteriorate further; (iiisisle to reduce our exposure to an asset class
an issuer or an industry; (iv) prospective or acthanges in credit quality; or (v) changes in etpd cash flows.

We regularly evaluate all of our investments witliealized losses for possible impairment. Ourssssent of whether unrealized
losses are "other than temporary" requires sigamifigudgment. Factors considered include: (i)ekient to which fair value is less than the
cost basis; (ii) the length of time that the faatue has been less than cost; (iii) whether thealized loss is event driven, credit-driven or a
result of changes in market interest rates orpigknium; (iv) the near-term prospects for speafients, developments or circumstances
likely to affect the value of the investment; (ligtinvestment's rating and whether the investngeimviestment-grade and/or has been
downgraded since its purchase; (vi) whether theeisis current on all payments in accordance vhighcontractual terms of the investment
and is expected to meet all of its obligations urte terms of the investment; (vii) whether wesird to sell the investment or it is more lik
than not that circumstances will require us to $elinvestment before recovery occurs; (viii) timelerlying current and prospective asset and
enterprise values of the issuer and the extenhiohathe recoverability of the carrying value of davestment may be affected by changes in
such values; (ix) projections of, and unfavoralilanges in, cash flows on structured securitiesiding mortgage-backed and asset-backed
securities; (x) our best estimate of the valuenyf eollateral; and (xi) other objective and subjexfactors.

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

Impairment losses on equity securities are receghiiz net income. The manner in which impairmessés on fixed maturity
securities, available for sale, are recognizethénfinancial statements is dependent on the factcmcumstances related to the specific
security. If we intend to sell a security or in®re likely than not that we would be requiredédl a security before the recovery of its
amortized cost, the security is other-than-temglgrampaired and the full amount of the impairméntecognized as a loss through
earnings. If we do not expect to recover the airexitcost basis, we do not plan to sell the seguaitd if it is not more likely than not that "
would be required to sell a security before th@vecy of its amortized cost, less any current gkdedit loss, the recognition of the other-
than-temporary impairment is bifurcated. We reépghe credit loss portion in net income and tbheanedit loss portion in accumulated
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 flowlseofecurity. 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 aactgral support, including excess spread,
subordination and guarantees. For corporate baadb, flow estimates are derived from scenario<hastcomes of expected corporate
restructurings or the disposition of assets usmmpspecific 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
June 30, 2013, other-than-temporary impairmertisided in accumulated other comprehensive incon$t & million (before taxes and
related amortization) related to structured seeit

The following table summarizes the amount of créxises recognized in earnings on fixed maturitpgges, available for sale, held
at the beginning of the period, for which a portafrihe other-than-temporary impairment was alsogaized in accumulated other
comprehensive income for the three and six montds@ June 30, 2013 and 2012 (dollars in millions):

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012

Credit losses on fixed maturity securities, avdédbr

sale, beginning of period $ 1.5 $ 1.9 $ 1.6¢) $ (2.0)
Add: credit losses on other-than-temporary
impairments not previously recognized — — — —

Less: credit losses on securities sold — 2 i .3

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

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

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

Credit losses on fixed maturity securities, avaddbr
sale, end of period $ 15 $ @7 $ 15 $ .7

(&) 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 aasost period and within acceptable parameters alfitgand risk, investment incon
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 unrealieedes and fair values of our investments wittealized losses that are not dee
to be other-than-temporarily impaired, aggregatethizestment category and length of time that ssesturities have been in a continuous
unrealized loss position, at June 30, 2013 (doitarsillions):

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of securities value losses value losses value losses
United States Treasury securities ar
obligations of United States
government corporations and agenc $ 24.C % (4) $ — 3 — 3 24C $ (.4)
States and political subdivisions 276.t % (14.0 63.4 (6.€) 340.2 (20.6)
Corporate securities 2,388.: (135.9) 71.7 (7.9 2,459.¢ (143.9)
Asset-backed securities 297.: (10.€) 42.F (2. 339.¢ (12.9)
Collateralized debt obligations 46.5 (-8) — — 46.5 (-8)
Commercial mortgage-backed
securities 107.C (6.9 3 (-3 110.: (6.7)
Mortgage pass-through securities 1.6 — 1.8 — 3.6 —
Collateralized mortgage obligations 151.2 (2.8 2.8 — 154.( (2.9
Total fixed maturities, available fc
sale $ 3,292.¢ % (1705 $ 185 $ (16.9 $ 3,478.1 $ (187.9)
Equity securities $ 317 % 13 $ — 8 — $ 317 % 1.3

The following table summarizes the gross unreallasges and fair values of our investments wittealized losses that are not deel
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.: % (2.9 68.7 $ (34 $ 117.C  $ (5.9)
Corporate securities 338.1 (11.2) 174.t (9.0 512.¢ (20.2)
Asset-backed securities 4175 (-3 111.¢ (4.9 153.: (5.2
Collateralized debt obligations 19.¢ (.4) 32.t (.6) 51.¢ (1.0
Commercial mortgage-backed
securities 4.€ (.1 6.2 (:5) 11.1 (-6)
Mortgage pass-through securities — — 1.¢ — 1.¢ —
Collateralized mortgage obligations 27.C (.9) 33.¢ (-3 60.¢ (.7
Total fixed maturities, available for
sale $ 479..  $ (14.2) $ 429.2 % (18.7) $ 908.t $ (32.9
Equity securities $ 17.¢ % 1.6 $ — % —  $ 17.¢ $ (1.6

Based on management's current assessment of irergstmith unrealized losses at June 30, 2013 Ctmpany believes the issuers of
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 sefusigies with unrealized losses and it is not mikely than not that we will be required to sell
securities with unrealized losses prior to theticmated recovery, our intent on an individualiggty may change, based upon market or ¢
unforeseen developments. In such instancespgsit recognized from a sale subsequent to admbtireet date due to these unexpected
developments, the loss is recognized in the péniachich 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 Six months ended
June 30, June 30,
2013 2012 2013 2012
Net income for basic earnings per share $ 771 $ 65.7 $ 89.C $ 124.¢
Add: interest expense on 7.0% Convertible Senwvdhtures due
2016 (the "7.0% Debentures"), net of income taxes 4 3.7 1.€ 7.4
Net income for diluted earnings per share $ 775 $ 69.4 $ 90.6 $ 132.2
Shares:
Weighted average shares outstanding for basicreggmier share 220,49t 237,28 221,29( 239,09:
Effect of dilutive securities on weighted averabares:
7% Debentures 5,692 53,371 11,14: 53,37:
Stock options, restricted stock and performancesuni 2,412 2,367 2,62( 2,47¢
Warrants 2,291 442 2,12¢ 47C
Dilutive potential common shares 10,39t 56,18¢ 15,89( 56,31%
Weighted average shares outstanding for dilutecimgs per shar 230,89 293,47 237,18( 295,40¢

Basic earnings per common share is computed bygidiyinet income by the weighted average numbeowincon shares outstanding
for the period. Restricted shares (including cenfgrmance units) are not included in basic easpey share until vested. Diluted earnings
per share reflect the potential dilution that contdur if outstanding stock options and warrantsevexercised and restricted stock was
vested. The dilution from options, warrants arstrieted shares is calculated using the treasogkshethod. Under this method, we assume
the proceeds from the exercise of the options aardants (or the unrecognized compensation expeitseagpect to restricted stock and
performance units) will be used to purchase shairesir common stock at the average market pricenduhe period, reducing the dilutive
effect of the exercise of the options and warrémtshe vesting of the restricted stock and perforoe units). Initially, the 7.0% Debentures
were convertible into 182.1494 shares of our comstock for each $1,000 principal amount of 7.0%&wures, which is equivalent to an
initial conversion price of approximately $5.49 gbhiare. The conversion rate is subject to adjustfiodawing the occurrence of certain
events (including the payment of dividends on emmon stock) in accordance with the terms of aefare dated as of October 16, 2009
(the "7.0% Indenture"). At June 30, 2013, the @raion rate was 184.3127 shares of our common $to@&ach $1,000 principal amount of
7.0% Debentures outstanding. On July 1, 2013, ttragainy issued a conversion right termination naticeolders of the 7.0% Debentures as
further discussed in the note to the consolidaiteghtial statements entitled "Notes Payable - Di@mrporate Obligations”.

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 nizedanvestment gains (losses), fair value chamgesnbedded derivative
liabilities (net of related amortization), equity@arnings of certain non-strategic investmentseamdings attributable to non-controlling
interests and loss on extinguishment of debt becawsbelieve that this performance measure istariatlicator of the ongoing business and
trends in our business. Our primary investmenagde on investment income to
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support our liabilities for insurance products ppased to the generation of realized investmemsggdsses), and a long-term focus is
necessary to maintain profitability over the lifietloe business.

Net realized investment gains (losses), fair vah@nges in embedded derivative liabilities (netetdted amortization), equity in
earnings of certain non-strategic investments amdiegs attributable to non-controlling interegts $oss on extinguishment of debt depend
on market conditions and do not necessarily retatbe underlying business of our segments. N#izedl investment gains (losses) and fair
value changes in embedded derivative liabilitiest 6f related amortization) may affect future eagsilevels since our underlying business is
long-term in nature and changes in our investmertfgio may impact our ability to earn the assunt@drest rates needed to maintain the
profitability of our business.

Operating information by segment was as followdléle in millions):



Revenues:
Bankers Life:
Insurance policy income:
Annuities
Health
Life
Net investment income (a)
Fee revenue and other income (a)
Total Bankers Life revenues
Washington National:
Insurance policy income:
Health
Life
Net investment income (a)
Fee revenue and other income (a)
Total Washington National revenues
Colonial Penn:
Insurance policy income:
Health
Life
Net investment income (a)
Fee revenue and other income (a)
Total Colonial Penn revenues
Other CNO Business:
Insurance policy income:
Annuities
Health
Life
Net investment income (a)
Total Other CNO Business revenues
Corporate operations:
Net investment income
Fee and other income
Total corporate revenues
Total revenues

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012

$ 8€ $ 7.5 165 $ 15.1
334.1 341. 666.7 675.5
76.4 69.7 153.¢ 134.¢
226.¢ 185.¢ 488.: 420.
4.C .3 7.7 6.2
649.7 607.¢ 1,333.: 1,252.;
145.¢ 143.¢ 290.¢ 287.(
3.€ 3.7 7.4 8.C
51.z 51.C 103.c 101.C
2 3 A4 5
200.7 198.¢ 402.( 396.5
1.1 .3 2.2 2.7
56.¢ 58 112.7 105.3
9.¢ 10.Z 19.¢ 20.z
2 2 A4 A4
68.1 65.C 135.1 128.¢
1.8 315 3.7 6.2
6.1 6.4 12.2 13.1
57.1 63.7 116.2 133.C
80.€ 79.¢ 170.: 172t
145.¢ 153. 302.t 325.1
4L 7.2 14.€ 30.4
1t 7 3.2 .3
6.C 7.6 17.€ 31.7
1,070.: 1,033.: 2,190.! 2,134.:

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

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Expenses:
Bankers Life:
Insurance policy benefits $ 4341 % 396.7 904.¢ $ 817.¢
Amortization 457 50.t 100.z 107.¢
Interest expense on investment borrowings 1.7 1.4 3.1 2.8
Other operating costs and expenses 89.1 83.2 184.( 177.¢
Total Bankers Life expenses 570.€ 531.¢ 1,191.¢ 1,105.¢
Washington National:
Insurance policy benefits 117.: 113.% 235.€ 229.¢
Amortization 13.C 10.¢ 26.7 23.t
Interest expense on investment borrowings 85 .8 1.C 1.t
Other operating costs and expenses 38.1 39.7 77.5 83.k
Total Washington National expenses 168.¢ 165.( 340.¢ 337.¢
Colonial Penn:
Insurance policy benefits 41.2 39.€ 84.2 81.7
Amortization 3.7 3. 7.4 7.€
Other operating costs and expenses 22.C 20.€ 471 48.F
Total Colonial Penn expenses 66.¢ 64.4 139.C 137.¢
Other CNO Business:
Insurance policy benefits 109.€ 122.( 235.( 243.¢
Amortization 5.¢ 7.1 11t 14.¢
Interest expense on investment borrowings 4.8 5.C 9.€ 10.1
Other operating costs and expenses 22.7 17.4 40.2 56.€
Total Other CNO Business expenses 143.( 151.t 296.: 325.t
Corporate operations:
Interest expense on corporate debt 13.1 16.€ 28.2 34.1
Interest expense on borrowings of variable intezasties — 4.7 — 8.7
Interest expense on investment borrowings — 2 A 3
Other operating costs and expenses 3.€ 12.1 12.: 33.¢
Total corporate expenses 16.7 33.€ 40.€ 76.7
Total expenses 966.1 946.: 2,008.¢ 1,983.
Income (loss) before net realized investment gdgsses), fair value
changes in embedded derivative liabilities (natetdted amortization),
equity in earnings of certain non-strategic invesita and earnings
_attributable to norzontrolling interests, loss on extinguishment dftdend
income taxes:
Bankers Life 79.1 76.1 141.2 146.¢
Washington National 31.¢ 33.¢ 61.2 58.€
Colonial Penn 1.2 .6 (4.2) (9.2
Other CNO Business 2.€ 1.¢ 6.2 (.4)
Corporate operations (20.7) (25.7) (22.¢) (45.0
Income before net realized investment gains (I9s&s 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 taxe$ 104.C $ 86.¢ 181¢ $ 150.¢




(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{inliars in millions):

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012

Total segment revenues $ 1,070.. $ 1,033.. $ 2,190 $ 2,134.:
Net realized investment gains 3.2 31.¢ 18.t 54.¢
Revenues related to certain non-strategic invessramd earnings
attributable to non-controlling interests 8.2 — 15.1 —

Consolidated revenues $ 1,081 $ 1,065.C $ 2,224 % 2,188.¢
Total segment expenses $ 966.1 $ 946.: $ 2,008.¢ $ 1,983.t
Insurance policy benefits - fair value changesmibedded derivativ
liabilities (29.0 17.7 (32.] 6.1
Amortization related to fair value changes in emtmetiderivative
liabilities 10.t (7.2 11.5 (2.9
Amortization related to net realized investmenngai 4 3.1 1.2 4.2
Expenses related to certain non-strategic invessraamd earnings
attributable to non-controlling interests 11.1 — 19.€ —
Loss on extinguishment of debt 7.7 5 65.4 7

Consolidated expenses $ 966.¢ $ 960.t $ 2,074.¢ $ 1,992.:

ACCOUNTING FOR DERIVATIVES

Our fixed index annuity products provide a guaradtminimum rate of return and a higher potentialrrethat is based on a percent
(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 tbtdhange the participation rate at the
beginning of each index period during a policy ysaibject to contractual minimums. We typicallytoall options (including call spreads)
referenced to the applicable indices in an efforffset or hedge potential increases to policyboliEnefits resulting from increases in the
particular index to which the policy's return 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-purpasilas). Net investment gains (losses)
related to fixed index products were $75.9 millard $18.0 million in the six months ended June2B03 and 2012 , respectively. These
amounts were substantially offset by a correspandirange to insurance policy benefits. The estéchédir value of these options wék14.1
million and $54.4 million at June 30, 2013 and Deber 31, 2012 , respectively. We classify thes&iments 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 embddufetions related to the policies. These accogmriguirements often create volatility in
the earnings from these products. We record thagés in the fair values of the embedded derivaiivearnings as a component of
insurance policy benefits. The fair value of thdsevatives, which are classified as "liabilitfes interest-sensitive products", was $796.3
million at June 30, 2013 and $734.0 million at Daber 31, 2012 . We recognized an increase (redydiboearnings of $18.5 million and
$(10.6) million in the second quarters of 2013 2ad2 , respectively, and $20.6 million and $(3.M)iom in the first six months of 2013 and
2012 , respectively, from the volatility causedtbg accounting requirements to record embeddedroptit fair value.

If the counterparties for the call options we hfaldl to meet their obligations, we may have to ggtiee a loss. We limit our exposure
to such a loss by diversifying among several capaities believed to be strong and creditworthy.Jéne 30, 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 coetaiedded derivatives. Such derivatives had amatstd fair value of $2.6 million
and $5.5 million at June 30, 2013 and DecembeRB12 , respectively. We record the change indirevhlue 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 fpaiicyholder and reinsurer accounts
and other special-purpose portfolios). The changmlue of these trading securities offsets thengfe in value of the embedded derivatives.

We purchase certain fixed maturity securities timattain embedded derivatives that are requiree toifarcated from the instrument
and held at fair value on the consolidated balahet. For certain of these securities, we hawtezlghe fair value option to carry the entire
security at fair value with changes in fair valeported in net income for operational ease. Suctrrigies totaled $176.6 million and $196.6
million at June 30, 2013 and December 31, 2018peetively.

REINSURANCE

The cost of reinsurance ceded totaled $55.1 miblioth $59.3 million in the second quarters of 20082012 , respectively, ai%107.1
million and $116.5 million in the first six montlke$ 2013 and 2012 , respectively. We deduct thi$ from insurance policy
income. Reinsurance recoveries netted againstansa policy benefits totaled $39.1 million and $54illion in the second quarters of 2013
and 2012 , respectively, and $92.7 million and $818illion in the first six months of 2013 and 201l2spectively.

From time-to-time, we assume insurance from otberganies. Any costs associated with the assumpfiorsurance are amortized
consistent with the method used to amortize dedessgjuisition costs. Reinsurance premiums asstotaéd $15.4 million and $22.9
million in the second quarters of 2013 and 20Xk&spectively, and $29.1 million and $38.8 milliorthre first six months of 2013 and 2012 ,
respectively. Reinsurance premiums included ansoasgumed pursuant to marketing and quota-shaezeragnts with Coventry Health Care
("Coventry") of $10.8 million and $17.7 million the second quarters of 2013 and 2012 , respectiaaty$19.7 million and $28.5 million in
the first six months of 2013 and 2012 , respecyivel

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 reportethensame period as the related item. The loss imgexshment of debt of $7.7 million and
$65.4 million in the three and six months endeceJ8® 2013, respectively, was treated as a dési@esh. The components of income tax
expense were as follows (dollars in millions):

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Current tax expense $ 27 % 34 % 54 % 6.7
Deferred tax expense 40.¢ 35.4 71.¢ 65.2
Income tax expense calculated based
estimated annual effective tax rate 43.F 38.¢ 77.2 72.C
Income tax benefit on discrete items:
Valuation allowance reduction
applicable to utilization of capital loss
carryforwards (5.0 — (15.9 —
Deferred tax benefit related to loss on
extinguishment of debt (.9 — (1.9 —
Total income tax expense $ 37 $ 38.6 $ 60.2 $ 72.C

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

Six months ended

June 30,
2013 2012
U.S. statutory corporate rate 35.C% 35.(%
Non-taxable income and nondeductible expenses, net (-5 i
State taxes 1.4 .9
Estimated annual effective tax rate 35.£ % 36.6%
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The components of the Company's income tax assdtBadilities were as follows (dollars in millions

June 30, December 31,
2013 2012
Deferred tax assets:
Net federal operating loss carryforwards $ 1,270.. $ 1,330.:
Net state operating loss carryforwards 16.1 16.2
Tax credits 43.€ 39.2
Capital loss carryforwards 280.7 296.2
Deductible temporary differences:
Insurance liabilities 746.¢ 746.:
Other 61.C 86.(
Gross deferred tax assets 2,418 2,514.:
Deferred tax liabilities:
Investments (21.5) (24.7
Present value of future profits and deferred actijpiscosts (302.5) (325.7)
Accumulated other comprehensive income (383.¢) (655.9)
Gross deferred tax liabilities (707.6) (1,004.¢)
Net deferred tax assets before valuation allowance 1,710.¢ 1,509.!
Valuation allowance (751.9) (766.9)
Net deferred tax assets 959.t 742.¢
Current income taxes accrued (28.9) (25.7)
$ 931z $ 716.¢

Income tax assets, net

Our income tax expense includes deferred incomestaxising from temporary differences between itential reporting and tax ba:
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 mpibly years in which temporary differences arecetgd to be recovered or paid. The
effect of a change in tax rates on deferred tagtasmnd liabilities is recognized in earnings ia preriod when 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 esagll not be realized. In assessing the needfealuation allowance, all available evidence,
both positive and negative, shall be consideretktermine whether, based on the weight of thateswd, a valuation allowance for deferred
tax assets is needed. This assessment requiréicsignhjudgment 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, includimgnolepth review in the third quarter of each yi@azonjunction with our annual financial
planning process. The realization of our defereedassets depends upon generating sufficient ftaxedble income during the periods in
which our temporary differences become deductibhttzefore our capital loss carryforwards and NOisire.

In the first six months of 2013 , we reduced oueded tax valuation allowance by $15.5 million gafich, $5.0 million was
recognized in the second quarter of 2013 ) resuftiom the utilization of capital loss carryforwarduring the period. We will continue to
assess the need for a valuation allowance in tiwegfulf future results are less than projecteehlaation allowance may be required to reduce
the deferred tax assets, which could have a mhtemiect on our results of operations in the pefiodhich 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 figuincrease in the valuation allowance may
result in additional income tax expense and redheeeholders' equity, and such an increase coutle daignificant impact upon our earni
in the future. In addition, the use of the CompaNOLSs is

21




Table of Contents

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

dependent, in part, on whether the Internal Rev&eareice (the "IRS") ultimately agrees with the psition we have taken in our tax retu
with respect to the classification of the loss weognized as a result of the transfer of the sbé&enior Health Insurance Company of
Pennsylvania ("Senior Health") to Senior Healthedawersight Trust, an independent trust (the "ledent Trust").

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

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 changesfdidd 382 income tax purposes. Such
transactions may include, but are not limited tliional repurchases under our securities repgepaogram, 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 percennore of our outstanding common stt
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 theerafUlCNQO's equity at the time of such ownershipngfga multiplied by a federal long-term
tax exempt rate ( 2.70 percent at June 30, 2048d the annual restriction could effectivelyréfiate our ability to use a substantial portiol
our NOLs to offset future taxable income. We regyl monitor ownership change (as calculated foppses of Section 382) and, as of
June 30, 2013, we were below the 50 percent owipechange level that would trigger further impadmh of our ability to utilize our NOLSs.

As of June 30, 2013, we had $3.6 billion of fetidlaLs and $.8 billion of capital loss carryforwardrhe following table summarizes
the expiration dates of our loss carryforwards assg: the IRS does not ultimately agree with thsition we have taken with respect to the
loss on our investment in Senior Health; and dagseflect the impact of the agreement on the tesfressettlement we reached with the IRS
in July 2013 related to the classification of cdlation of indebtedness income ("CODI") resultimgrf the bankruptcy of our Predecessor
both as further described below (dollars in milf{n

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

Life Non-life carryforwards carryforwards
2013 $ — $ = $ 764.2 (b)) $ 764.2
2014 — — 28.7 28.7
2016 — — 9.1 9.1
2018 3145 (a) — — 314.t
2021 20t — — 29.t
2022 204.1 — — 204.1
2023 — (b) 2,592.¢ (a) — 2,592.¢
2024 — 3.2 — 3.2
2025 — 118.¢ — 118.¢
2027 — 216.¢ — 216.¢
2028 — 5 — 5
2029 — 148.¢ — 148.¢
2032 — v — 7
Total $ 548.1 $ 3,081.: $ 802.( $ 4,431.«
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(a) The life/non-life allocation summarized abaoes not reflect the agreement on the terms dttlersent we reached with the IRS in
July 2013 with respect to the allocation of COBIpproximately $315 million of the non-life NOLs eximg in 2023 will be
characterized as life NOLs expiring in 2018. Theatt of the agreement is expected to be reflectedii financial statements for 1
three month period ended September 30, 2013, pgmneaeipt of the final settlement agreement.

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

We had deferred tax assets related to NOLs foe stabme taxes of $16.1 million and $16.2 milliagidane 30, 2013 ardecember 3:
2012 , respectively. The related state NOLs aadl@de to offset future state taxable income irian 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 asudtrelsthe CODI in bankruptcy must reduce NOLs. Walized $2.5 billiorof CODI
when we emerged from bankruptcy. Pursuant to thagamy's interpretation of the tax law, the CODIlugtbns were all used to reduce non-
life NOLs and this position has been taken in exrreturns. However, the IRS was not in agreeméhtour position. An agreement on the
terms of a settlement was reached in July 2013.tDuacertainties with respect to the positionlfR8 could take and limitations on our
ability to utilize NOLs based on projected life amoh-life income, we had consistently considered®631 million of CODI to be a reduction
to life NOLs when determining our valuation alloveanUnder the terms of the agreement, approxim&®lp million of the $631 million of
CODI will be treated as a reduction to the non-ifeLs. We expect the final closing agreement toltés a reduction to our valuation
allowance of approximately $70.0 million which whlé recognized in the three month period endedeBgpr 30, 2013, excluding the
impacts of any other tax developments.

We recognized a $742 million loss on our investnier8enior Health which was worthless when it wassferred to the Independent
Trust in 2008. We have treated the loss as a ¢dpitmwhen determining the deferred tax benefitwes receive. We also established a full
valuation allowance as we believe we will not gateicapital gains to utilize the benefit. Howere to uncertainties in the Code, we have
reflected this loss as an ordinary loss in ourréurn, 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
have identified are feasible and/or prudent asuin€B0, 2013 . If classifying this loss as ordinaryltimately determined to be correct, our
valuation allowance would be reduced by approxitge&30 million based on the income projectionscuisedetermining our valuation
allowance.

Due to the uncertainty in tax law, we were not dbleonclude that a tax position for the repurchasenium related to the repurchase
of our 7% Debentures on September 28, 2012 andhvfc2013, was more likely than not to be susthiliée recently engaged outside
counsel and received external evidence after JOn2@®.3 which supports our position that deductiwitk respect to a portion of the
repurchase premium paid in 2012 and 2013 shouldlbeed under Section 249 of the Code. We expertdord a tax benefit of
approximately $14.0 million in the three months esh&eptember 30, 2013, related to the change tis fagarding the deductibility of a
portion of the repurchase premium, excluding thpauots of any other tax developments.

Tax years 2004 and 2008 through 2010 are openamieration by the IRS through September 2014, whiteyear 2011 is open
through September 2015. The Company's various stadme tax returns are generally open for taxsy2@09 through 2011 based on the
individual state statutes of limitation. Generafly;, tax years which generate NOLs, capital logsdsx credit carryforwards, the statute of
limitations does not close until the expiratiortlod statute of limitations for the tax year in wihiuch carryforwards are utilized.
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NOTES PAYABLE - DIRECT CORPORATE OBLIGATIONS

The following notes payable were direct corpordifigations of the Company as of June 30, 2013 aecebber 31, 2012 (dollars in
millions):

June 30, December 31,
2013 2012

Senior Secured Credit Agreement (as defined below) $ 606.t $ 644.¢
6.375% Senior Secured Notes due October 2020 §tB&3% Notes") 275.( 275.(
7.0% Debentures 29.2 93.C
Unamortized discount on Senior Secured Credit Agerd 4.2 (5.0
Unamortized discount on 7.0% Debentures (-8) (3.9)
Direct corporate obligations $ 905.7 $ 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 ( $394.0 million remains outstandiagJune 30, 2013 ); (ii) a $250.0 million four-yéam loan facility ( $212.5 million remains
outstanding at June 30, 2013 ); and (iii) a $50il0an threeyear revolving credit facility, with JPMorgan CheBank, N.A., as administrati
agent, and the lenders from time to time partyettte¢the "Senior Secured Credit Agreement”). Thei@eSecured Credit Agreement is
guaranteed by the Subsidiary Guarantors (as defiskxniv) and secured by a first-priority lien (whicmnkspari passu with the liens securing
the 6.375% Notes) on substantially all of the Conyfsmand the Subsidiary Guarantors' assets. Agna 30, 2013 , no amounts have been
borrowed under the revolving credit facility.

The revolving credit facility includes an uncomnadtsubfacility for swingline loans of up to $5.0lon , 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 1#b the fouryear term loan facility amortizes in quarterly abnhents resulting in an annt
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 uUp2®0.0 million .

In May 2013, we amended our Senior Secured Cragli¢dment. Pursuant to the amended terms, the ap@isterest rates were
decreased. The new interest rates with respeotittslunder: (i) the six-year term loan facility,axethe Company's option, equal to a
eurodollar rate, plus 2.75% per annum, or a base paus 1.75% per annum, subject to a eurodddi@r 'floor" of 1.00% and a base rate
"floor" of 2.25% (previously a eurodollar rate, plB.75% per annum, or a base rate, plus 2.75%npemna subject to a eurodollar rate "floor"
of 1.25% and a base rate "floor" of 2.25% ); (ii¢ four-year term loan facility are, at the Compamyption, equal to a eurodollar rate, plus
2.25% per annum, or a base rate, plus 1.25% pemarsubject to a eurodollar rate "floor" of .75%lanbase rate "floor" of 2.00%
(previously a eurodollar rate, plus 3.25% per annoina base rate, plus 2.25% per annum, subjecetgodollar rate "floor" of 1.00% and a
base rate "floor" of 2.00% ); and (iii) the revalgicredit facility will be, at the Company's optj@gual to a eurodollar rate, plus 3.00% per
annum, or a base rate, plus 2.00% per annum, lesse, with respect to revolving credit faciligribwings only, subject to certain step-
downs based on the debt to total capitalizatio @tthe Company (previously a eurodollar rateisp3.50% per annum, or a base rate, plus
2.50% per annum, subject to certain step-downsdbais¢he debt to total capitalization ratio of b@mpany). At June 30, 2013, the interest
rates on the six-year term loan facility and therfpear term loan facility were 3.75% and 3.00%spectively.

Other changes to the Senior Secured Credit Agreeimended:

(i) modifications of mandatory prepayments resgltirom certain restricted payments made (including common stock dividends
and share repurchases) as defined in the Seniaregke€redit Agreement. Pursuant to the amendedstah®m amount of the
mandatory prepayment is: (a) 100% of the amounkdhin restricted payments provided that if, aghefend of the fiscal quarter
immediately preceding such restricted paymentgdtts to total
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capitalization ratio is: (x) equal to or less tI2H0% but greater than 20.0% , the prepayment repeint shall be reduced to
33.33% (previously less than or equal to 22.5%geiater than 17.5% ); or (y) equal to or less 2@@% , the prepayment
requirement shall not apply (previously equal tdess than 17.5% ); and

(i) that there will be a 1.00% fee in connectisith any repricing of the six-year term loan fagilihat reduces the interest rate prior
to the date that is six months after the closinthefamendment of the Senior Secured Credit Agraeme

In the first six months of 2013 , we made mandapspayments of $20.4 million in an amount equé333% of our share
repurchases and common stock dividend paymentsgagred under the terms of our Senior SecurediCAggleement. We also made
additional payments of $17.7 million to cover tkenaining portion of the scheduled quarterly printjpayments due under the Senior
Secured Credit Agreement.

In the second quarter of 2013 , we recognized @dosextinguishment of debt totaling $2.9 milli@flecting expenses related to the
amendment of the Senior Secured Credit Agreemehthenwrite-off of unamortized discount and isswaoests associated with prepayments
on the Senior Secured Credit Agreement.

Mandatory prepayments of the Senior Secured Chegiidement will be required, subject to certain gtioms, in an amount equal to:
(i) 100% of the net cash proceeds from certaintasdes or casualty events; (ii) 100% of the nehgaroceeds received by the Company or
any of its restricted subsidiaries from certaintdebuances; and (iii) 100% of the amount of cartastricted payments made (including any
common stock dividends and share repurchases)iagdién the Senior Secured Credit Agreement predithat if, as of the end of the fiscal
guarter immediately preceding such restricted paribe debt to total capitalization ratio is: €qual to or less than 25.0% , but greater than
20.0% , the prepayment requirement shall be redte88.33% ; or (y) equal to or less than 20.0%e,drepayment requirement shall not

apply.

Notwithstanding the foregoing, no mandatory prepagts pursuant to item (i) in the preceding pardysyall be required if: (x) the
debt to total capitalization ratio is equal or l&san 20% and (y) either (A) the financial strengtting of certain of the Company's insurance
subsidiaries is equal or better than A- (stable)nfA.M. Best Company ("A.M. Best") or (B) the Senf®ecured Credit Agreement is rated
equal or better than BBB- (stable) from S&P andBgstable) by Moody's Investor Services, Inc. ("Mgs").

The Senior Secured Credit Agreement requires thep@ay to maintain (each as calculated in accordatitbethe Senior Secured
Credit Agreement): (i) a debt to total capitalipatratio of not more than 27.5 percent (such nads 19.1 percent at June 30, 2013 ); (ii) an
interest coverage ratio of not less than 2é0.00 for each rolling four quarters (or, if ledse number of full fiscal quarters commencingk
the effective date of the Senior Secured Credieagrent) (such ratio was 7.84 to 1.00 for the pegizded June 30, 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 376 percent at June 30, 2013 )(iahd combined statutory capital and surplustfie Company's insurance subsidiaries of at
least $1,300.0 million (combined statutory capétadl surplus at June 30, 2013, was $1,864.9 mi)lion

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 matu@abober 1, 2020. Interest on the
6.375% Notes accrues at a rate of 6.375% per ammahis payable semiannually in arrears on Apahd October 1 of each year,
commencing on April 1, 2013. The 6.375% Notes dredguarantees thereof (the "Guarantees") are ssstored obligations of the Company
and the Subsidiary Guarantors and rank equallight of payment with all of the Company's and thSdiary Guarantors' existing and
future senior obligations, and senior to all of @@mpany's and the Subsidiary Guarantors' futupersiinated indebtedness. The 6.375%
Notes are secured by a f-priority lien on substantially all of the assefdlte Company and the Subsidiary Guarantors, stitjezertain
exceptions. The 6.375% Notes and the Guarantegmidngassu with respect to security and in right of paymenthwéll of the Company's ai
the Subsidiary Guarantors' existing and future sstindebtedness under the Senior Secured Crediefent. The 6.375% Notes are
structurally subordinated to all of the liabilitiead preferred stock of each of the Company's arsg subsidiaries, which are not guarantors
of the 6.375% Notes.
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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 prorfa risk-based capital ratio exceeds 2288r giving effect to the Restricted Payment
certain other conditions are met. Restricted Paysieclude, among other items, repurchases of camstack and cash dividends on
common stock (to the extent such dividends exc&@dndillion in the aggregate in any calendar year). Restrigégthents do not include ce
paid to purchase our outstanding 7.0% Debenturesipat to the previously announced tender offesugised below.

The limit of Restricted Payments permitted under@t875% Indenture is the sum of (x) 50% of the Gamy's "Net Excess Cash
Flow" (as defined in the 6.375% Indenture) for fieeiod (taken as one accounting period) from JuRO12 to the end of the Company's n
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, 20t@ugh June 30, 2013 , the Company could have madi¢éional Restricted Payments
under this 6.375% Indenture covenant of approxilp&238 million as of June 30, 2013 . This limitation Restricted Payments does not
apply if the Debt to Total Capitalization Ratio @efined in the 6.375% Indenture) as of the lagtaldhe Company's most recently ended
fiscal quarter for which financial statements arailable that immediately precedes the date ofRestricted Payment, calculated
immediately after giving effect to such RestricRayment and any related transactions on a pro foasis, is equal to or less than 17.5% .

7.0% Debentures

On March 28, 2013, the Company completed the eastietr offer (the "Offer") for $59.3 millioaggregate principal amount of its 7.
Debentures for an aggregate purchase price of §1@lion . The Offer was conducted as part of prgviously announced securities
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 cash purchase price (the "Pagdhiace") 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 $1f@@txipal amount of 7.0% Debentures
was $2,123.82 . In addition to the Purchase Phiclelers received accrued and unpaid interest orY &% Debentures that were tendered to,
but excluding, the settlement date of the Offer.

In May 2013, we repurchased $4.5 million princigalount of the 7.0% Debentures for an aggregatehpaecprice of $9.4 million .

In the first six months of 2013 , we recognizedsslon extinguishment of debt totaling $62.5 millas a result of the Offer and
repurchase of 7.0% Debentures described aboveyritesoff of unamortized discount and issuance sastsociated with the 7.0% Debentures
that were repurchased and other transaction oddthtional paid-in capital was also reduced by $1@illion to extinguish the beneficial
conversion feature associated with a portion of/t86 Debentures that were repurchased.

On July 1, 2013, the Company issued a conversgi termination notice (the “Conversion Terminathatice”) to holders of the
7.0% Debentures. The Company elected to termihateght to convert the 7.0% Debentures into shafés common stock, par value $0.01
per share, effective as of July 30, 2013 (the “@uvsion Termination Date”). Holders of the 7.0% Dmatlnees were able to exercise their
conversion right at any time on or prior to these@f business on July 30, 2013. Holders exerciiag conversion right received 184.3127
shares of common stock per $1,000 principal amotiit0% Debentures converted.
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7.0% Debentures submitted for conversion were ddgra@ in full and the Company has no further addiign with respect to such
7.0% Debentures. Holders of $25.7 millionaggregate principal amount of the 7.0% Debestesercised their conversion right and rece
4.7 million shares of our common stock.

As of July 31, 2013, $3.5 million in aggregate pijyal amount of the 7.0% Debentures remained audfig.

Scheduled Repayment of our Direct Corporate Obligations

The scheduled repayment of our direct corporatigatibns was as follows at June 30, 2013 (dollamillions):

Year ending June 30,

2014 $ 51.1
2015 73.C
2016 79.2
2017 52.2
2018 4.2
Thereafter 651.(

$ 910.%
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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 LoankB("FHLB"). As members
the FHLB, Conseco Life, Washington National Inse@fompany and Bankers Life have the ability toderon a collateralized basis from
the FHLB. Conseco Life, Washington National Inswwe@ Company and Bankers Life are required to hefthtn minimum amounts of FHLB
common stock as a condition of membership in theB;Hnd additional amounts based on the amourtteobbrrowings. At June 30, 2013,
the carrying value of the FHLB common stock was.$98illion . As of June 30, 2013, collateralizgatrowings from the FHLB totale$il.&
billion and the proceeds were used to purchase fixaturity securities. The borrowings are clasdifis investment borrowings in the
accompanying consolidated balance sheet. Thewinigs are collateralized by investments with amested fair value of $2.3 billion at
June 30, 2013, which are maintained in a custeaiebunt for the benefit of the FHLB. Substaniall of such investments are classified as
fixed maturities, available for sale, in our condated balance sheet. Interest expense of $13li6mand $14.4 million in the first six
months of 2013 and 2012 , respectively, was reaeghielated to the borrowings.

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

Amount Maturity Interest rate at
borrowed date June 30, 2013
$ 67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.405%
50.C September 2015 Variable rate — 0.576%
150.( October 2015 Variable rate — 0.543%
100.( November 2015 Variable rate — 0.354%
146.( November 2015 Fixed rate — 5.300%
100.( December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.633%
75.C June 2016 Variable rate — 0.434%
100.( October 2016 Variable rate — 0.463%
50.C November 2016 Variable rate — 0.543%
50.C November 2016 Variable rate — 0.665%
57.7 June 2017 Variable rate — 0.624%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.475%
75.C August 2017 Variable rate — 0.423%
100.( October 2017 Variable rate — 0.707%
37.C November 2017 Fixed rate — 3.750%
50.C January 2018 Variable rate — 0.628%
50.C January 2018 Variable rate — 0.616%
50.C February 2018 Variable rate — 0.583%
22.C February 2018 Variable rate — 0.603%
100.( May 2018 Variable rate — 0.645%
50.C July 2018 Variable rate — 0.746%
21.¢ June 2020 Fixed rate — 1.960%
27.¢ March 2023 Fixed rate — 2.160%
20.t June 2025 Fixed rate — 2.940%

$ 1,849.¢
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The variable rate borrowings are pre-payable oh @#erest reset date without penalty. The fixai@ borrowings are pre-payable
subject to payment of a yield maintenance fee basetlirrent market interest rates. At June 3032Qke aggregate yield maintenance fee to
prepay all fixed rate borrowings was $48.0 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 tegme®f securities. Such borrowings totaled $27llmat June 30, 2013 . The
borrowings mature as follows: $20.9 million - wiit80 days; and $6.7 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 auttoeilling to extend such financing in futt
periods especially if the liquidity or value of theargined security has declined. Exposure is lidhiteany depreciation in value of the related
securities.

At June 30, 2013, investment borrowings consisfed(i) collateralized borrowings from the FHLB $1..8 billion ; (ii) repurchase
agreements of $27.6 million ; and (iii) other bavings of $.6 million .

At December 31, 2012 , investment borrowings caedisf: (i) collateralized borrowings from the FBllof $1.7 billion; and (ii) othel
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:
Treasury stock purchased and retired (4,427
Stock options exercised 1,51¢
Restricted and performance stock vested 782 (a)

Balance, June 30, 2013 219,37¢

(&) Such amount was reduced by 346 thousdmadles which were tendered to the Company for #lyenpnt of federal and state ta
owed on the vesting of restricted and performanaeks

In May 2011, the Company announced a common skatechase program of up to $100.0 million . In ey 2012, June 2012 and
December 2012, the Company's Board of Directorsauggl, in aggregate, an additional $500.0 milliemgpurchase the Company's
outstanding securities. In the first six month2013 , we repurchased 4.4 million shares of comstock for $50.0 million , under the
securities repurchase program. The Company purdi#8%8 million aggregate principal amount of old%8 Debentures in the first six
months of 2013 as further discussed in the noteeg@onsolidated financial statements entitled &ddRayable - Direct Corporate
Obligations". Such repayments were made pursuasiitgecurities repurchase program. The Companyéradining repurchase authority of
$165.7 million as of June 30, 2013 .

In May 2012, we initiated a common stock dividemdgvam. In the first six months of 2013 , dividentkslared and paid on common
stock were $0.05 per share totaling $11.1 million .

SALES INDUCEMENTS

Certain of our annuity products offer sales induests to contract holders in the form of enhancediting rates or bonus payments in
the initial period of the contract. Certain of dife insurance products offer persistency bonusedited to the contract holders balance after
the policy has been outstanding for a specifieibgesf time. These enhanced rates and persistemuyses are considered sales inducement:
in accordance with GAAP. Such amounts are defeanelamortized in the same manner as deferredsatiguicosts. Sales inducements
deferred totaled $2.5 million and $2.3 million dwgithe six months ended June 30, 2013 and 20Epectvely. Amounts amortized totaled
$13.3 million and $14.3 million during the six mbatended June 30, 2013 and 20i&spectively. The unamortized balance of defesedes
inducements at June 30, 2013 and December 31,284 8115.7 million and $126.5 million , respectyveThe balance of insurance
liabilities for persistency bonus benefits was 83tillion and $34.6 million at June 30, 2013 anc:@waber 31, 2012 , respectively.

ASSETS AND LIABILITIES SUBJECT TO OFFSETTING DISCLO SURE REQUIREMENTS

Call options

As described in the note to the consolidated firerstatements entitled "Accounting for DerivatiViese buy call options (including
call spreads) referenced to applicable indicesiefort to offset or hedge potential increasegdticyholder benefits resulting from increases
in the particular index to which the policy's retus linked. We limit our exposure to the countetiea failing to meet their obligation with
respect to the call options by diversifying amoagesal counterparties believed to be strong anditonerthy. The call options are free-
standing derivatives and are recorded at fair vaduke Company's consolidated balance sheet. Bingp@ny and its subsidiaries are partie
master netting arrangements with its counterparékeged to entering into various derivative coctisaHowever, the offsetting of assets and
liabilities is not applicable to the derivative t@cts that were in place at June 30, 2013 or Dbeefdil, 2012 . The counterparties do not
provide collateral to the Company related to tlebiligations under the call options.

Repurchase agreements

As described in the note to the consolidated firerstatements entitled "Investment Borrowings",ma&y 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 obligat
to repurchase the securities is reflected as imesst borrowings in the Company's consolidated lzalaheet, while the securities underlying
the repurchase agreements remain in the respéotigstment asset accounts. There is no offsettimgetting of the investment securities
assets with the repurchase agreement liabiliteadtition, as the Company does not currently lzyeoutstanding reverse repurchase
agreements, there is no such offsetting to be datiethe repurchase agreements.

The right of setoff for a repurchase agreementmnéses a secured borrowing, whereby the collatemalldvbe used to settle the fair
value of the repurchase agreement should the Conipain default (e.g., fails to make an interestrpant to the counterparty). If the
counterparty were to default (e.g., declare bartksypthe Company could cancel the repurchase agree(i.e., cease payment of principal
and interest), and attempt collection on the amo@inbllateral value in excess of the repurchaseeagent fair value. The collateral is held
a third party financial institution in the countarpy's custodial account. The counterparty hasitfn to sell or repledge the investment
securities.

The following tables summarize information relatecall options and repurchase agreements as ef32013 and December 31,
2012 (dollars in millions):

Gross amounts not offset in
the balance sheet

Gross
Gross amounts  Net amounts of
amounts of  offsetin assets presented Cash
recognized the balanct inthe balance Financial collateral Net
assets sheet sheet instruments received amount
June 30, 2013:
Call Options $ 1141 $ — 3 1141 % (114.0) $ — % —
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 balanct presented in the Financial collateral Net
liabilities sheet balance sheet instruments pledged  amount
June 30, 2013:
Repurchase agreements (a) $ 27 $ — 3 27 $ (27.¢) $ — $ =

(@ Asof June 30, 2013, these agreements wéetaralized by investment securities with a fafue of $32.2 million . There were no
repurchase agreements outstanding at Decembe032,.2
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RECENTLY ISSUED ACCOUNTING STANDARDS
Pending Accounting Standards

In July 2013, the Financial Accounting Standarda8dqthe "FASB") issued authoritative guidance rdig the financial statement
presentation of an unrecognized tax benefit wheataperating loss carryforward, a similar tax losa tax credit carryforward exists. Such
guidance will require an unrecognized tax benefia portion of an unrecognized tax benefit, tgplesented in the financial statements as a
reduction to a deferred tax asset for a net opeyabiss carryforward, a similar tax loss, or adeedit carryforward, except under certain
circumstances as further described in the guidance.

Such guidance does not require new recurring discés. This guidance is effective for fiscal years] interim periods within those
years, beginning after December 15, 2013. Earlptalo is permitted. The guidance should be appgiiedpectively to all unrecognized t
benefits that exist at the effective date. Retrospe application is permitted. We do not expeetddoption of this guidance to have a
material impact on our consolidated financial staats.

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 inforaratind net information about both instruments aads@ctions eligible for offset in the
statement of financial position and instruments @adsactions subject to an agreement similam@ster netting arrangement. The guidance
is effective for annual and interim reporting pelsdeginning on or after January 1, 2013, withosgiective disclosures required for all
comparative periods presented. In January 2013FAI8B issued authoritative guidance that limitssbhepe of the new balance sheet
offsetting disclosures to derivatives, repurchage@ments and securities lending transactionsetextent that they are: (i) offset in the
financial statements; or (ii) subject to an enfafile master netting arrangement or similar agreerserch disclosures are included in the
to the consolidated financial statements entitiesiséts and Liabilities Subject to Offsetting Distioe Requirements”.

LITIGATION AND OTHER LEGAL PROCEEDINGS
Legal Proceedings

The Company and its subsidiaries are involved ioua legal actions in the normal course of busingswhich claims for
compensatory and punitive damages are asserteé, feorsubstantial amounts. We recognize an estighatss from these loss contingencies
when we believe it is probable that a loss has e@nred and the amount of the loss can be repratimated. Some of the pending
matters have been filed as purported class acindsome actions have been filed in certain juwigahis that permit punitive damage awards
that are disproportionate to the actual damagesried. The amounts sought in certain of thes@@astare often large or indeterminate ant
ultimate outcome of certain actions is difficultgreedict. In the event of an adverse outcome sammore of these matters, there is a
possibility that the ultimate liability may be im@ess of the liabilities we have established andccbhave a material adverse effect on our
business, financial condition, results of operatiand cash flows. In addition, the resolution@fging or future litigation may involve
modifications to the terms of outstanding insurapakcies or could impact the timing and amountaié increases, which could adversely
affect the future profitability of the related imance policies. Based upon information presenthilable, and in light of legal, factual and
other defenses available to the Company and itsidiabies, the Company does not believe thatptdbable that the ultimate liability from
either pending or threatened legal actions, aftesitieration of existing loss provisions, will havenaterial adverse effect on the Company's
consolidated financial condition, operating resaolt€ash flows. However, given the inherent diffigun predicting the outcome of legal
proceedings, there exists the possibility suchllagtons could have a material adverse effechenGompany's consolidated financial
condition, operating results or cash flows.

In addition to the inherent difficulty of predictjditigation outcomes, particularly those that vbi# decided by a jury, many of the
matters specifically identified below purport tekesubstantial or an unspecified amount of damémasmsubstantiated conduct spanning
several years based on complex legal theories amadiges models. The alleged damages typically detérminate or not factually supported
in the complaint, and, in any event, the Compagyfserience indicates that monetary demands for gasnaften bear little relation to the
ultimate loss. In some cases, plaintiffs are sagtarcertify classes in the litigation and classifieation either has been denied or is pending
and we have filed oppositions to class

32




Table of Contents

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

certification or sought to decertify a prior classtification. In addition, for many of these cag@sthere is uncertainty as to the outcome of
pending appeals or motions; (ii) there are sigaificfactual issues to be resolved; and/or (iiiyerae novel legal issues presented.
Accordingly, the Company can not reasonably esgrtta¢ possible loss or range of loss in excesmolats accrued, if any, or predict the
timing of the eventual resolution of these mattefhe Company reviews these matters on an ong@sig.b When assessing reasonably
possible and probable outcomes, the Company bisassessment on the expected ultimate outconmavialy all appeals.

Cost of Insurance Litigation

Valulife/Valuterm Litigation

On March 4, 2008, a complaint was filed in the ddiBtates District Court for the Central DistritGalifornia by Celedonia X. Yue,
M. D. on behalf of the class of all others simyasltuated, and on behalf of the General Publi€anseco Life Insurance Company, successor
to Philadelphia Life Insurance Company and form&rgwn as Massachusetts General Life Insurance @oyCause No. CV08-01506
CAS. Plaintiff in this putative class action owam¥alulife universal life policy insuring the lifef Ruth S. Yue originally issued by
Massachusetts General Life Insurance Company i6.19%aintiff is claiming breach of contract on bh#fof the proposed national class and
seeks injunctive and restitutionary relief pursuantalifornia Business & Professions Code Sectio?00 and declaratory relief. The
putative class consists of all owners of Valulifeld/aluterm universal life insurance policies igbbg either Massachusetts General or
Philadelphia Life and that were later acquired s@viced by Conseco Life. Plaintiff alleges thamiers of the class will be damaged by
increases in the cost of insurance (a non-guardrgieenent ("NGE")) that are set to take place entthenty first policy year of Valulife and
Valuterm policies. At the time plaintiff filed heomplaint, no such increases had yet been apmi#ttetsubject policies. During 2010,
Conseco Life voluntarily agreed not to implemer gost of insurance rate increase at issue iitiigigtion and is following a process with
respect to any future cost of insurance rate imgeas set forth in the regulatory settlement ageaedescribed below under the caption
entitled "Regulatory Examinations and Fines". Riffifiled a motion for certification of a nationde class and a California state class. On
December 7, 2009, the court granted that motionOttober 8, 2010, the court dismissed the causastimins alleged in the California state
class. On January 19, 2011, the court grantegl#ietiff's motion for summary judgment as to thexlkdratory relief claim and on February 2,
2011, the court issued an advisory opinion, inftle of a declaratory judgment, as to what, irviesv, Conseco Life could consider in
implementing future cost of insurance rate increastated to its Valulife and Valuterm block of jotds. Conseco Life is appealing the
court's January 19, 2011 decision and the plaiistiffppealing the court's decision to dismiss thkif@nia causes of action.

On November 15, 2011, a second complaint was fileBr. Yue in the United States District Court fbe Central District on
California,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 policyskribed in the preceding
paragraph. Plaintiff, for herself and on behalpofposed members of a national class and a Califatass is claiming breach of contract,
injunctive and restitutionary relief pursuant tdifdenia Business & Professions Code Section 17208ach of the covenant of good faith i
fair dealing, declaratory relief, and temporareliminary, and permanent injunctive relief. Thegiive class consists of all owners and
former owners of Valulife and Valuterm universédlinsurance policies issued by either Massactai&sheral or Philadelphia Life and that
were later acquired and serviced by Conseco Lint#f alleges that members of the classes walldamaged by increases in the cost of
insurance (a NGE) that took place on or about Ndami, 2011. Plaintiff filed a motion for a prelimairy injunction and a motion for
certification of a California class. On April 2, 2B, the court granted the plaintiff's motions, whi@onseco Life is appealing. Pending the
outcome of that appeal, Conseco Life is prelimiganjoined from imposing the 2011 increase inabst of insurance on the members of the
California class. Plaintiff also filed a motion dfarch 20, 2012 for certification of a nationwidess.

Conseco Life has agreed to a settlement with thietif 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 2Bl 3, the parties filed a stipulation of
settlement and joint motion for preliminary appribeBproposed nationwide class settlement andfaztion of settlement classes. On March
6, 2013, the court granted preliminary approvahefsettlement. The settlement includes a reduatitime cost of insurance increase
implemented by Conseco Life in November 2011 amthiepolicy benefit enhancements. On July 8, 288 court issued a final judgment
approving the settlement. The deadline for appgdhe final judgment is August 8, 2013.
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On February 6, 2012, a complaint was filed in tmétéd 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. 12¢cv845. Plaintiff in this putative class
action owns a Valulife universal life policy insng Plaintiff's life originally issued by MassachtiseéGeneral Life Insurance Company (now
Conseco Life Insurance Company) in 1991. Plaiigifflaiming breach of contract on behalf of thepmged national class and seeks
declaratory, injunctive, and supplemental relidgfe putative class consists of all persons who owrage owned one or more universal life
policies issued by Conseco Life which provide thatcost of insurance rates will be determined dhag®n expectations as to future mort:
experience and who have experienced an incredke tost of insurance rates. On April 20, 2012 aweounced that Conseco Life had
reached a tentative settlement in the Nicholas. d&seue of this case was subsequently transfeoréftet United States District Court for the
Central District of California. The settlement deised in the preceding paragraph would, if approvedolve the Nicholas case.

In connection with the tentative settlement inliieholas litigation, the Company recorded a predharge of approximately $20
million in its Other CNO Business segment for theder ended March 31, 2012. The Company recordexlditional pre-tax charge of $21
million in its Other CNO Business segment for thiuger ended September 30, 2012 relating to thlesent agreement described above in
the Yue litigation. The liability the Company hasablished related to these cases includes itselséistates of the costs of implementing the
settlement, if finalized and approved by the cothile the Company believes its estimates are aatedqo cover these costs, the estimate
subject to significant judgment and it is possibiat the estimates will prove insufficient to cotee actual costs.

Lifetrend Litigation

On December 24, 2008, a purported class actiorfilgdsin the U.S. District Court for the Northerridirict of California,Cedric
Brady, et. al. individually and on behalf of all other similarly situated v. Conseco, Inc. and Conseco Life Insurance Company Case No. 3:08-
cv-05746. The plaintiffs allege that Conseco Life and Caesénc. committed breach of contract and insurdrazkfaith and violated vario
consumer protection statutes in the administratforarious interest sensitive whole life produakigprimarily under the name "Lifetrend"
requiring the payment of additional cash amountaaintain the policies in force and by making ctestp certain NGEs in their policies.
April 23, 2009, the plaintiffs filed an amended qaaint adding the additional counts of breach diifiary duty, fraud, negligent
misrepresentation, conversion and declaratoryfredd May 29, 2009, Conseco, Inc. and Consecofiléd a motion to dismiss the amended
complaint. On July 29, 2009, the court granteddrt pnd denied in part the motion to dismiss. dtert dismissed the allegations that
Conseco Life violated various consumer protectiatuses, the breach of fiduciary duty count, arsiniésed 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 PaoelMultidistrict Litigation ("MDL"), seeking thestablishment of an MDL
proceeding consolidating the Brady case and theavlaid case into a single action. On Februar¥302the Judicial Panel on MDL ordel
these cases be consolidated for pretrial proceedimtiie Northern District of California Federal@b On July 7, 2010, plaintiffs filed an
amended motion for class certification of a nati@ferclass and a California state class. On Oct6p2010, the court granted the motion for
certification of a nationwide class and deniedrtiaion for certification of a California state cdasConseco Life filed a motion to decertify
the nationwide class on July 1, 2011. On DecemBgeR@11, the court issued an order denying Conkies motion to decertify the class as
to current policyholders, but granted the motiodéecertify as to former policyholders. On Marct2812, the plaintiffs filed a motion for a
preliminary injunction requesting that the courfoém Conseco Life from imposing increased costnsiirance charges until trial with regar
157 members of the class, and on July 17, 2012;dhg granted a preliminary injunction as to 108mmbers of the class and denied the
plaintiff's motion for a preliminary injunction &s the other 57 members. Subsequently, the pltsriiiéd a motion for partial summary
judgment on their breach of contract claim, Conddfmfiled a motion to decertify the nationwideask, and Conseco Life filed a motion
summary judgment. On January 29, 2013, the coaritgd in part and denied in part plaintiffs' motfonpartial summary judgment and
denied Conseco Life's motions. The parties haveredtinto a settlement agreement. On July 12, 20&3;ourt granted preliminary approval
of the settlement. Final approval of the settlenient
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subject to a court fairness hearing, currentlf@eNovember 1, 2013, after notice to policyholdeosered by the settlement as well as other
conditions.

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 policyérd are no longer members of the
class covered by the MDL litigation described ia firevious paragraph after the court in the MDigdition granted 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 pursuahetoegulatory settlement agreement described befamler the caption entitled "Regulatory
Examinations and Fines." The plaintiffs allege breaf contract and seek declaratory relief, compemg damages, attorney fees and costs.
On November 30, 2012, Conseco Life and the othfandiants filed a motion to dismiss the complaine Bélieve this case is without merit
and 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 escalatigster on her policy of long-term care insuranceragpes to increase the
policy's lifetime maximum benefit, and that WashomgNational Insurance Company breached the cdrgastopping her benefits when ti
reached the lifetime maximum. The Company taketbsition that the inflation escalator only affettte per day maximum benefit. On
January 5, 2010, the district court granted thanpffis motion for class certification. The cowgrtified a (B) (3) Florida state class alleging
damages and a (B) (2) Florida state class alleigingctive relief. The parties reached a settlenoéhe (B) (3) class in 2010, which has
been implemented. The amount recognized in 20 Hdeklto the settlement was not significant to tben@any's consolidated financial
condition, cash flows or results of operations. plantiff filed a motion for summary judgment asthe (B) (2) class which was granted by
the court on September 8, 2010. The Company hazsatgd the court's decision and the appeal is pgnddn February 17, 2012, the
Eleventh Circuit Court of Appeals referred the ctsthe Florida Supreme Court, and on Decembe@82 2the Florida Supreme Court held
oral argument and took the matter under advisem®@ntJuly 3, 2013, the Florida Supreme Court, gaadecision, ruled the inflation
escalation rider applied to the lifetime maximunméi&. The Eleventh Circuit is to rule on whetliee district court properly certified the (B)
(2) injunctive relief class.

Regulatory Examinations and Fines

Insurance companies face significant risks relede@gulatory investigations and actions. Regujaitovestigations generally result
from matters related to sales or underwriting pcast payment of contingent or other sales comonssiclaim payments and procedures,
product design, product disclosure, additional poemcharges for premiums paid on a periodic batsjal or delay of benefits, charging
excessive or impermissible fees on products, cimgnidie way cost of insurance charges are calcufatatkrtain life insurance products or
recommending unsuitable products to customers.a¥gin the ordinary course of our business, stitgegarious examinations, inquiries €
information requests from state, federal and otiwthorities. The ultimate outcome of these reguwaactions 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 repometl harm as a result of these matters, whichdcaldo have a material adverse effect or
business, financial condition, results of operationcash flows.

In August 2011, we were notified of an examinatiofbe done on behalf of a number of states foptirpose of determining
compliance with unclaimed property laws by the Campand its subsidiaries. Such examination hdaded inquiries related to the use of
data available on the U.S. Social Security Admiatiin's Death Master File to identify instancesewehbenefits under life insurance policies,
annuities and retained asset accounts are payablare continuing to provide information to the mi@ers in response to their requests. A
total of 38 states and the District of Columbia @auerently participating in this examination.
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CONSOLIDATED STATEMENT OF CASH FLOWS
The following disclosures supplement our consoéidagtatement of cash flows.

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

Six months ended

June 30,
2013 2012
Cash flows from operating activities:

Net income $ 89.C $ 124.¢

Adjustments to reconcile net income to net caskigeal by operating activities:
Amortization and depreciation 172.¢ 167.%
Income taxes 57.4 67.7
Insurance liabilities 205.3 105.4
Accrual and amortization of investment income (125.0 (84.€)
Deferral of policy acquisition costs (207.9 (94.79)
Net realized investment gains (18.5) (54.9)
Loss on extinguishment of debt 65.4 7
Other (49.7) 6.8
Net cash provided by operating activities $ 289.¢ § 239.(

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

Six months ended
June 30,
2013 2012
Stock options, restricted stock and performancesuni $ 72 % 7.2

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 VIEs:

All of the VIEs are collateralized loan trusts tatre established to issue securities and usertioegds to principally invest in
corporate loans and other permitted investmentdu@ing a new VIE which was consolidated in thstfijuarter of 2013). The assets held by
the trusts are legally isolated and not availabldhée Company. The liabilities of the VIEs are exted to be satisfied from the cash flows
generated by the underlying loans held by thegrusit from the assets of the Company. The Compasyno further commitments 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.

The following table provides supplemental informatabout the assets and liabilities of the VIEsalhiave been consolidated in
accordance with authoritative guidance (dollamsvilions):
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Assets:
Investments held by variable interest entities
Notes receivable of VIEs held by insurance subsiia
Cash and cash equivalents held by variable interggtes
Accrued investment income
Income tax assets, net
Other assets
Total assets
Liabilities:
Other liabilities
Borrowings related to variable interest entities
Notes payable of VIEs held by insurance subsidiarie

Total liabilities

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

Total liabilities
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June 30, 2013

Net effect on
consolidated

VIEs Eliminations balance sheet
1,087.¢ $ — % 1,087.¢
— (108.9) (108.9)
210.7 — 210.7
2.C — 2.C

5.C (2.0 3.C
21.€ (2.0 20.€
1,327.: $ (111.9) $ 1,215.¢
804 $ 2.8 $ 77.€
1,143.° — 1,143.°
112.¢ (112.9 —
1,336 $ (115.9) $ 1,221.%

December 31, 2012

Net effect on

consolidated
VIEs Eliminations balance sheet
814.: % — 3 814.:
— (78.5) (78.5)
54.2 — 54.2
1.8 — 1.8

3.3 (2.6) 7

9.€ — 9.€
883.2 % 81.1) $ 802.1
39.¢ $ B3 % 36.€
767.( — 767.C
82.t (82.5) —
889.« §% (85.) % 803.¢
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The investment portfolios held by the VIEs are ity comprised of corporate bank loans which dneoat entirely rated below-
investment grade. At June 30, 2013, such loadsashaamortized cost of $1,087.9 million ; grosseafized gains of $4.2 million ; gross
unrealized losses of $4.2 million ; and an estih&e value of $1,087.9 million .

The following table sets forth the amortized coed astimated fair value of the investments heldhgyVIEs at June 30, 2013, by
contractual maturity. Actual maturities will diffecom contractual maturities because borrowers heje the right to call or prepay
obligations with or without penalties.

Estimated
Amortized fair
cost value

(Dollars in millions)
Due in one year or less $ 31 % 3.1
Due after one year through five years 401. 403.t
Due after five years through ten years 683.2 681.2
Total $ 1,087.¢ $ 1,087.¢

During the first six months of 2013 , we recognired realized investment losses on the VIE investmef $.3 million , which were
comprised of $.3 million of net gains from the sabdé fixed maturities, and $.6 million of writedosnf investments for other than temporary
declines in fair value recognized through net ineorduring the first six months of 2012 , we redagd net realized investment losses on the
VIE investments of $.2 million , which were compeisof $.2 million of net gains from the sales akfi maturities, and $.4 million of
writedowns of investments for other than tempodeglines in fair value recognized through net ineom

At June 30, 2013, there were no investments helthé VIEs that were in default.
During the first six months of 2013, no investnsen¢ld by the VIEs were sold which resulted in grosestment losses.

At June 30, 2013, the VIEs held: (i) investmenith a fair value of $541.5 million and gross urized losses of $4.2 million that had
been in an unrealized loss position for less thaatvie months; and (ii) investments with a fair vabf $11.3 million and gross unrealized
losses of nil that had been in an unrealized lasgipn 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 limiteoltocost basis in the investment. We have deterthihat we are not the primary beneficiary
of these structured securities due to the relaixe of our investment in comparison to the totalgipal amount of the individual structured
securities and the level of credit subordinatioriclwlreduces our obligation to absorb gains or lesse

At June 30, 2013, we hold investments in variam&téd partnerships, in which we are not the priyriaeneficiary, totaling $29.6
million (classified as other invested assets).Jétie 30, 2013 , we had unfunded commitments t@ thatnerships of $39.5 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 incaaderly 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 embeeddeatides. We carry our company-owned life inswwepolicy, which is backed by a
series of mutual funds, at its cash surrender vahaour hedge fund investments at their net asdees; in both cases, we believe these
values approximate their fair values. In additiae, disclose fair value for certain financial instrents, including mortgage loans and policy
loans, insurance liabilities for interest-sensifpreducts, investment borrowings, notes payablebamtbwings related 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 pric
would be considered to have fair values based ehitihest level of observable inputs, and littidgonent would be utilized in measuring fair
value. Financial instruments that rarely trade Maiten have fair value based on a lower levadlaidgervable inputs, and more judgment
would 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 pricestive 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 sthat 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 industrystandard models that consider various inputs ssi¢htarest rate
credit or issuer spreads, reported trades and othets that are observable or derived from obd#evmformation in the marketpla
or are supported by observable levels at whichstrations are executed in the marketplace. Finbass®ts in this category primal
include: certain public and privately placed cogte fixed maturity securities; certain governmanagency securities; certain
mortgage and asset-backed securities; certainyesgturities; 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 praxs. Financial liabilities in this category incuthvestment 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 andtibiinclude 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 includeageitorporate securities (primarily
certain below-investment grade privately placedisges), certain structured securities, mortgagnb, and other less liquid
securities. Financial liabilities in this categanglude our insurance liabilities for interest-siive products, which includes
embedded derivatives (including embedded derivatietated to our fixed index annuity products amd modified coinsurance
arrangement) since their values include signifieardbservable inputs including actuarial assumgtion

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 classificatits impacted by a number of factors,
including the type of financial instrument, whethiee financial instrument is new to the market antlyet established, the characteristics
specific to the transaction and overall market dwors. Our assessment of the significance ofriqudar input to the fair value measurement
and the ultimate classification of each asset gimility requires judgment and is subject to chafrgen period to period based on the
observability of the valuation inputs. Any transféetween 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 six months of
2013 and 2012 .

The vast majority of our fixed maturity and equsscurities, including those held in trading poitsland those held by consolidated
VIEs, short-term and separate account assets wat 2 énputs for the determination of fair valu€hese fair values are obtained primarily
from independent pricing services, which use L&viglputs for the determination of fair value. Sualnsially all of our Level 2 fixed maturity
securities and separate account assets were atuedndependent pricing services. Third partyiprg 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 ggs 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 pricésgther described below.

For securities that are not priced by pricing sgsiand may not be reliably priced using pricinglei®, we obtain broker
guotes. These broker quotes are non-binding eeptesent an exit price, but assumptions usedablesh the fair value may not be
observable and therefore represent Level 3 inpApproximately 24 percent of our Level 3 fixed ndtusecurities were valued using
unadjusted broker quotes or broker-provided vabmatiputs. The remaining Level 3 fixed maturityeéstments do not have readily
determinable market prices and/or observable inpkits these securities, we use internally develofduations. Key assumptions used to
determine fair value for these securities may ideltisk-free rates, risk premiums, performancenafeulying collateral and other factors
involving significant assumptions which may notrb#lective of an active market. For certain inmesihts, we use a matrix or model process
to develop a security price where future cash f#oyectations are developed and discounted at emagstd market rate. The pricing matrix
utilizes a spread level to determine the marketepior a security. The credit spread generallpiiporates the issuer's credit rating and other
factors relating to the issuer's industry and #rugty's maturity. In some instances issuer-gjpegpread adjustments, which can be positive
or negative, are made based upon internal analfsiscurity specifics such as liquidity, deal saed 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 aasonable estimates of fair value. The Companglysis includes: (i) a review of the
methodology used by third party pricing servicé$where available, a comparison of multiple pmigiservices' valuations for the same
security; (iii) a review of month to month priceidtuations; (iv) a review to ensure valuationsraseunreasonably stale; and (v) back testing
to compare actual purchase and sale transactidghs/aluations received from third parties. As suteof such procedures, the Company 1
conclude the prices received from third partiesratereflective of current market conditions. hos$e instances, we may request additional
pricing quotes or apply internally developed valwad. However, the number of instances is insigaift and the aggregate change in vall
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 sesuhtis, offers and reference data. The
Company categorizes such fair value measuremestsihgon asset classes and the underlying obserabhobservable inputs used to
value 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 gitsittime value and volatility factors
underlying options; market interest rates; and perfermance risk. For certain embedded derivatiwesuse actuarial assumptions in the
determination of fair value.
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The categorization of fair value measurementsnput level, for our financial instruments carrigdair value on a recurring basis at
June 30, 2013 is as follows (dollars in millions):

Quoted prices in active

markets Significant othe 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 $ — 3 15,710 $ 393.1 $ 16,108.
United States Treasury securities and obligatidrsnited States government
corporations and agencies — 131.1 — 131.1
States and political subdivisions — 2,087.: — 2,087.:
Asset-backed securities — 1,410.( 45.4 1,455..
Collateralized debt obligations — 40.2 287.¢ 327.¢
Commercial mortgage-backed securities — 1,394.. 3.2 1,397."
Mortgage pass-through securities — 13.¢ 1.8 15.€
Collateralized mortgage obligations — 2,104 A1 2,104.
Total fixed maturities, available for sale = 22,891, 731.% 23,623.
Equity securities:
Corporate securities 66.7 171.¢ 1 238.2
Venture capital investments — — 31 3.1
Total equity securities 66.7 1714 3.2 241
Trading securities:
Corporate securities — 43.¢ — 43.¢
United States Treasury securities and obligatidrénited States government
corporations and agencies — 4.7 — 4.7
States and political subdivisions — 13.7 — 13.7
Asset-backed securities — 39.¢ — 39.¢
Commercial mortgage-backed securities — 105.1 — 105.1
Mortgage pass-through securities — A — A
Collateralized mortgage obligations — 22.C 10.4 324
Equity securities 14 — — 1.4
Total trading securities 14 229.% 10.4 241.(
Investments held by variable interest entitiesrpoaate securities — 1,087.¢ — 1,087.¢
Other invested assets - derivatives .3 114.1 — 114.¢
Assets held in separate accounts — 15.C — 15.C
Total assets carried at fair value by category $ 68.2 $ 24,509.. $ 744¢ $  25,322.
Liabilities:
Liabilities for insurance products:
Interest-sensitive products - embedded derivatigssciated with fixed index annuity
products $ —  $ — 3 796.2  $ 796.%
Interest-sensitive products - embedded derivatigssciated with modified coinsurance
agreement — — 2.€ 2.€
Total liabilities for insurance products = = 798.¢ 798.¢
Total liabilities carried at fair value by category $ — 8 — % 798¢ § 798.
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The categorization of fair value measurementsnput level, for our financial instruments carrigdair value on a recurring basis at
December 31, 2012 is as follows (dollars in milBjn

Quoted prices in active

markets Significant othe 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 $ —  $ 16,498.0 $ 355 $ 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.€
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 7.5
Commercial mortgage-backed securities — 93.2 — 93.2
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 entitiesrpoaate securities — 814. — 814.C
Other invested assets - derivatives — 54.¢ — 54.
Assets held in separate accounts — 14.¢€ — 14.¢
Total assets carried at fair value by category $ 50.6 $ 25,106.! $ 778z $ 25,935.
Liabilities:
Liabilities for insurance products:
Interest-sensitive products - embedded derivatigssciated with fixed index
annuity products $ — $ — G 7340 % 734.(
Interest-sensitive products - embedded derivatgssciated with modified
coinsurance agreement — — 5.E 5.
Total liabilities for insurance products — — 739.5 739.t

Total liabilities carried at fair value by category $ — 3 —  $ 7398 $ 739.f
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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
in our calculations. The fair value of policy I@a@approximates their carrying value.

Company-owned life insurance is backed by a series of mutual funds and is ahaiecash surrender value which approximates
estimated 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 ottivesiments purchased with original maturities s§le
than three months. We carry them at amortized edsth approximates 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):

June 30, 2013

Quoted prices

in active Significant
markets for other Significant
identical asset  observable unobservable Total Total
or liabilities inputs inputs estimated carrying
(Level 1) (Level 2) (Level 3) fair value amount
Assets:
Mortgage loans $ — — 1,746 $ 1,746.0 $ 1,692.
Policy loans — — 269.1 269.1 269.1
Other invested assets:
Company-owned life insurance — 126.¢ — 126.¢ 126.¢
Hedge funds — 16.1 — 16.1 16.1
Cash and cash equivalents:
Unrestricted 79.5 200.t — 280.( 280.(
Held by variable interest entities 210.% — — 210.% 210.%
Liabilities:
Insurance liabilities for interest-sensitive protuexcluding
embedded derivatives (a) — — 11,985.: 11,985.: 11,985.:
Investment borrowings — 1,926.( — 1,926.( 1,878.(
Borrowings related to variable interest entities — 1,127. — 1,127.. 1,143.°
Notes payable — direct corporate obligations — 965.4 — 965.4 905.7
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December 31, 2012

Quoted prices

in active Significant
markets for other Significant
identical asset  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.( 272.(
Other invested assets:
Company-owned life insurance — 123.( — 123.( 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.% 767.C
Notes payable — direct corporate obligations — 1,100. — 1,100.: 1,004.:

(a) The estimated fair value of insurance lialetitfor interest-sensitive products was approxitgaqual to its carrying value at June 30,
2013 and December 31, 2012 . This was becauseshiates credited on the vast majority of acchafdnces approximate current rates
paid on similar products and because these ratasatgenerally guaranteed beyond one year.
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The following table presents additional informatelyout assets and liabilities measured at fairevatua recurring basis and for which
have utilized significant unobservable (Level J)uts to determine fair value for the three montindeel June 30, 2013 (dollars in millions):

June 30, 2013

Amount of total

gains (losses) fc

the three months
ended June 30,

Total realized and 2013 included i
unrealized gains our net income
Purchases, Total realized (losses) included relating to assets
sales, and unrealized in accumulated and liabilities
Beginning issuances and gains (losses) other Transfers Transfers ou Ending still held as of
balance as of  settlements, included in net comprehensive into Level of Level 3 balance as of  the reporting
March 31, 2013 net (b) income income (loss) 3 () June 30, 2013 date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 356.5 $ 22 % 3 % 96 $ 44t $ — 3 3931 % =
States and political
subdivisions 15.C — — — — (15.0 — —
Asset-backed securities 46.¢€ (-2 — (2.5) 2.C (.5 45.4 —
Collateralized debt
obligations 309.% (33.7) (@) .9 10.¢ — 287.¢ —
Commercial mortgage-
backed securities 3.8 (:5) — — — — &g —
Mortgage pass-through
securities 1.€ — — — — — 1.€ —
Collateralized mortgage
obligations 36.€ — — — — (36.5) 1 —
Total fixed maturities,
available for sale 769.¢ (32.9 (.4 (112 57.5 (52.0 731.% —
Equity securities:
Corporate securities N — — — — — A —
Venture capital investments 3.1 — — — — — 31 —
Total equity securities 3.2 — — — — — 3.2 —
Trading securities:
States and political subdivisions .6 — — — — (.6) — —
Collateralized mortgage
obligations 5.7 — — (.1 4.8 — 10.4 —
Total trading securities 6.2 — — (.1) 4.€ (.6) 10.4 —
Liabilities:
Liabilities for insurance
products:

Interest-sensitive products -

embedded derivatives

associated with fixed index

annuity products (794.9) (32.%) 30.7 — — — (796.9) 30.7

Interest-sensitive products -
embedded derivatives
associated with modified

coinsurance agreement (5.9 2E — — — — (2.6 —
Total liabilities for insuranc
products (799.9 (30.2) 30.7 — — — (798.9) 30.7
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(a) For our fixed maturity securities, the majpof our transfers out of Level 3 are the resulbbfaining a valuation from an
independent pricing service which utilized obseteabputs at the end of the period, whereas a irgiete was used as of the
beginning of the period.

(b) Purchases, sales, issuances and settlemettsgpresent the activity that occurred duringgegod that results in a change of the
asset or liability but does not represent changéaii value for the instruments held at the befjigrof the period. Such activity
primarily consists of purchases and sales of fixedurity and equity securities and changes to eddgxtderivative instruments
related to insurance products resulting from teaasice of new contracts, or changes to existingacts. The following
summarizes such activity for the three months erdde@ 30, 2013 (dollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 100 $ (7.9 9 — 3 — 3 2.2
Asset-backed securities — (-2 — — (-2
Collateralized debt obligations — (33.9) — — (33.9)
Commercial mortgage-backed
securities — (.5) — — (.5)
Total fixed maturities, available for
sale 10.C (42.2) — — (32.9)
Liabilities:

Liabilities for insurance products:

Interest-sensitive products - embedded
derivatives associated with fixed index
annuity products (27.9) — (14.0 9.C (32.9)

Interest-sensitive products - embedd
derivatives associated with modified
coinsurance agreement — 2.t — — 2.t

Total liabilities for insurance products (27.9) 2. (14.0 9.C (30.2)
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The following table presents additional informatelyout assets and liabilities measured at fairevatua recurring basis and for which
have utilized significant unobservable (Level J)uts to determine fair value for the six monthsezhdune 30, 2013 (dollars in millions):

June 30, 2013

Amount of total
gains (losses) for
the six months

Total Total realized and ended June 30,
realized and unrealized gains 2013 included in
Purchases, unrealized  (losses) included our net income
Beginning sales, gains in accumulated relating to assets
balance as of issuances and  (losses) other Transfers Transfers ou Ending balance and liabilities still
December 31, settlements, included in comprehensive into Level  of Level 3 as of June 30, held as of the
2012 net (b) net income income (loss) 3 (a) 2013 reporting date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 355 $ 63.¢6 $ 3 3 (13.9) $ — 8 (1259 $ 3931 $ =
States and political
subdivisions 13.1 — — — — (23.)) — —
Asset-backed securities 44.C 7.2 — 3.9) 2.C (4.5) 45.4 —
Collateralized debt
obligations 324.( (42.0 A 5.t — — 287.€ —
Commercial mortgage-
backed securities 6.2 (.7) — A1 — (2.9 3.3 —
Mortgage pass-through
securities 1.¢ (.1 — — — — 1.8 —
Collateralized mortgage
obligations 16.¢ (.2 — — — (26.7) Nl —
Total fixed maturities,
available for sale 761.€ 27.¢ (.2 (11 2.C (48.9) 731.% —
Equity securities:
Corporate securities N — — — — — 1 —
Venture capital investments 2.8 — — 3 — — 3.1 —
Total equity securities 2.6 — — 3 — — 3.2 —
Trading securities:
States and political
subdivisions .6 — — — — (.6) — —
Collateralized debt obligatior 7ed (7.7) .6 (-2 — — — —
Collateralized mortgage
obligations 5.8 — — (.3 4.¢ — 10.4 —
Total trading securities 13.7 7.7 .6 (.5) 4.¢ (.6) 10.4 —
Liabilities:
Liabilities for insurance
products:

Interest-sensitive products -

embedded derivatives

associated with fixed index

annuity products (734.0 (95.¢) 33.t — — — (796.9) 33.t
Interest-sensitive products

embedded derivatives
associated with modified

coinsurance agreement (5.5 2.¢ — — — — (2.6 —
Total liabilities for
insurance products (739.9 (92.9 33.t — — — (798.9 33.F
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(a) For our fixed maturity securities, the majpof our transfers out of Level 3 are the resulbbfaining a valuation from an
independent pricing service which utilized obseteabputs at the end of the period, whereas a irgiete was used as of the
beginning of the period.

(b) Purchases, sales, issuances and settlemettsgpresent the activity that occurred duringgegod that results in a change of the
asset or liability but does not represent changéaii value for the instruments held at the befjigrof the period. Such activity
primarily consists of purchases and sales of fixedurity and equity securities and changes to eddgxtderivative instruments
related to insurance products resulting from teaasice of new contracts, or changes to existingacts. The following
summarizes such activity for the six months endett B0, 2013 (dollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 718 $ (79 9 — 3 — 3 63.¢
Asset-backed securities 7.€ (.4) — — 7.2
Collateralized debt obligations 13.2 (55.9) — — (42.0)
Commercial mortgage-backed
securities — (.7 — — (.7
Mortgage pass-through securities — (:1) — — (:1)
Collateralized mortgage obligations — (.1) — — (.1)
Total fixed maturities, available for
sale 92.¢ (64.5) — — 27.¢
Trading securities - collateralized debt
obligations — (7.7 — — (7.7
Liabilities:

Liabilities for insurance products:
Interest-sensitive products - embedd
derivatives associated with fixed inde
annuity products (52.¢) 1.4 (64.2) 19.¢ (95.9)
Interest-sensitive products - embedded
derivatives associated with modified
coinsurance agreement — 2.6 — — 2.6

(64.2) 19.€ (92.9

(@8]

Total liabilities for insurance produc (52.¢) 4.
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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 merghded June 30, 2012 (dollars in
millions):

June 30, 2012

Amount of total

gains (losses) for

the three months
ended June 30,

Total realized an 2012 included in
unrealized gains our net income
Purchases, Total realized an (losses) included relating to assets
Beginning sales, issuances unrealized gains in other Ending balance and liabilities still
balance as of and settlement: (losses) included comprehensive  Transfers  Transfers out as of June 30, held as of the
March 31, 2012 net (b) in net income income (loss) into Level 3 of Level 3 (a) 2012 reporting date
Assets:
Fixed maturities, available for sale:
Corporate securities $ 268.C $ 182 $ — 3 2C $ 635 $ (30.§) $ 321.C  $ =
United States Treasury securities
and obligations of United States
government corporations and
agencies 1.€ (.1) — — — — 15 —
States and political subdivisions 9.€ — — .8 10.€ (5.0 16.C —
Asset-backed securities 22.1 — — 1€ 1.2 (2.€) 23.C —
Collateralized debt obligations 332« 3.9 — 1.€ — — 330.1 —
Mortgage pass-through securities 2.2 (.1 — — — — 21 —
Collateralized mortgage
obligations 147 — — a1 — (10.9) 4.5 —
Total fixed maturities, available
for sale 651.2 14.2 —_ 6.1 75.4 (48.7) 698.2 —
Equity securities:
Corporate securities 3.2 — — — — — 3.2 —
Venture capital investments 65.2 — 3.0 4.2 — — 58.C 3.0
Total equity securities 68.2 — 3.0 4.2 — — 61.2 3.0
Trading securities:
States and political subdivisions — — — — 5 — 5 —
Collateralized debt obligations 3.€ — — (.2) — — 34 (.2)
Total trading securities 3.€ — — (.2) .5 — 3.9 (.2)

Liabilities:
Liabilities for insurance products:

Interest-sensitive products -

embedded derivatives

associated with fixed index

annuity products (704.3) 22.€ (19.9) — — — (701.0 (19.9)

Interest-sensitive products -
embedded derivatives
associated with modified

coinsurance agreement (3.9 (1.5 — — — — 4.9 —
Total liabilities for insurance
products (707.7) 21.1 (19.9) = = = (705.9) (19.9)
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(a) For our fixed maturity securities, the majpof our transfers out of Level 3 are the resulbbfaining a valuation from an
independent pricing service which utilized obseteabputs at the end of the period, whereas a irgiete was used as of the
beginning of the period.

(b) Purchases, sales, issuances and settlemettsgpresent the activity that occurred duringgegod that results in a change of the
asset or liability but does not represent changéaii value for the instruments held at the befjigrof the period. Such activity
primarily consists of purchases and sales of fixedurity and equity securities and changes to eddgxtderivative instruments
related to insurance products resulting from teaasice of new contracts, or changes to existingacts. The following
summarizes such activity for the three months erdde@ 30, 2012 (dollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 182 % — 3 — $ — 3 18.c
United States Treasury securities and
obligations of United States
government corporations and agencies — (:1) — — (:1)
Collateralized debt obligations 7.2 (12.0) — — (3.9
Mortgage pass-through securities — (.1 — — (.1)
Total fixed maturities, available for
sale 25k (11.3) — — 14.2
Liabilities:

Liabilities for insurance products:

Interest-sensitive products - embedded
derivatives associated with fixed index
annuity products (24.5) 36.7 — 10.4 22.¢

Interest-sensitive products - embedd
derivatives associated with modified
coinsurance agreement — — (1.5 — (1.5

Total liabilities for insurance products (24.5) 36.7 (1.5) 10.4 21.1
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The following table presents additional informatamivout assets and liabilities measured at fairevalua recurring basis and for which
we have utilized significant unobservable (Leveirputs to determine fair value for the six mongisled June 30, 2012 (dollars in millions):

June 30, 2012

Amount of total
gains (losses) for
the six months
ended June 30,

Total realized and 2012 included in
unrealized gains our net income
Beginning Purchases,  Total realized and (losses) included relating to assets
balance as of  sales, issuances unrealized gains in other and liabilities still
December 31, and settlements, (losses)included comprehensive  Transfers  Transfers out Ending balance as held as of the
2011 net (b) in net income income (loss) into Level 3 of Level 3(a) of June 30,2012  reporting date
Assets:
Fixed maturities, available for
sale:
Corporate securities $ 2781 % 16.C $ — 3 38 % 94: % (709 $ 321.C % =
United States Treasury
securities and obligations of
United States government
corporations and agencies 1.€ (.1) — — — — 1t —
States and political
subdivisions 21 — — 1.7 14.: (2.3 16.C —
Asset-backed securities 79.7 (27.3) (@) (2.7 .6 (27.0) 23.C —
Collateralized debt obligation 327.% (5.7) — 8.t — — 330.] —
Commercial mortgage-backed
securities 17.2 — — — — (17.9) — —
Mortgage pass-through
securities 2.2 (.1) — — — — 21 —
Collateralized mortgage
obligations 124.¢ (22.%) — 1.0 — (96.¢) 4.5 —
Total fixed maturities,
available for sale 833.1 (39.7) (.3 10.C 109.2 (214.7) 698.: =
Equity securities:
Corporate securities 6.4 — 3.9) .6 — — 3.z 3.9
Venture capital investments 63.8 — (3.0 (2.5 — — 58.C 3.0
Total equity securities 69.¢ — (6.€) 1.9) — — 61.2 (6.8)
Trading securities:
States and political
subdivisions — — — 1 A4 — 85 Al
Collateralized debt obligations — 4.2 — (.8) — — 34 (.8
Commercial mortgage-backe
securities 4 — — — — (.4) — —
Total trading securities A4 4.z — 7 A4 (.4) 3.€ 7
Liabilities:
Liabilities for insurance
products:

Interest-sensitive products

embedded derivatives

associated with fixed index

annuity products (666.%) (28.0) (6.7) — — — (701.0) (6.7)
Interest-sensitive products -

embedded derivatives

associated with modified

coinsurance agreement (3.5 1.9 — — —_ — (4.9 —
Total liabilities for
insurance products (669.5) (29.9 (6.7 — — — (705.9) 6.7)
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(a) For our fixed maturity securities, the majpof our transfers out of Level 3 are the resulbbfaining a valuation from an
independent pricing service which utilized obsetgabputs at the end of the period, whereas a lorgiete was used as of the
beginning of the period.

(b) Purchases, sales, issuances and settlemettsgpresent the activity that occurred duringgegod that results in a change of the
asset or liability but does not represent changéaii value for the instruments held at the befjigrof the period. Such activity
primarily consists of purchases and sales of fixedurity and equity securities and changes to eddgxtderivative instruments
related to insurance products resulting from teaasice of new contracts, or changes to existingracts. The following
summarizes such activity for the six months endett B0, 2012 (dollars in millions):

Purchases, sales,
issuances and

Purchases Sales Issuances Settlements settlements, net
Assets:
Fixed maturities, available for sale:
Corporate securities $ 43 % (27.9) 9 — 3 — 3 16.C
United States Treasury securities and
obligations of United States
governement corporations and agencies — (:1) — — (:1)
Asset-backed securities — (27.9) — — (27.9)
Collateralized debt obligations 35.k (41.2) — — (5.7
Mortgage pass-through securities — (:1) — — (:1)
Collateralized mortgage obligations 4.1 (26.€) — — (22.5)
Total fixed maturities, available for
sale 82.¢ (122.¢) — — (39.9)
Trading securities - collateralized debt
obligations 4.2 — — — 4.z
Liabilities:

Liabilities for insurance products:

Interest-sensitive products - embedd
derivatives associated with fixed inde
annuity products (51.9) 417 (39.0 21.1 (28.0

Interest-sensitive products - embedded
derivatives associated with modified
coinsurance agreement — — (1.9 — (1.9

Total liabilities for insurance products (51.¢) 41.7 (40.9 21.1 (29.9

At June 30, 2013, 93 percent of our Level 3 fireaturities, available for sale, were investmentigrand 39 percent and 54 percent of
our Level 3 fixed maturities, available for salensisted of collateralized debt obligations angoceite securities, respectively.

Realized and unrealized investment gains and Igessented in the preceding tables represent gathéosses during the time the
applicable financial instruments were classified.agel 3.

Realized and unrealized gains (losses) on Levek8ta are primarily reported in either net invesiinmecome for policyholder and
reinsurer accounts and other special-purpose fiodfamet realized investment gains (losses) asriansce policy benefits within the
consolidated statement of operations or accumulattest comprehensive income within shareholderstgtased on the appropriate
accounting treatment for the instrument.
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The amount presented for gains (losses) includediimet loss for assets and liabilities still hatdof the reporting date primarily
represents impairments for fixed maturities, aldddor sale, changes in fair value of trading s#ies and certain derivatives and changes in
fair value of embedded derivative instruments ideltiin liabilities for insurance products that &xis of the reporting date.

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 June 3012 (dollars in millions):

Fair value at June

Range (weighted

30, 2013 Valuation technique(s) Unobservable inputs average)
Assets:
Corporate securities (a) 250.4 Discounted cash flow Discount margins 1.95% - 3.50%
analysis (2.70%)
Asset-backed securities (b) 30.2 Discounted cash flow  Discount margins 2.38% - 3.45%
analysis (3.01%)
Collateralized debt obligations (c) 277.5 Discounted cash flow Recoveries 50% - 66% (62.5%)
analysis
Constant prepayment rate 20%
Discount margins 1.00% - 2.40%
(1.43%)
Annual default rate 0.96% - 5.20%
(3.08%)
Portfolio CCC % 1.56% - 19.83%
(12.41%)
Preferred stock (d) 3.1 Market multiples EBITDA multiple 7.2
Revenue multiple 15
Other assets categorized as Level 3 (e) 183.€ Unadjusted third-party Not applicable Not applicable
price source
Total 744.¢
Liabilities:
Interest sensitive products (f) 798.¢ Discounted projected  Projected portfolio yields 5.35% - 5.61%
embedded derivatives (5.55%)
Discount rates 0.00 - 4.19%
(2.03%)

Surrender rates

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 measuremeatinasset-backed securities is discount
margin added to a riskless market yield. Signifidanreases (decreases) in discount margin intisolavould result in a significantly

lower (higher) fair value measurement.

(c) Collateralized debt obligations - The sigrafit unobservable inputs used in the fair value oreasent of our collateralized debt
obligations relate to collateral performance, idahg default rate, recoveries and constant prepaynage, as well as discount margins of
the underlying collateral. Significant increasesgf@ases) in default rate in isolation would resudt significantly lower (higher) fair
value measurement. Generally, a significant in@édscrease) in the constant prepayment rate angades in isolation would result in
a significantly higher (lower) fair value measuremeésenerally a significant increase (decreaséjsoount margin in isolation would
result in a significantly lower (higher) fair valueeasurement. Generally, a change in the assumydiEoh for the annual default rate is
accompanied by a directionally similar change maksumption used for discount margins and paotfdCC % and a directionally
opposite change in the assumption used for congtaphyment rate and recoveries. A tranche's patypmimity and investment cost
basis could alter generalized fair value outcomes.
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(d) Preferred stock - The significant unobservafybeits used in the fair value measurement ofgregerred stock investment are the

EBITDA multiple and revenue multiple. Generallysignificant increase (decrease) in the EBITDA ameraie multiples in isolation
would result in a significantly higher (lower) faialue measurement.

(e) Other assets categorized as Level 3 - Foethssets, there were no adjustments to quoted tpaikes obtained from third-party pricing

(f)

sources.
Interest sensitive products - The significanbbservable inputs used in the fair value measemeof 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.

The following table provides additional informatiabout the significant unobservable (Level 3) ispigveloped internally by the

Company to determine fair value for certain asanttliabilities carried at fair value at Decembgy 3012 (dollars in millions):

Fair value at Range (weighted
December 31, 201  Valuation technique(s) Unobservable inputs average)
Assets:
Corporate securities (a) $ 248.% Discounted cash flow  Discount margins 1.90% - 3.25%
analysis (2.78%)
Asset-backed securities (b) 33.8 Discounted cash flow  Discount margins 2.78% - 3.14%
analysis (2.99%)
Collateralized debt obligations (c) 331. Discounted cash flow Recoveries 65% - 66%
analysis
Constant prepayment rate 20%
Discount margins .95% - 8.75%
(2.02%)
Annual default rate .95% - 5.54%
(3.01%)
Portfolio CCC % 1.18% - 21.56%
(11.99%)
Venture capital investments (d) 2.8 Market multiples EBITDA multiple 6.8
Revenue multiple 15
Other assets categorized as Level 3 (e) 162.¢ Unadjusted third-party Not applicable Not applicable
price source
Total 778.2
Liabilities:
Interest sensitive products (f) 739.5 Discounted projected  Projected portfolio yields 5.35% - 5.61%
embedded derivatives (5.55%)
Discount rates 0.0 - 3.6% (1.4%)
Surrender rates 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 iases (decreases) in discount margin in isolatiomdv@sult in a significantly lower
(higher) fair value measurement.

(b) Asset-backed securities - The significant wasbable input used in the fair value measurementioasset-backed securities is discount

margin added to a riskless market yield. Signiftdanoreases (decreases) in discount margin intisolaould 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

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 inea¢decrease) in the constant prepayment rate apsleges in isolation would result in
a significantly higher (lower) fair value measurere
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Generally a significant increase (decrease) inadist margin in isolation would result in a signéitly lower (higher) fair value
measurement. Generally, a change in the assumysieoh for the annual default rate is accompanieda diyectionally similar change in
the assumption used for discount margins and par®CC % and a directionally opposite change malssumption used for constant
prepayment rate and recoveries. A tranche's paypranrity and investment cost basis could alteragahized fair value outcomes.
Venture capital investments - The significanbbservable inputs used in the fair value measeménf our venture capital investments
are the EBITDA multiple and revenue multiple. Gellgr a significant increase (decrease) in the HBATor revenue multiples in
isolation would result in a significantly higheoer) fair value measurement.

Other assets categorized as Level 3 - Foethassets, there were no adjustments to quoted taiges obtained from third-party pricing
sources.

Interest sensitive products - The significanbbservable inputs used in the fair value measemeof 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 June 30, 2013, and the cliaated results of operations for
the six months ended June 30, 2013 and 2012 wdrete appropriate, factors that may affect futimarfcial performance. Please read this
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 forwaldeking statements within the meaning of the febseaurities law:
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 consideestants 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 outl
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 risksemainties and events that could cause our actsalts to differ materially from the
expectations expressed in our forwdwdking statements. Assumptions and other impoftasiors that could cause our actual resultsffer
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 offowed annuity and life insuran
businesses, and sales of, and demand for, our gpdu

e expectations of lower future investment earningy roause us to accelerate amortization, write doken ldalance of insuran
acquisition costs or establish additional liakektifor insurance products;

e general economic, market and political conditiansjuding the performance and fluctuations of thmaifcial 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 usafgkealth care services, persistency, the adeqofoyr 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 ourdturn filings, including our position that oul0% Debentures will not be trea
as stock for purposes of Section 382 of the Codievélh not trigger an ownership change, will not fieccessfully challenged by -

IRS;

» changes in accounting principles and the interficetahereof (including changes in principles rethto 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 includimgprovements in clain
adjudication and continued automation and ratiaa#ithn of operating systems;

« performance and valuation of our investmentsluiting the impact of realized losses (includinpestthantemporary impairmel
charges);

e our ability to identify products and markets in ainiwe 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 custoresponse to new produr
distribution channels and marketing initiatives;

» our ability to achieve additional upgrades of timamcial strength ratings of CNO and our insuracm@pany subsidiaries as well
the impact of our ratings on our business, ouitghih access 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 oumsurance 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 reguaktivhich may affect or eliminate the relative tadvantages of some of «
products or affect the value of our deferred tesets

Other factors and assumptions not identified alayeealso relevant to the forwal@bking statements, and if they prove incorrecyld
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-limgkstatements to reflect actual results, futurenév or developments, changes in
assumptions or changes in other factors affectinddrward-looking statements.

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

OVERVIEW

We are a holding company for a group of insuramrapanies operating throughout the United Statesdazelop, market and
administer health insurance, annuity, individutg ihsurance and other insurance products. Wesfoouserving the senior and middle-
income markets, which we believe are attractiveleuserved, high growth markets. We sell our pregiticough three distribution channels:
career agents, independent producers (some of wbtirane or more of our product lines exclusivelgil direct marketing.

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 msce products to the middiecome senior market through a dedicated fielddal
career agents and sales managers supported byerkef community-based sales offices. The Bankéiessegment includes
primarily the business of Bankers Life and Casu@ltynpany. Bankers

57






CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Life also markets and distributes Medicare Advaatplans primarily through distribution arrangemenith Humana, Inc. and
United HealthCare and Medicare Part D prescripticug plans ("PDP") through a distribution and raiagice arrangement with
Coventry.

Washington National, which markets and distributes supplemental heaittiuding specified disease, accident and hospital
indemnity insurance products) and life insuranceigdle-income consumers at home and at the werk3ihese products are
marketed through Performance Matters Associates(IRMA"), a wholly owned subsidiary, and througldependent marketing
organizations and insurance agencies including sv@rknarketing. The products being marketed adewaritten by Washington
National Insurance Compar

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;wga 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 thard six months ending June 30, 2013 and 2012afddt millions, except per
share data):

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Income before net realized investment gains, falue changes in embedded
derivative liabilities, equity in earnings of cartaon-strategic investments
and earnings attributable to non-controlling ins¢secorporate interest
expense, loss on extinguishment of debt and indewes ("EBIT" a non-
GAAP financial measure) (a):
Bankers Life $ 791 % 761 $ 141: $ 146.¢
Washington National 31.¢ 33.¢ 61.2 58.€
Colonial Penn 1.2 .6 4.2 (9.2
Other CNO Business 2.€ 1.¢ 6.2 (.4)
EBIT from business segments 114.5 112t 204.¢ 195.¢
Corporate operations, excluding corporate intesepense 2.4 9.9 54 (10.9)
EBIT 117.1 103.¢ 209.¢ 184.7
Corporate interest expense (13.7) (16.€) (28.9) (34.7)
Income before net realized investment gains, faine changes in
embedded derivative liabilities, equity in earnimdggertain non-strategic
investments and earnings attributable to non-ctimgointerests, loss on
extinguishment of debt and income taxes 104.( 86.¢ 181.¢ 150.¢
Tax expense on operating income 36.2 32.¢ 64.2 55.¢
Net operating income 67.7 54.2 117.¢ 94.¢
Net realized investment gains (net of related aixation and taxes) 1.8 18.7 11.2 32.¢
Fair value changes in embedded derivative liabditinet of related
amortization and taxes) 12.1 (6.9 13.4 (2.9
Equity in earnings of certain non-strategic investiis and earnings
attributable to non-controlling interests (net afes) (2.7 — @.5 —
Loss on extinguishment of debt (net of taxes) (6.9 (.3 (64.0) (.4)
Net income before valuation allowance for defeteedassets 72.1 65.7 73.5 124.¢
Valuation allowance for deferred tax assets 5.C — 15.5 —
Net income $ 771 0% 657 $ 89.C $ 124¢
Per diluted share:
Net operating income $ 3C % 20 % 50 % .35
Net realized investment gains (net of related aizettibn and taxes) .01 .0€ .05 A1
Fair value changes in embedded derivative liabdlitinet of related
amortization and taxes) .0t (.02 .06 (.01)
Equity in earnings of certain non-strategic investiis and earnings
attributable to non-controlling interests (net axfes) (.01) — (.02 —
Loss on extinguishment of debt (net of taxes) (.03 — (27) —
Valuation allowance for deferred tax assets .02 — .06 —
Net income $ 34 % 24 % 38 % A4E

(a) Management believes that an analysis of EBbViges a clearer comparison of the operating tesidlthe 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
Liabilitiesfor Insurance Products - reserves for the future payment of long-term care policy claims

We calculate and maintain reserves for the futasgrgent of claims to our policyholders based ona@alassumptions. For all our
insurance products, we establish an active liferkes a liability for due and unpaid claims, claimghe course of settlement and incurred but
not reported claims. In addition, for our heattburance business, we establish a reserve fordéisemt value of amounts not yet due on
claims. Many factors can affect these reservediahitlities, such as economic and social condgjanflation, hospital and pharmaceutical
costs, changes in doctrines of legal liability @xtra-contractual damage awards. Therefore, m@rves and liabilities are necessarily based
on numerous estimates and assumptions as wels@sibal experience. Establishing reserves israremain process, and it is possible that
actual claims will materially exceed our reserved have a material adverse effect on our resultgefations and financial condition. For
example, our long-term care policy claims may bie paer a long period of time and, therefore, lessmates have a higher degree of
uncertainty.

The following summarizes the components of therkeserelated to our long-term care business in batlBankers Life and Other
CNO Business segments as of June 30, 2013 and bec&h, 2012 (dollars in millions):

June 30, December 31,

2013 2012
Amounts classified as liabilities for insurancedrots - traditional products:
Active life reserves $ 3,499.C $ 3,441.¢
Reserves for the present value of amounts notyebd claims 1,237.« 1,213.:
Future loss reserves 86.¢ 76.C
Amounts classified as claims liabilities and otpelicyholder liabilities:
Liability for due and unpaid claims, claims in tteurse of settlement and
incurred but not reported claims 184.¢ 181.c
Total $ 5,008.. $ 4,912.:

The significant assumptions used to calculate thigealife reserves include morbidity, persisteaay investment yields. These
assumptions are determined at the issuance datdoamok change over the life of the policy.

The significant assumptions used to calculate¢serves for the present value of amounts not y@bdiclaims include future benefit
payments, interest rates and claim continuancenpattInterest rates are used to determine themrealue of the future benefit payments
are based on the investment yield of assets supgdhte reserves. Claim continuance assumptionestimmates of the expected period of t
that claim payments will continue before terminataue to recovery, death or attainment of policximam benefits. These estimates are
based on historical claim experience for similaigyoand coverage types. Our estimates of beneafitpents, interest rates and claim
continuance are reviewed regularly and updatedmsider current portfolio investment yields andergaclaims experience.

Pursuant to GAAP, we are required to establish prenaeficiency reserves when the aggregate lighilit a block of business is
deficient. With respect to our long-term care bkok business, the aggregate liability is not defit; but our projections of estimated future
profits (losses) indicate that profits will be rgoized in earlier periods, followed by losses tetgeriods. In this situation, we are required to
recognize future loss reserves. Such reservesatmglated based on our current estimate of the atmmecessary to offset the losses in future
periods and are established during the period ltheklis profitable. We estimate the future lossasdul on our current best estimates of
morbidity, persistency, maintenance expense angsinvent yields, which estimates are generally @adabnually. During the first six
months of 2013, we increased the future loss vesaelated to our long-term care blocks of busings$10.9 million based on these
calculations.
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The significant assumptions used to calculateittislity for due and unpaid claims, claims in treurse of settlement and incurred but
not reported claims are based on historical claagngent patterns and include assumptions relatdtetaumber of claims and the size and
timing of claim payments. These assumptions aratgodquarterly to reflect the most current inforiorategarding claim payment patterns.
In order to determine the accuracy of our prioinestes, we calculate the total redundancy (defaygof our prior claim reserve estimates.
The 2012 claim reserve redundancy (deficiency)dng-term care claim reserves, as measured at3yr#013, was $8.2 million (recogniz:
as a reduction to claim expense during 2848 consisting of $12.4 million for the Bankerse_.fegment and $(4.2) million for the Other C
Business segment).

Estimates of unpaid losses related to long-terra basiness have a higher degree of uncertaintyasimates for our other products
due to the range of ultimate duration of thesentda@ind the resulting variability in their cost éddition to the variations in the lag time in
reporting claims). We would not consider a var@an€5-10 percentage points from the initial expddbss ratio to be unusual. As an
example, an increase in the initial loss ratio-df05percentage points for claims incurred in 20dlated to our long-term care business (in
both our Bankers Life and Other CNO Business segsh@ould have resulted in an immediate decreaseiirearnings of approximately $35
million to $72 million (representing the entire iami of the increase in loss ratio on claims inaiine2012). Our financial results depend
significantly upon the extent to which our actulaims experience is consistent with the assumptiensised in determining our reserves and
pricing our products. If our assumptions with mssigo future claims are incorrect, and our researe insufficient to cover our actual losses
and expenses, we would be required to increaskaduilities, which would negatively affect our opéing results.

Refer to "Critical Accounting Policies" in our 20Bhnual Report on Form 10-K for information on ather accounting policies that
we consider critical in preparing our consolidafiedncial statements.
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RESULTS OF OPERATIONS

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

Three months ended  Six months ended

June 30, June 30,
2013 2012 2013 2012
Income (loss) before net realized investment gédosses), fair value changes in
embedded derivative liabilities, net of related atimation, equity in earnings of certain
non-strategic investments and earnings attribut@bhe@n-controlling interests, loss on
extinguishment of debt and income taxes (a non-GA¥gasure) (a):
Bankers Life $ 791 $ 761 $ 1417 $ 146.€
Washington National 31.¢ 33.¢ 61.2 58.¢€
Colonial Penn 1.2 .6 4.2 (9.2
Other CNO Business 2.€ 1.¢ 6.2 (.4)
Corporate operations (20.7) (25.7) (22.9) (45.0
104.( 86.¢ 181.¢ 150.¢
Net realized investment gains (losses), net ofedlamortization:
Bankers Life 2.8 16.2 10.¢ 25.¢
Washington National (1.0 3.2 .6 6.€
Colonial Penn A4 1.¢ A 4.t
Other CNO Business .8 6.1 5.€ 12.€
Corporate operations (.3 11 2 1.C
2.8 28.¢ 17.2 50.€
Fair value changes in embedded derivative liabgitnet of related amortization:
Bankers Life 18.2 (10.9) 20.2 (3.6
Other CNO Business 3 (.2 3 (.1
18.t (20.6) 20.€ (3.9
Equity in earnings of certain non-strategic investils and earnings attributable to non-
controlling interests
Corporate operations (2.9 — (4.8 —
Loss on extinguishment of debt:
Corporate operations (7.7) (-5 (65.4) (.7
Income (loss) before income taxes:
Bankers Life 100.Z 81.C 172.3 168.¢
Washington National 30.¢ 37.4 61.¢ 65.2
Colonial Penn 1.€ 2.t 4.0 4.7
Other CNO Business 3.7 7.8 12.1 12.1
Corporate operations (21.6) (25.]) (92.9) (44.7)
Income before income taxes $ 11457 $ 104EF $ 149 $ 196.¢

(@) These non-GAAP measures as presented in the ahble and in the following segment financiabdand discussions of segment
results exclude net realized investment gains €l)s$air value changes in embedded derivativéliligis, net of related amortization,
equity in earnings of certain non-strategic investis and earnings attributable to non-controllintgriests, loss on extinguishment of
debt and before income taxes. These are considereGAAP financial measures. A non-GAAP meassar@ numerical measure of a
company's performance, financial position, or démhis that excludes or includes amounts that arenatly excluded or included in t
most directly comparable measure calculated argepted in accordance with GAAP.
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These non-GAAP financial measures of "income (lbss$dre net realized investment gains (losseg)yvédue changes in embedded
derivative liabilities, net of related amortizatjia@yquity in earnings of certain non-strategic inments 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 attributimbien-controlling interests and loss on extingmient of debt. We measure
segment performance excluding these items becagdrlieve that this performance measure is a betarator of the ongoing
businesses and trends in our business. Our primeegtment focus is on investment income to suppartiabilities for insurance
products as opposed to the generation of realinezbiment gains (losses), and a long-term focnedessary to maintain profitability
over the life of the business. Realized investngais (losses), fair value changes in embeddedatem liabilities and equity in
earnings of certain non-strategic investments amdirgs attributable to non-controlling interestpend on market conditions and do
not necessarily relate to decisions regarding titedying business of our segments. However, fimegloss) before net realized
investment gains (losses), fair value changes inegltled derivative liabilities, net of related ariration, equity in earnings of certain
non-strategic investments and earnings attribut@bfen-controlling interests, loss on extinguishingf debt and before income taxes"
does not replace "income (loss) before income taxes measure of overall profitability. We may esience realized investment gains
(losses), which will affect future earnings levsilsce our underlying business is long-term in raand we need to earn the assumed
interest rates on the investments backing ourliiegsi for insurance products to maintain the gedfility of our business. In addition,
management uses this n@AAP financial measure in its budgeting processiicial analysis of segment performance and irsasg
the allocation of resources. We believe these nAAd&financial measures enhance an investor's utatelg of our financial
performance and allows them to make more inforraddments about the Company as a whole. These nesasgo highlight
operating trends that might not otherwise be traresgt. The table above reconciles the non-GAAPsoresto 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 prosiuéfe distribute these products through
our Bankers Life segment, which utilizes a caregmay force, through our Colonial Penn segmentchvhitilizes direct response marketing,
and through our Washington National segment, whtdlzes independent producers.
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Bankers Life (dollarsin millions)

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Premium collections:
Annuities $ 183.7 $ 169.5 $ 349.: $ 354.2
Medicare supplement and other supplemental health 324.¢ 331.: 659.% 660.¢
Life 91.1 75.4 180.¢ 145t
Total collections $ 599.2 § 576.z $ 1,189t $ 1,160.t
Average liabilities for insurance products:
Annuities:
Mortality based $ 2272 % 2317 % 228 % 232.7
Fixed index 3,132.: 2,798.: 3,085.! 2,752.¢
Deposit based 4,301.: 4,577.¢ 4,343.: 4,611..
Medicare supplement and other supplemental health 5,030.: 4,653.: 5,125.: 4,643.¢
Life:
Interest sensitive 480.: 444 473.¢ 443.(
Non-interest sensitive 616.¢ 506.2 603.2 494.¢
Total average liabilities for insurance products, of reinsurance ceded $ 13,788.. $ 13,211.¢ $ 13,859. $ 13,178.
Revenues:
Insurance policy income $ 4191 % 419.C $ 837.1 % 825.k
Net investment income:
General account invested assets 211.( 204.¢ 423.¢ 405.2
Fixed index products 15.€ (19.9) 64.t 5.2
Fee revenue and other income 4.C 3.2 7.7 6.2
Total revenues 649.7 607.¢ 1,333.: 1,252.;
Expenses:
Insurance policy benefits 368.( 366.: 743.2 701.t
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life pragusther than fixed index product: 35.2 36.€ 69.2 75.1
Fixed index products 30.€ (6.2) 92.1 41.C
Amortization related to operations 457 50.5 100.2 107.¢
Interest expense on investment borrowings 1.7 1.4 3.1 2.8
Other operating costs and expenses 89.1 83.2 184.( 177.¢
Total benefits and expenses 570.¢ 531.¢ 1,191.¢ 1,105.¢
Income before net realized investment gains, netlated amortization, and fair value
changes in embedded derivative liabilities, neetdted amortization, and income taxes 79.1 76.1 141.2 146.¢€
Net realized investment gains 3.3 17.¢ 11.¢ 28.t
Amortization related to net realized investmenngai (.9 1.7) (2.7) (2.€)
Net realized investment gains, net of related aizadion 2.6 16.2 10.¢ 25.¢
Insurance policy benefits - fair value changesnmbedded derivative liabilities 27.% (16.7) 30.t (5.7)
Amortization related to fair value changes in enteetiderivative liabilities (9.2 6.2 (10.2) 2.1
Fair value changes in embedded derivative liabditnet of related amortization 18.2 (10.9 20.3 (3.6
Income before income taxes $ 100.:  $ 8l¢ § 1721 % 168.¢
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Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Health benefit ratios:
All health lines:
Insurance policy benefits $ 310 $ 3137 $ 620.& $ 596.
Benefit ratio (a) 92.8% 91.9% 93.1% 88.2%
Medicare supplement:
Insurance policy benefits $ 127z ¢ 132¢ $ 2562 $ 250.7
Benefit ratio (a) 67.2% 72.2% 67.% 68.2%
PDP:
Insurance policy benefits $ 92 % 114 $ 15¢ $ 20.
Benefit ratio (a) 85.2% 64.2% 80.5% 72.0%
Long-term care:
Insurance policy benefits $ 173¢ $ 169t $ 3487 $ 325«
Benefit ratio (a) 129.5% 121.% 129./% 116.1%
Interest-adjusted benefit ratio (b) 81.4% 75.4% 81.5% 70.£%

(@) We calculate benefit ratios by dividing the relapedduct's insurance policy benefits by insuranuéep 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 imghuteerest income on the accumulated assets batkénimsurance 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 predémtccordance with GAAP.

These non-GAAP financial measures of "interest-stejdl benefit ratios" differ from "benefit ratiosielto the deduction of imputed
interest income on the accumulated assets badkenmsurance liabilities from the product's inseepolicy benefits used to determ
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 non-cancelatd@aranteed renewable contracts)
and require the performance of various functiorsssarvices (including insurance protection) foeatended period of time. The net
cash flows from long-term care products generalyse an accumulation of amounts in the early y&faasgpolicy (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 o ginoduct, management believes a benefit ratibititdudes 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 measarbegter indicator of the ongoing businesses @rdl$ in the business. However,
the "interestadjusted benefit ratio” does not replace the "berafo" as a measure of current period benefitsurrent period insuran
policy income. Accordingly, management reviews bistbnefit ratios" and "interest-adjusted benefitosi when analyzing the
financial results attributable to these produdke imputed investment income earned on the acairdibssets backing Bankers Li
long-term care reserves was $64.5 million and $64lon in the three months ended June 30, 20182012 , respectively, and was
$129.1 million and $128.0 million in the six mon#sded June 30, 2013 and 2012 , respectively.

Total premium collections were $599.4 million in the second quarter of 20U 4.0 percent from 2012 , and were $1,189.6 onilin
the first six months of 2013 , up 2.5 percent fradi2. See "Premium Collections" for further analydi$ankers Life's premium collectior

Average liabilities for insurance products, net of reinsurance ceded were $13.8 billion in the second quarter of 20U 4.4 percent
from 2012 , and were $13.9 billion in the first sponths of 2013 , up 5.2 percent from 2012 . Teegase in such liabilities reflects higher
new sales of these products. In addition, suchaasemsurance liabilities for certain long-termecproducts were increased by $195 million
and $311 million in the three and six months entiete 30, 2013, respectively,
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to reflect the premium deficiencies that would eKisinrealized gains on the assets backing suctyuts had been realized and the proceeds
from the sales of such assets were invested atctimeent yields. Such increase is reflected aslaation of accumulated other comprehensive
income.

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

Net investment income on general account invested assets (which excludes income on policyholder accounts$ $211.0 million in th
second quarter of 2013, up 3.0 percent from 2GiI,was $423.8 million in the first six months26fL3 , up 4.6 percent from 2012 . The
average balance of general account invested asast$14.8 billion and $14.2 billion in the seconders of 2013 and 2012,
respectively. The average yield on these assesbwé percent and 5.79 percent in the secondegsart 2013 and 2012 , respectively. The
average balance of general account invested agast$14.8 billion and $14.1 billion in the firsksnonths of 2013 and 2012 ,
respectively. The average yield on these assetwd percent and 5.73 percent in the first sinthof 2013 and 2012 , respectively. The
increase in general account invested assets i@phjndue to: (i) sales and increased persistefiouoannuity and health products in recent
periods; and (ii) the proceeds from $200 millioradflitional collateralized borrowings from the FHLBthe first six months of 2013 pursu
to our investment borrowing program. The increasesdt investment income in the 2013 periods refldnwt growth in general account
invested assets and prepayment income. Prepaynuemhé was $1.3 million and $2.4 million in the setquarters of 2013 and 2012 ,
respectively, and was $6.9 million and $2.9 millinrthe first six months of 2013 and 2012 , resipett. The decline in average yield in the
second quarter of 2013 is primarily due to thedase in variable rate investments purchased wétipthceeds from the collateralized
borrowings from the FHLB. Investing in relativeligher yielding investments and reduction to turmaages to preserve existing higher
yielding investments has resulted in maintainingrail yields in this segment when compared to tar year. However, should curre
market conditions continue, it is possible thatdakierall yield may decline in future periods, alisgranges in our investment strategy.

Net investment income related to fixed index products represents the change in the estimated fair vdloptions which are purchased
in an effort to offset or hedge certain potentiahéfits accruing to the policyholders of our fixadex products. 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 $15.6 million and $(19r8ion in the second quarters of 20a8c
2012 , respectively, and was $64.5 million and $16illion in the first six months of 2013 and 20l2spectively. Such amounts were ma
offset by the corresponding charge (creditatmunts added to policyholder account balances for fixed index products. Such income and
related charges fluctuate based on the value adrpembedded in the segment's fixed index anmaitigyholder account balances subject to
this benefit and to the performance of the indewlich the returns on such products are linked.

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 Medicare supplement business consists of bdilidual and group policies. Government regulaigenerally require us to att:
and maintain a ratio of total benefits incurredatal premiums earned (excluding changes in pdieyefit reserves), after three years fron
original issuance of the policy and over the lifedi of the policy, of not less than 65 percent ahvidual products and not less than 75 pet
on group products, as determined in accordances#atiutory accounting principles. Since the insaeaproduct liabilities we establish for
Medicare supplement business are subject to sigmifiestimates, the ultimate claim liability weunéor a particular period is likely to be
different than our initial estimate. Our benefitioa were 67.9 percent and 68.3 percent in thedirssmonths of 2013 and 2012 , respectively,
and 67.2 percent and 72.2 percent in the threelmartded June 30, 2013 and 2012, respectivelyn®thie three months ended June 30,
2013, the benefit ratio was impacted by the favierdlevelopment of prior period claim reserves giragimately $6.5 million. Excluding the
impact of the favorable claim reserve developmia benefit ratio would have been 70.7 percenténthree months ended June 30, 2013.
We continue to expect the benefit ratio on this Madk supplement business will be approximatelpé&itent for 2013.

The insurance policy benefits on our PDP businesslt from our quota-share reinsurance agreemeht@aventry. Insurance
margins (insurance policy income less insurancieypblenefits) on the PDP business were $1.6 miliind $6.4 million in the secoriarter:
of 2013 and 2012 , respectively, and were $3.8onilhnd $7.9 million in the first six months of Z0&nd 2012 , respectively. In the three
months ended June 30, 2012, insurance marging®hukiness were increased by $3.6 million, dyaréonium adjustments on the assumed
blocks.
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The net cash flows from our long-term care prodgetserally cause an accumulation of amounts ire#nly years of a policy
(accounted for as reserve increases) which wifldid out as benefits in later policy years (accedrior as reserve decreases). Accordingly,
as the policies age, the benefit ratio typicallgr@ases, but the increase in reserves is partitifgt by investment income earned on the
accumulated assets. The benefit ratio on our teng-care business in the Bankers Life segmentl®8s$ percent and 121.4 percent in the
second quarters of 2013 and 2012 , respectivetywas 129.4 percent and 116.1 percent in thedixsthonths of 2013 and 2012 ,
respectively. The interest-adjusted benefit ratighis business was 81.4 percent and 75.4 percém second quarters of 2013 and 2012 ,
respectively, and was 81.5 percent and 70.4 pengehé first six months of 2013 and 2012 , respedt. Since the insurance product
liabilities we establish for long-term care busmase subject to significant estimates, the ulteneddim liability we incur for a particular
period is likely to be different than our initiadtémate. When policies lapse, active life resefeesuch lapsed policies are released, resulting
in decreased insurance policy benefits (although slecrease is somewhat offset by additional araditin expense). The benefit ratio in
2013 increased due to higher incurred claims abuiseness continues to age and as new businessibedess of a component of the overall
inforce business. In addition, we recognized aradigeriod adjustment of $6.7 million in the fipaarter of 2013 and made certain
refinements to reserving methodologies of $3.5iamlin the second quarter of 2013, both of whiatréased insurance policy benefits.
Excluding these items, our interest-adjusted benetio would have been 78.8 percent and 77.7 peinghe three and six months ended
June 30, 2013, respectively. We expect the inta@jsisted benefit ratio on this long-term carecklto approximate the normalized results
we have experienced in the last two quarters frémainder of 2013.

Over the past several years, we have implementednereases in the long-term care block in thekBesiLife segment. In the first six
months of both 2013 and 2012 , the income befarente taxes in the Bankers Life segment reflectedtiaction 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 $4 million and $15 million in thedirsix months of 2013 and 2012 , respectively,ianliide: (i) the reduction in liabilities for
reduce their coverages to achieve a lower costebfiy (iii) the increase in the liabilities reldt® waiver of premium benefits to reflect
higher premiums after the rate increases; andr{oreased amortization of insurance acquisitionsesulting from the increase in lapses.
The net impacts described above are expectedltase in future periods as re-rating activity slogirgen we have completed several rounds
of rate actions on underperforming blocks of loagyt care business in recent years.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $35.2 million in the
second quarter of 2013 , down 3.8 percent from 2GRl were $69.3 million in the first six montH2613 , down 7.7 percent from
2012 . The weighted average crediting rate foseéhmoducts was 2.9 percent in both the secondeysaf 2013 and 2012 , and was 3.0
percent in both the first six months of 2013 an@20The average liabilities of the deposit-basatligty block were $4.3 billion and $4.6
billion in the first six months of 2013 and 2012spectively.

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 loeroévidence suggests that earlier estimates
of future gross profits should be revised. Accogtiinamortization for universal life and investméype products is dependent on the profits
realized during the period and on our expectatfdiutare profits. For other products, we amoriizeurance acquisition costs in relation to
actual and expected premium revenue, and amodizaionly adjusted if expected premium revenuagha or if we determine the balance
of these costs is not recoverable from future ofBankers Life's amortization expense was $4blifon and $50.5 million in the second
quarters of 2013 and 2012 , respectively, and 892 million and $107.4 million in the first sixamths of 2013 and 2012 , respectively.

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

Other operating costs and expensesin our Bankers Life segment were $89.1 millionhie second quarter of 2013, up 7.1 percent from
2012 , and were $184.0 million in the first six mteof 2013 , up 3.5 percent from 2012 . Otheraigey
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expenses in first six months of 2012 included a®iliion settlement with state securities regulat@®ther operating costs and expenses
include the following (dollars in millions):

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Expenses related to the marketing and quota-sigaeements with
Coventry $ 24 $ 1¢ $ 47 $ 3.€
Commission expense and agent manager benefits 15.1 14.€ 31.: 28.€
Other operating expenses 71.€ 66.4 148.( 145.]
Total $ 89.1 $ 83z $ 184.C $ 177.¢

Net realized investment gains (losses) fluctuate each period. During the first six mondh2013 , we recognized $11.9 million of net
gains from the sales of investments (primarily dixeaturities). During the first six months of 201r2et realized investment gains in this
segment included $31.5 million of net gains froma glales of investments (primarily fixed maturitiaay $3.0 million of writedowns of
investments for other than temporary declinesiindaue recognized through net income.

Amortization related to net realized investment gainsis the increase or decrease in the amortizationsoirance acquisition costs
which results from realized investment gains oséss When we sell securities which back our usaldife and investmertipe products at
gain (loss) and reinvest the proceeds at a diftsriefd, we increase (reduce) the amortizatiomstirance acquisition costs in order to reflect
the change in estimated gross profits due to tiresdbosses) realized and the resulting effectsiimeated future yields. Sales of fixed
maturity investments resulted in an increase irathertization of insurance acquisition costs ofrifion and $1.7 million in the second
quarters of 2013 and 2012 , respectively, and illlion and $2.6 million in the six months endeadB0, 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 amortizationsofrance
acquisition costs which results from changes iargst rates used to discount embedded derivatibdities related to our fixed index
annuities.
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Washington National (dollarsin millions)

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Premium collections:
Medicare supplement and other supplemental health $ 147¢ % 1451  $ 2951 % 286.¢
Life 34 3.6 7.C 7.8
Total collections $ 151.C $ 148.¢ $ 302.1 % 294.€
Average liabilities for insurance products:
Medicare supplement and other supplemental health $ 2427.( $ 2,418¢ $ 2424 $ 2,424
Non-interest sensitive life 202.¢ 199.1 199.¢ 199.7
Total average liabilities for insurance products, of reinsurance
ceded $ 2629¢ $ 2618( $ 2,624. $ 2,624.(
Revenues:
Insurance policy income $ 149.2 % 147¢  $ 298.: % 295.(
Net investment income:
General account invested assets 51.z 51.C 103.: 101.(
Trading account income related to reinsurer aceount (.6) 1.4 (.6) 1kt
Change in value of embedded derivatives relatedadified
coinsurance agreements .6 1.9 .6 (1.5
Fee revenue and other income 2 .3 A4 5
Total revenues 200.7 198.¢ 402.( 396.£
Expenses:
Insurance policy benefits 117.% 113.% 235.¢ 229.¢
Amortization related to operations 13.C 10.¢ 26.7 23.t
Interest expense on investment borrowings 5 .8 1.C iz
Other operating costs and expenses 38.1 39.7 77.5 83.t
Total benefits and expenses 168.¢ 165.( 340.¢ 337.¢
Income before net realized investment gains anohnectaxes 31.¢ 33.¢ 61.2 58.¢€
Net realized investment gains (losses) (1.0 SAE .6 6.€
Income before income taxes $ 306 % 372 % 616 $ 65.2
Health benefit ratios:
Medicare supplement:
Insurance policy benefits $ 17.Cc % 20 % 4.4 3 40.€
Benefit ratio (a) 65.5% 67.1% 65.2% 66.€%
Supplemental health:
Insurance policy benefits $ 93¢t $ 87.1 % 187.C % 179.1
Benefit ratio (a) 78.€% 77.(% 79.(% 79.1%
Interest-adjusted benefit ratio (b) 52.€% 50.1% 52.8% 52.€%
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(&) We calculate benefit ratios by dividing the relapedduct's insurance policy benefits by insuranuep 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 déshis that excludes or includes amounts that arenatly excluded or included in t
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 badkenmsurance liabilities from the product's inseepolicy benefits used to determ
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 non-cancelatd@aranteed renewable contracts)
and require the performance of various functiorss sarvices (including insurance protection) foreatended period of time. The net
cash flows from supplemental health products gédiyerause an accumulation of amounts in the eagbry of a policy (accounted for
as reserve increases) that will be paid out asfibemmelater policy years (accounted for as resedecreases). Accordingly, as the
policies age, the benefit ratio will typically irease, but the increase in benefits will be paytiatiset by the imputed interest income
earned on the accumulated assets. The interasttadjbenefit ratio reflects the effects of suthrigst income offset. Since interest
income is an important factor in measuring thegrenince of these products, management believeseditiatio that includes the
effect of interest income is useful in analyzingguct performance. We utilize the interest-adjdiftenefit ratio in measuring segment
performance because we believe that this perforenareasure is a better indicator of the ongoingriassies and trends in the
business. However, the "interest-adjusted beradfi" does not replace the "benefit ratio” as asuee of current period benefits to
current period insurance policy income. Accordinghanagement reviews both "benefit ratios" andetiedt-adjusted benefit ratios"
when analyzing the financial results attributabléhese products. The imputed investment incomeedaon the accumulated assets
backing the supplemental health reserves was $8illion and $30.5 million in the three months endee 30, 2013 and 2012 ,
respectively, and was $61.9 million and $61.0 wrillin the six months ended June 30, 2013 and 2Hspectively.

Total premium collectionswere $151.0 million in the second quarter of 20U 1.4 percent from 2012 , and were $302.1 mililon
the first six months of 2013 , up 2.5 percent fradi2 . See "Premium Collections" for further as@y

Insurance policy income is comprised of premiums earned on traditionaliasoe policies which provide mortality or morbidity
coverage and fees and other charges assessedeompalihies. Such income increased slightly duthmg2013 periods as supplemental health
premiums have increased and Medicare supplememtiymes have decreased consistent with sales.

Net investment income on general account invested assets (which excludes income on policyholder and reinsaceounts) was $51.3
million in the second quarter of 2013 , up .6 patdeom 2012 , and was $103.3 million in the figst months of 2013 , up 2.3 percent from
2012 . The average balance of general accounstedessets was $3.8 billion and $3.7 billion eskcond quarters of 2013 and 2012,
respectively. The average yield on these assesbwid percent and 5.57 percent in the secondegsart 2013 and 2012 , respectively. The
average balance of general account invested asast$3.8 billion and $3.7 hillion in the first sixonths of 2013 and 2012espectively. Tr
average yield on these assets was 5.50 perceft &hgbercent in the first six months of 2013 anti20respectively.

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 desig!
to substantially offset the change in value of edadeel 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 bloclkhgéstments related to these agreemen
our trading securities account, which we carryséingated fair value with changes in such value gaetzed as trading account income. The
change in the value of the embedded derivativeddngsly 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.

Washington National's Medicare supplement busipgsgarily consists of individual policies. The imance product liabilities we
establish for our Medicare supplement businessuagect to significant estimates and the ultimdaéncliability we incur for a particular
period is likely to be different than our initisdtémate. Government regulations generally requsréo attain and maintain a ratio of total
benefits incurred to total premiums earned (exdgdihanges in policy benefit reserves), after tlygses from the original issuance of the
policy and over the lifetime of the policy, of ness than 65 percent on these products, as detdririraccordance with statutory accounting
principles. Insurance margins (insurance poli@pme less insurance policy benefits) on these mtsduere $8.9 million and $9.7 million in
the second quarters of 2013 and 2012 , respectiartywere $18.3 million and $20.4 million in the months ended June 30, 2013 and
2012 , respectively. Such decrease reflects theffuof this business as we discontinued new saflddedicare supplement business in this
segment in the fourth quarter of 2012. Our bemafibs were 65.5 percent and 67.7 percent in tteetmonths ended June 30, 2013 and 2
respectively. During the three months ended Jun@@03, the benefit ratio was impacted by the fabte development of prior period claim
reserves of approximately $1.5 million. Excludihg impact of the favorable claim reserve develogntae benefit ratio would have been
71.3 percent in the three months ended June 3@3. 201

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 treatméor, 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 iggregate 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 pgremrider, but also provides for payment of
a graded portion of the return of premium benéfité policy terminates before the return of premioenefit is earned. Accordingly, the net
cash flows from these products generally resulvénaccumulation of amounts in the early yearsdlecy (reflected in our earnings as
reserve increases) which will be paid out as benifilater policy years (reflected in our earniagseserve decreases which offset the
recording of benefit payments). As the policies,abe benefit ratio will typically increase, bhetincrease in benefits will be partially offset
by investment income earned on the accumulatedsa§3de benefit ratio will fluctuate depending be tlaim experience during the
year. Insurance margins (insurance policy incoess Insurance policy benefits) on these producte $25.4 million and $26.0 million in tl
second quarters of 2013 and 2012 , respectivetywame $49.7 million and $45.6 million in the sixnths ended June 30, 2013 and 2012,
respectively. The increase in margin in the firgf lof 2013 is primarily related to higher insurammlicy income due to the growth in this
block of business and improved persistency. Ther@st adjusted benefit ratio on this supplemerdalth business was 52.8 percent and 52.6
percent in the first six months of 2013 and 20d&spectively. We expect the interest-adjusted lieraio on this supplemental health block
to approximate the results we have experienceldeatst two quarters for the remainder of 2013.

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized in relation to actual and expected premmievenue, 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 $.8 million in the setguarters of 2013 and 2012 ,
respectively, and $1.0 million and $1.5 milliontire first six months of 2013 and 2012 , respecyivel interest expense on collateralized
borrowings, as further described in the note tocthresolidated financial statements entitled "Inwesit Borrowings".

Other operating costs and expenses include commission expense of $16.2 million and.$18illion in the second quarters of 2013 and
2012 , respectively, and $32.3 million and $33.8iom in the six months ended June 30, 2013 an®20#&spectively. The first half of 2013
reflects lower legal expenses than the comparadrieghin 2012 .

Net realized investment gains (losses) fluctuate each period. During the first six montfi2013 , we recognized $.6 million of net
gains from the sales of investments (primarily dixeaturities). During the first six months of 20lr2et realized investment gains included
$9.5 million of net gains from the sales of investits (primarily fixed maturities) and $2.9 milliofiwritedowns of investments for other
than temporary declines in fair value recognizeduggh net income.
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Colonial Penn (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Premium collections:
Life $ 564 $ 52t ¢ 112t $ 105.1
Supplemental health 1.C 1.2 2.1 2.t
Total collections $ 574 $ 537 $ 114¢ $ 107.¢
Average liabilities for insurance products:
Annuities-mortality based $ 744 $ 76.6 9 74.€ 9 76.¢
Supplemental health 14.1 15.1 14.: 15.2
Life:
Interest sensitive 17 18.¢ 173 19.¢
Non-interest sensitive 629.¢ 601.¢ 624.( 600.]
Total average liabilities for insurance products of reinsurance ceded $ 736.1 $ 712¢ $ 730¢ $ 711.
Revenues:
Insurance policy income $ 58.C $ b4¢ $ 114¢ $ 108.
Net investment income on general account investsdta 9.¢ 10.2 19.¢ 20.2
Fee revenue and other income .2 .2 A4 A4
Total revenues 68.1 65.C 135.1 128.¢
Expenses:
Insurance policy benefits 41.1 39.2 83.¢ 81.Z
Amounts added to annuity and interest-sensitivedifoduct account balances A .3 3 .5
Amortization related to operations 3.7 3.¢ 7.4 7.€
Other operating costs and expenses 22.C 20.¢ 4717 48.F
Total benefits and expenses 66.¢ 64.£ 139.: 137.¢
Income (loss) before net realized investment gansincome taxes 1.2 .6 (4.2 (9.2
Net realized investment gains A4 1L.g A 4.t
Income (loss) before income taxes $ 1€ $ 28§ (41 $ (4.7)

This segment's results are significantly impactethle accounting standard related to deferred aitopri costs. We are not able to
defer most of Colonial Penn's direct response didumy costs although such costs generate prediécsaltes and future inforce profits. In
2013, we plan to continue to invest in this segredyusiness, including the development of new petgland markets. The amount of our
investment in new business during a particulargaewill have a significant impact on this segmergsults. We continue to expect this
segment to report a loss (before net realized tmest gains (losses) and income taxes) in 201&wfden $5 million and $10 million.

Total premium collections were $57.4 million in the second quarter of 200 6.9 percent from 2012 , and were $114.6 milifothe
first six months of 2013, up 6.5 percent from 2012ee "Premium Collections" for further analysi€olonial Penn's premium collections.

Insurance policy incomeis comprised of premiums earned on policies whicvigde mortality or morbidity coverage and fees and
other charges assessed on other policies. Theageia such income reflects the growth in the blafdbusiness.

Net investment income on general account invested assets was $9.9 million in the second quarter of 2013wil@.9 percent from
2012, and was $19.8 million in the first six mantf 2013 , down 2.0 percent from 2012 . The ayetzmlance of general account invested
assets was $676.8 million and $679.1 million ingkeond quarters of 2013 and 2012 , respectivEe average yield on these assets was
5.89 percent and 5.98 percent in the second quarfét013 and 2012 , respectively. The averagenioal of general account invested assets
was $676.7 million and $681.5 million in the fissx
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months of 2013 and 2012 , respectively. The aweyagd on these assets was 5.87 percent and Br@8ry in the first six months of 2013
and 2012 , respectively.

I nsurance 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 Colonial
Penn segment are amortized in relation to actuhkapected premium revenue, and amortization ig adjusted if expected premium
revenue changes or if we determine the balandeesktcosts is not recoverable from future profiach amounts were generally consistent
with the related premium revenue and gross priitsuch periods and the assumptions we made wiezstablished the present value of
future profits. A revision to our current assurops could result in increases or decreases to aatioh expense in future periods.

Other operating costs and expenses in our Colonial Penn segment were $22.0 milliothia second quarter of 2013, up 5.3 percent
2012, and were $47.7 million in the first six moatdf 2013, down 1.6 percent from 2012.

Net realized investment gains (losses) fluctuate each period. During the first six montfi2013 , we recognized $.1 million of net
gains from the sales of investments (primarily dixeaturities). During the first six months of 20lri2et realized investment gains in this
segment included $4.7 million of net gains from shées of investments (primarily fixed maturities)d $.2 million of writedowns of
investments for other than temporary declinesiinMaue recognized through net income.

73




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Other CNO Business (dollarsin millions)

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Premium collections:
Annuities $ 15 $ 1z $ 28 3 2.1
Other health 6.2 6.5 12 13.4
Life 39.5 40.¢ 80.€ 86.2
Total collections $ 472 % 48.6 $ 95.¢ $ 101.7
Average liabilities for insurance products:
Annuities:
Mortality based $ 212.¢ % 225 % 213.¢ % 227.3
Fixed index 462.¢ 532.t 468.¢ 543.2
Deposit based 621.2 633.] 626.4 635.7
Separate accounts 15.c 15.¢ 15.2 15.€
Other health 474 479.¢ 474.7 480.4
Life:
Interest sensitive 2,232.¢ 2,365.¢ 2,245." 2,391.
Non-interest sensitive 810.1 763.: 809.7 764.¢
Total average liabilities for insurance product, of reinsurance ceded $ 4829° $ 5015¢ $ 4854. $ 5,058!
Revenues:
Insurance policy income $ 65.C $ 73¢€ $ 1322 % 152.¢
Net investment income:
General account invested assets 78.5 84.C 157.% 168.(
Fixed index products 2.4 4.7 11.¢ 2.7
Trading account income related to policyholder acts (.1) (.2 1.2 1.8
Total revenues 145.¢ 153.¢ 302.t 325.1
Expenses:
Insurance policy benefits 77.4 93.¢ 165.t 176.¢
Amounts added to policyholder account balances:
Annuity products and interest-sensitive life pragdusther than fixed index products 27.C 27.t 55.¢ 57.2
Fixed index products 5.2 7 13.7 9.¢
Amortization related to operations 5.6 7.1 11t 14.€
Interest expense on investment borrowings 4.8 5.C 9.€ 10.1
Other operating costs and expenses 22.7 17.4 40.2 56.¢
Total benefits and expenses 143.( 151.t 296.% 325k
Income (loss) before net realized investment gaiespf related amortization, and fair value
changes in embedded derivative liabilities, neetdted amortization, and income taxes 2.€ 1.¢ 6.2 (.4
Net realized investment gains .8 7E 5.7 14.2
Amortization related to net realized investmenngai — (1.9 (.1 (1.6
Net realized investment gains, net of related amation .8 6.1 5.€ 12.€
Insurance policy benefits - fair value changesnibedded derivative liabilities 1.7 1.9 1.€ (.4
Amortization related to fair value changes in entsetiderivative liabilities (2.9 .8 2.9 .3
Fair value changes in embedded derivative liabditnet of related amortization 3 (.2 3 (.2
Income before income taxes $ 37 § 7€ $ 121 % 12.1
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Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Health benefit ratios:
Long-term care:
Insurance policy benefits $ 15 $ 14¢ $ 30< $ 30
Benefit ratio (a) 251.(% 230.2% 251.€% 228.9%
Interest-adjusted benefit ratio (b) 137.6% 121.2% 139.2% 121.%

(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 lessrtimuted interest income on the accumulated assekinigethe insurance liabilities by
policy income. These are considered non-GAAP fitelrmeasures. A non-GAAP measure is a numerieglsure of a company's
performance, financial position, or cash flows tletludes or includes amounts that are normalljuebed or included in the most
directly comparable measure calculated and pred@émtgccordance with GAAP.

These non-GAAP financial measures of "interest-stéjd benefit ratios" differ from "benefit ratiosielto the deduction of imputed
interest income on the accumulated assets badkeimsurance liabilities from the product's inseepolicy benefits used to determ
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 non-cancelatdg@aranteed renewable contracts)
and require the performance of various functiorss sarvices (including insurance protection) foreatended period of time. The net
cash flows from long-term care products generalyse an accumulation of amounts in the early y&aagolicy (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, I increase in benefits will be partially offégtthe imputed interest income earned on
the accumulated assets. The interest-adjustedibezim reflects the effects of such interestame offset. 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 measarbaster indicator of the ongoing businesses @il in the business. However,
the "interestadjusted benefit ratio” does not replace the "beraio" as a measure of current period benefitsurrent period insuran
policy income. Accordingly, management reviews bithnefit ratios" and "interest-adjusted benefitos! when analyzing the

financial results attributable to these produdike imputed investment income earned on the acateuibssets backing the long-term
care reserves was $6.9 million and $7.0 milliothimthree months ended June 30, 2013 and 201Reatesely, and was $13.8 million
and $14.0 million in the six months ended June2B3 and 2012 , respectively.

This segment's results are significantly impactgthle interest-sensitive life insurance block whiglsensitive to interest rates and
changes to NGEs. This segment also includes: ¢ijrdeg blocks of traditional life and annuity pnects which generally generate stable
earnings; and (ii) a smaller block of long-termechusiness generating a modest stream of losskedimited 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 $47.2 million in the second quarter of 20@8wn 2.9 percent from 2012 , and were $95.8 milifon
the first six months of 2013 , down 5.8 percenirfrd012. The decrease in collected premiums was primdrily to policyholder redemptio
and lapses. See "Premium Collections" for furthmedysis.

Average liabilities for insurance products, net of reinsurance ceded were $4.8 billion in the second quarter of 2018wd 3.7 percent
from 2012 , and were $4.9 billion in the first sitonths of 2013 , down 4.0 percent from 2012 . déerease in such liabilities was primarily
due to policyholder redemptions and lapses.

Insurance policy incomeis comprised of policyholder charges on our intesesisitive products and premiums earned on toamiti
insurance policies which provide mortality or malibj coverage. The decrease in insurance policgrire in
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the 2013 periods is primarily due to a reductiopaticyholder charges on certain interest-senslifegproducts consistent with the settlement
offered in a class action lawsuit and lower premigwenue due to policyholder redemptions and lapses

Net investment income on general account invested assets (which excludes income on policyholder and reinsaceounts) was $78.3
million in the second quarter of 2013 , down 6.8&pat from 2012 , and was $157.7 million in thstfsix months of 2013 , down 6.1 percent
from 2012 . The average balance of general acdouested assets was $5.4 billion and $5.6 bililothe second quarters of 2013 and 2012 ,
respectively. The average yield on these asseibvd percent and 5.97 percent in the secondegsart 2013 and 2012 , respectively. The
average balance of general account invested asast$5.4 billion and $5.7 hillion in the first sixonths of 2013 and 2012espectively. TF
average yield on these assets was 5.83 percefst @hgbercent in the first six months of 2013 andi20respectively. The decrease in net
investment income is primarily due to the lowerdsted assets in this segment as the businessffulih®decrease in average yield reflects
slightly lower prepayment income in the 2013 pesiod

Net investment income related to fixed index products represents the change in the estimated fair vdloptions which are purchased
in an effort to offset or hedge certain potentiahéfits accruing to the policyholders of our fixadex products. Our fixed index products are
designed so that the investment income spreadisctad to be more than adequate to cover the ttst options and other costs related to
these policies. Net investment income (loss) eelab fixed index products was $2.4 million and.$J4nillion in the second quarters of 2013
and 2012 , respectively, and was $11.4 million &4 million in the first six months of 2013 and120, respectively. Such amounts were
mostly offset by the corresponding charge (cradigmounts added to policyholder account balances for fixed index products. Such
income and related charges fluctuate based onatlue vf options embedded in the segment's fixeerahnuity policyholder account
balances subject to this benefit and to the perdoce of the index to which the returns on such getsdare linked.

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

I nsurance policy benefits reflected unfavorable mortality in the second geraof 2012.

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 251.0 percent and 23&.@ept in the second quarters of 2013 and
2012 , respectively, and was 251.6 percent and32&&cent in the first six months of 2013 and 2pfespectively. Benefit ratios are
calculated by dividing the product's insurance g@ohenefits by insurance policy income. Since tigifance product liabilities we establish
for long-term care business are subject to signiti@stimates, the ultimate claim liability we indor a particular period is likely to be
different than our 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 137.6 percent and 121.3 percent in the seasadeys of 2013 and 2012 , respectively, and w&s?1i3ercent and 121.7 percent in the
first six months of 2013 and 2012 , respectively

In each quarterly period, we calculate our besinege of claim reserves based on all of the infaiomaavailable to us at that time,
which necessarily takes into account new experienoerging during the period. Our actuaries esgrttase claim reserves using various
generally recognized actuarial methodologies whighbased on informed estimates and judgmentatbdielieved to be appropriate. As
additional experience emerges and other data beawaikable, these estimates and judgments arewediand may be revised. Significant
assumptions made in estimating claim reserveftg-term care policies include expectations abwett i) future duration of existing
claims; (ii) cost of care and benefit utilizatidfii) interest rate utilized to discount claim reses; (iv) claims that have been incurred but not
yet reported; (v) claim status on the reportingedéti) claims that have been closed but are exgletct reopen; and (vii) correspondence
has been received that will ultimately become ctaihat have payments associated with them.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were $27.0 million in the
second quarter of 2013 , down 1.8 percent from 2@l were $55.8 million in the first six montH2613 , down 2.4 percent from
2012 . The weighted average crediting rate fose¢hmroducts was 4.0 percent and 3.8 percent ifirgtiasix months of 2013 and 2012 ,
respectively.
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Amounts added to fixed index products generally fluctuate with the corresponding relateagstment income accounts described ak

Amortization related to operations includes amortization of insurance acquisition soghsurance acquisition costs are generally
amortized either: (i) in relation to the estimagedss profits for universal life and investmentaygroducts; or (i) in relation to actual and
expected premium revenue for other products. ¢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 guaots 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 angfigant 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 $5.0 million in the sedayuarters of 2013 and 2012 ,
respectively, and $9.6 million and $10.1 milliontire first six months of 2013 and 2012 , respebtjvef interest expense on collateralized
borrowings, as further described in the note tocthresolidated financial statements entitled "Inwesit Borrowings".

Other operating costs and expenses were $22.7 million in the second quarter of 201B 30 percent from 2012 , and were $40.2
million in the first six months of 2013 , down 28rpent from 2012 . The second quarter of 2013atflkigher legal expenses than the
comparable period in 2012. In the first quarteR@12, we recognized a charge of $20.5 million ezldb pending litigation as more fully
described in the note to the consolidated finargtatiements entitled "Litigation and Other Legald@edings - Cost of Insurance Litigation".

Net realized investment gains (losses) fluctuate each period. During the first six montfi2013 , we recognized $5.7 million of net
gains from the sales of investments (primarily dixeaturities). During the first six months of 20lr2et realized investment gains included
$19.1 million of net gains from the sales of invesnts (primarily fixed maturities) and $4.9 milliofiwritedowns of investments for other
than temporary declines in fair value recognizedugh net income.

Amortization related to net realized investment gainsis the increase or decrease in the amortizationsoirance acquisition costs
which results from realized investment gains oséss When we sell securities which back our usaldife and investmertipe products at
gain (loss) and reinvest the proceeds at a diffgfiefd (or when we have the intent to sell the &inpd investments before an anticipated
recovery in value occurs), we increase (reducegathertization of insurance acquisition costs ineori reflect the change in estimated gross
profits due to the gains (losses) realized anddhelting effect on estimated future yields. Salefixed maturity investments resulted in an
increase in the amortization of insurance acqoisitiosts of nil and $1.4 million in the second ¢erar of 2013 and 2012 , respectively, and
$.1 million and $1.6 million in the six months edd&une 30, 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 amortizationsofrance

acquisition costs which results from changes iarigt rates used to discount embedded derivasildities related to our fixed index
annuities.

77




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Corporate Operations (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Corporate operations:
Interest expense on corporate debt $ (131) $ (166 $ (282 $ (34
Net investment income (loss):
General investment portfolio i1E aL{© 2.€ 1.9
Other special-purpose portfolios:
COLlI A (4.0) 4.7 2.3
Investments held in a rabbi trust — — A4 4.1
Investments in certain hedge funds (.2 (1.6 — (1.8
Other trading account activities 3.1 4.5 6.8 10.t
Fee revenue and other income g 2 3.2 .6
Net operating results of variable interest entities — 2.8 — 5.1
Interest expense on investment borrowings — (.2 (.2) (.3
Other operating costs and expenses (3.6 (11.9 (12.9) (33.9
Loss before net realized investment gains (lossegiity in earnings of
certain non-strategic investments and earninghatable to non-
controlling interests, loss on extinguishment dbtcend income taxes (20.7) (25.7) (22.¢) (45.0
Net realized investment gains (losses) (-3 11 2 1.0
Equity in earnings of certain non-strategic investis and earnings
attributable to non-controlling interests (2.9 — (4.9 —
Loss on extinguishment of debt (7.7) (.5) (65.9) (.7
Loss before income taxes $§ (219 $ (250) $§ (929 $ (449

I nterest expense on corporate debt has been primarily impacted by: (i) the recapitian transactions completed in September 2012;
(ii) the amendment to our Senior Secured Credieagrent in May 2013; and (iii) the completion of @#er in March 2013. Our average
corporate debt outstanding was $973.2 million a8¢2$8 million during the first six months of 201852012 , respectively. The average
interest rate on our debt was 5.2 percent andéteept during the first six months of 2013 and 2p8espectively.

Net investment income on general investment portfolio fluctuates based on the amount and type of invexsets 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
are allocated to participants' account balancésjrgding account activities; (iii) income (los&pm COLI equal to the difference between
return on these investments and our overall paotfakeld; 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
these investments equivalent to the yield on the@my's overall portfolio, with any difference hetactual COLI return allocated to
Corporate Operations. We also recognized a deatéfibef $2.9 million related to the COLI in thecemd quarter of 2013.

Net operating results of variable interest entities relates solely to the 2012 periods and represhatsipact of consolidating the VIEs
in accordance with GAAP. These entities were distadd to issue securities and use the proceeidsést in loans 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 fthe VIEs are recognized by our segments agwist! (i) investment income earned on
investments in the VIEs made by our insurance seatgrae recognized in the segment's earningsn{@stment income earned on
investments in the VIEs made by the Corporate sayare recognized in the Corporate segment earniiiy$ee revenue earned for
providing investment management services to thes\WEecognized in fee revenue and other incontieeirCorporate segment; and (iv)
earnings
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from the non-controlling interests in the VIEs ageognized as "equity in earnings of certain neatsgic investments and earnings
attributable to non-controlling interests.”

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 expensesinclude general corporate expenses, net of amathiatged to subsidiaries for services provided by
the corporate operations. These amounts flucsm#eresult of expenses such as consulting anbdesia which often vary from period to
period. In the second quarter of 2013, other opwyatosts and expenses were reduced by $6.1 miltifbecting a 25 basis point increase in
the discount rate used to value our agent defewatpensation plan and certain retirement bendfitshe first quarter of 2012, we recognized
a $6.8 million charge related to the relocatiolahkers Life's primary office.

Net realized investment gains (losses) often fluctuate each period. During the first signths of 2013 , we recognized $.8 million of
net gains from the sales of investments (of whicB,million were net gains recognized by VIEs) &l million of writedowns of investmer
(all of which were recognized by VIES) due to otllean temporary declines in fair value recognizedugh net income. During the first six
months of 2012 , net realized investment gainsugheti $1.4 million of net gains from the sales ekstments (of which, $.2 million were net
gains recognized by VIEs) and $.4 million of writechs of investments (all of which were recognizgd/MEs) due to other than temporary
declines in fair value recognized through net ineom

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 six months of 2013 of $65.4 milliorstdted from: (i) the Offer and repurchase of 7.0%
Debentures, the write-off of unamortized discourd ssuance costs associated with the 7.0% Dele=ntiuat were repurchased and other
transaction costs; and (ii) expenses related tattendment of our Senior Secured Credit Agreentahttee write-off of unamortized
discount and issuance costs associated with pregratgon the Senior Secured Credit Agreement. Saakdctions are further discussed in
the note to the consolidated financial statememtiled "Notes Payable Birect Corporate Obligations.” The loss on extirsuent of debt i
the first six months of 2012 of $.7 million repratethe write-off of unamortized discount and ismeacosts 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, s¢pdrbetween ifierce and new business provides increased clawtyral the valu
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 reveraume 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 estimatdashwve believe are reasonable.

The following summarizes our earnings, separatéaden in-force and new business on a consolidadsis land for each of our
operating segments for the three and six montheceddne 30, 2013 and 2012 :

Business segments - total (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 594.€ $ 6017 $ 1,186.& $  1,198.
Net investment income and other 365.¢ 324.5 771.¢ 702.5
Total revenues 960.2 926.4 1,958.¢ 1,901.:
Benefits and expenses:
Insurance policy benefits 638.: 611.7 1,324.¢ 1,247.(
Amortization 60.2 64.€ 131.7 137.7
Other expenses 106.( 100.Z 209.1 237.
Total benefits and expenses 804.¢ 776. 1,664.¢ 1,622..
EBIT from In-Force Business $ 1556 $ 149.¢ % 293.t $ 278.¢
EBIT from New Business
Revenues:
Insurance policy income $ 96.7 $ 931 $ 195.7 $ 182.¢
Net investment income and other 7.2 5.7 18.4 18.¢
Total revenues 103.¢ 98.¢ 214.1 201.2
Benefits and expenses:
Insurance policy benefits 63.¢ 60.3 134.¢ 125.¢
Amortization 8.C 7.7 14.7 15.4
Other expenses 72.€ 68.2 154.C 143.¢
Total benefits and expenses 144.¢ 136.2 303.t 284.¢
EBIT from New Business $ (409 $ (374 % (89.9) $ (83.9)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 691.: $ 694.¢ $ 1,382! $ 1,381.:
Net investment income and other 372.¢ 330.¢ 790.Z 721.C
Total revenues 1,064.: 1,025.: 2,172 2,102.:
Benefits and expenses:
Insurance policy benefits 702.2 672.C 1,459.. 1,372.¢
Amortization 68.2 72.% 145.¢ 153.1
Other expenses 178.¢ 168.< 363.1 381.1

Total benefits and expenses 949.¢ 912.7 1,968.: 1,906.¢




EBIT from In-Force and New
Business $ 1147 $ 1125  $ 2042 $ 195.¢
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Bankers Life (dollarsin millions)

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

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

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

EBIT from In-Force and New
Business

Three months ended
June 30,

Six months ended
June 30,

2013 2012

2013 2012

349.. % 351.¢ $

695.. $ 693.4

223.¢ 183.Z 477.¢ 407.¢
572.¢ 534.¢ 1,172.¢ 1,101.
383.¢ 348. 796.2 716.1
38.7 431 87.4 93.7
41.1 39.¢ 83.5 91.¢
463.% 432.% 967.1 901.¢

109.¢ $ 102.¢ $

205.7 $ 199.5

69.7 $ 674 $ 141¢ $ 132.1
7.2 5.7 18.4 18.¢
76.€ 73.1 160.: 150.¢
50.7 48.C 108.4 101.t
7.C 6.8 12.¢ 13.7
49.7 44.¢ 103.¢ 88.¢
107.¢ 99.€ 224.¢ 204.(

(30.5) $ (265 $

(645 $ (53.])

419.1 % 419.C $

837.1 $ 825.¢

230.¢ 188.¢ 496.( 426.7
649.7 607.¢ 1,333.: 1,252.;
434.] 396.7 904.¢ 817.¢
457 50.5 100.2 107.¢
90.¢ 84.¢ 187.1 180.¢
570.¢ 531.¢ 1,191.¢ 1,105.¢
79.1 $ 76.1 $ 1412 $ 146.¢

81




CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

Washington National (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 1337 $ 132.¢ % 267.2 $ 265.¢
Net investment income and other 51.t 51.2 103.7 101.t
Total revenues 185.2 184.1 371.C 367.%
Benefits and expenses:
Insurance policy benefits 110.5 107.¢ 222.: 217.¢
Amortization 12.1 10.C 25.C 22.C
Other expenses 31.¢ 32.% 63.C 66.2
Total benefits and expenses 154.2 149.¢ 310.: 305.7
EBIT from In-Force Business $ 31.C $ 34z % 60.7 $ 61.€
EBIT from New Business
Revenues:
Insurance policy income $ 15t $ 14¢  $ 31.C $ 29.2
Net investment income and other — — — —
Total revenues 15.5 14.¢ 31.C 29.2
Benefits and expenses:
Insurance policy benefits 6.€ 6.1 138 12.C
Amortization .9 .8 1.7 1kt
Other expenses 7.2 8.2 15.t 18.7
Total benefits and expenses 14.5 15.1 30.t 32.2
EBIT from New Business $ 8 $ (3 $ 5 % (3.0
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 149.; $ 147¢  $ 298.: $ 295.(
Net investment income and other 51.t 51.2 103.7 101.t
Total revenues 200.7 198.¢ 402.( 396.5
Benefits and expenses:
Insurance policy benefits 117.% 113.5 235.¢ 229.¢
Amortization 13.C 10.¢ 26.7 23.t
Other expenses 38.¢ 40.5 78.5 85.C
Total benefits and expenses 168.¢ 165.( 340.¢ 337.¢
EBIT from In+orce and New Busine $ 31 $ 33¢  $ 61z $ 58.€
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Colonial Penn (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
EBIT from In-Force Business
Revenues:
Insurance policy income $ 465 $ 437 % 921 $ 86.¢
Net investment income and other 10.1 10.4 20.2 20.¢
Total revenues 56.¢€ 54.1 112.2 107.t
Benefits and expenses:
Insurance policy benefits 34.¢ 334 71.1 69.€
Amortization 3.€ 3.8 7.2 7.4
Other expenses 6.C 5.7 12.¢ 12.€
Total benefits and expenses 447 42.¢ 91.1 89.¢
EBIT from In-Force Business $ 124 $ 11z  $ 21z % 17.¢
EBIT from New Business
Revenues:
Insurance policy income $ 115 $ 10 $ 22¢ % 21.1
Net investment income and other — — — —
Total revenues 11.5 10.€ 22.¢ 21.1
Benefits and expenses:
Insurance policy benefits 6.€ 6.2 13.1 12.1
Amortization A A 2 2
Other expenses 16.C 15.2 34.€ 35.¢
Total benefits and expenses 22.% 21.t 48.2 48.2
EBIT from New Business $ 11.2 $ (10.6) $ (25.9) $ (27.7)
EBIT from In-Force and New Business
Revenues:
Insurance policy income $ 58.C $ 54¢ $ 114¢ % 108.(
Net investment income and other 10.1 10.4 20.2 20.¢
Total revenues 68.1 65.C 135.1 128.¢
Benefits and expenses:
Insurance policy benefits 41.7 39.¢ 84.2 81.7
Amortization 3.7 3.9 7.4 7.€
Other expenses 22.C 20.¢ 477 48.F
Total benefits and expenses 66.€ 64.4 139.: 137.¢
EBIT from In-Force and New
Business $ 1.2 $ 6 % 4.2 $ 9.2
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Other CNO Business (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
EBIT from In-Force Business (a)
Revenues:
Insurance policy income $ 65.C $ 73.€ % 1322 $ 152.¢
Net investment income and other 80.¢ 79.¢ 170.: 172.t
Total revenues 145.¢ 153.¢ 302. 325.1
Benefits and expenses:
Insurance policy benefits 109.¢ 122.( 235.( 243.¢
Amortization 5.¢ 7.1 11t 14.€
Other expenses 27.k 22.4 49.¢ 67.C
Total benefits and expenses 143.( 151.t 296.¢ 325t
EBIT from In-Force Business $ 2€ $ 18 $ 62 $ (-4

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

The above analysis of EBIT, separated betweenrtefand new business, illustrates how our segnagatsnpacted by the rate of
sales, mix of business and distribution chann@ubh which new sales are made. In addition, whenrtipacts from new business are
separated, the value drivers of our in-force bussirere more apparent.

TheEBIT from in-force business in the Bankers Life segent for the first six months of 2013 reflects stabilitythe aggregate
benefit ratios and interest rate spreads, and roagdi growth in collected premiums. TBBIT from new business in the Bankers Life
segmentreflects increased sales.

TheEBIT from in-force business in the Washington Natimal segment was slightly lower in the first six months @23 compare
to the same period in 2012. The 2012 period bertkfiom slightly more favorable supplemental hebihefit ratios.

TheEBIT from in-force business in the Colonial Penn sgmentfor the first six months of 2013 reflects growthtlire size of the
block. TheEBIT from new business in the Colonial Penn segmeméflects slightly lower marketing expenses thangtier year. During the
second half of 2013, we are planning on increasimgnvestments in marketing in this segment cdestsvith our disciplined approach to
media buying.

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 depositsuaaince liabilities. We recognize revenues fose¢hgroducts 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 seppént and long-term care insurance policies, PDiraas, life insurance and
annuities. These agents visit the customer's harieh permits one-on-one contact with potentidigybolders and promotes strong
personal relationships with existing policyholde@ur direct marketing distribution channel in tbelonial Penn segment is engaged
primarily in the sale of graded benefit life anthplified issue life insurance policies which arédsdirectly to the policyholder. Our
Washington National segment sells primarily sup@etal health and life insurance. These produetsraarketed through PMA, a subsidiary
that specializes in marketing and distributing tleptoducts, and through independent marketingrizgéions and insurance agencies,
including worksite marketing.

Agents, insurance brokers and marketing companiesmarket our products and prospective purchageysrroducts use the
financial strength ratings of our insurance sulasids as an important factor in determining whetbenarket or purchase. Ratings have the
most impact on our annuity, interest-sensitivelifeurance and long-term care products. The cufiemncial strength ratings of our primary
insurance subsidiaries (except Conseco Life) fré&R S-itch Ratings ("Fitch"), A.M. Best and Moodgse "BBB", "BBB", "B++" and
"Baa3", respectively. The current financial strigngatings of Conseco Life from S&P, Fitch, A.M.®8@nd Moody's are "B", "BB+", "B-"
and "Bal", respectively. For a description of thetings and additional information on our ratirgge "Financial 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 incurriagclaim, the probable size of the claim,
and the interest rate earned on our investmentemhjpms. We also consider historical claims infation, industry statistics, the rates of our
competitors and other factors. If our actual ckemwperience is less favorable than we anticipatedwe are unable to raise our premium
rates, our financial results may be adversely &dfbcWe generally cannot raise our health inswgamemiums in 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 isyilkkat we will not be able to obtain approval &dfrequested premium rate increases. If ¢
requests are denied in one or more states, oumecgrne may decrease. If such requests are apprimgedased premium rates may reduce
volume of our new sales and may cause existingyubiders to lapse their policies. If the healtlpelicyholders allow their policies to
lapse, this would reduce our premium income anéitphility in the future.
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Total premium collections by segment were as faflow

Bankers Life (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Premiums collected by product:
Annuities:
Fixed index (first-year) $ 143<¢ $ 120z $ 270.C $ 255.1
Other fixed rate (first-year) 38.t 47.¢ 75.7 95.7
Other fixed rate (renewal) 1.8 1.4 3.€ 3.4
Subtotal - other fixed rate annuities 40.c 49.c 79.5 99.1
Total annuities 183.7 169.5 349.% 354.;
Health:
Medicare supplement (first-year) 22.7 25.1 45.4 48.¢
Medicare supplement (renewal) 153.¢ 149.¢ 315.¢ 300.¢
Subtotal - Medicare supplement 176.1 174.¢ 361.: 349.¢
Long-term care (first-year) 5.4 5.6 11.1 11.4
Long-term care (renewal) 127.¢ 132.¢ 257.k 264.1
Subtotal - long-term care 133.2 138.¢ 268.¢ 275.t
PDP (first year) — A A 4
PDP (renewal) 10.t 14.€ 20.€ 29.€
Subtotal — PDP 10.t 147 20.7 30.C
Supplemental health (first-year) 2.C 2 3.€ 2
Supplemental health (renewal) .2 — 2 —
Subtotal — supplemental health 2.2 2 3.8 2
Other health (first-year) 4 A4 7 .8
Other health (renewal) 2.2 2.3 4.€ 4.t
Subtotal - other health 2.€ 2.7 5.8 5.8
Total health 324.¢ 331.: 659.7 660.¢
Life insurance:
First-year 41.C 35.7 83.4 68.5
Renewal 50.1 39.7 97.2 77.C
Total life insurance 91.1 75.4 180.€ 145t
Collections on insurance products:
Total first-year premium collections on insuranceducts 253.¢ 235.t 490.( 481.(
Total renewal premium collections on insurance pobsl 346.( 340.5 699.¢ 679.t
Total collections on insurance products $ 5994 § 576z $§ 1,189.¢ $ 1,160

Annuitiesin this segment include fixed index and other fim@huities sold to the senior market. Annuity ections in this segment
increased 8.4 percent, to $183.7 million, in theosel quarter of 2013 , and decreased 1.4 perae$849.3 million, in the first six months of
2013, as compared to the same periods in 20k2miBm collections from our fixed index productsrevéavorably impacted in the second
quarter of 2013 by the general stock market peréomre which made these products attractive to cectastomers. Premium collections from
Bankers Life's fixed annuity products have decrdaseecent periods as low new money interest naggstively impacted our sales and the
overall sales in the fixed annuity market.
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Health products include Medicare supplement, PDP contraang-term care and other insurance products.pafits on health
policies depend on the overall level of sales|éngth of time the business remains inforce, inmesit yields, claims experience and expense
management.

Collected premiums on Medicare supplement policigbe Bankers Life segment increased .7 percer§176.1 million, in the second
quarter of 2013, and 3.3 percent, to $361.3 mnillia the first six months of 2013 , as comparethtosame periods in 201Puring the thre:
months ended June 30, 2013, we experienced a shghin the sale of Medicare supplement poli¢eethe sale of Medicare Advantage
policies. Medicare Advantage policies are sold ulgftoBankers Life's agency force for other providersxchange for marketing fees.

Premiums collected on Bankers Life's long-term ganlicies decreased 4.0 percent, to $133.2 miliiothe second quarter of 2013,
and 2.5 percent, to $268.6 million, in the first sionths of 2013 , as compared to the same peinc2i312 .

Premiums collected on PDP business relate to cotagghare reinsurance agreements with Coventry.

Premiums collected on supplemental health prodetase to a new critical illness product that wasdduced in 2012.

Life products in this segment include traditional artdriest-sensitive life products. Life premiums eotéd in this segment increased
21 percent, to $91.1 million, in the second quasfe2013 , and 24 percent, to $180.6 million, ia fiist six months of 2013 , as compared to

the same periods in 2012 , reflecting higher salélsis segment (including increased sales of sipgémium whole life products).

Washington National (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Premiums collected by product:
Health:
Medicare supplement (first-year) $ — 3 3 % 2 % .6
Medicare supplement (renewal) 25.C 28.¢ 51.4 56.€
Subtotal - Medicare supplement 25.C 29.1 51.€ 57.2
Supplemental health (first-year) 16.2 15.1 31.¢ 29.2
Supplemental health (renewal) 105.¢ 100.: 210.c 199.1
Subtotal — supplemental health 121.€ 1154 2422 228.:
Other health (all renewal) 7 .6 1.3 1.3
Total health 147.¢ 145.1 295.1 286.¢
Life insurance:

First-year 2 3 4 .
Renewal 3.2 23 6.€ 7.3
Total life insurance 3.4 3.8 7.C 7.8

Collections on insurance products:

Total first-year premium collections on insuranceducts 16.£ 15.7 32.8 30.5
Total renewal premium collections on insurance potsl 134.¢ 133.2 269.¢ 264.:
Total collections on insurance products $ 151.C $§ 148¢ § 3021 § 294

Health products in the Washington National segment incMeelicare supplement, supplemental health and atlarance
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 policidbke Washington National segment decreased Iekperto $25.0 million, in th
second quarter of 2013, and 9.8 percent, to $5ili®n, in the first six months of 2013 , as comgadito the same periods in 2012 . We
discontinued new sales of Medicare supplement igglio this segment in the fourth quarter of 2012.
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Premiums collected on supplemental health prodirmattuding specified disease, accident and hospitE@mnity insurance products)
increased 5.6 percent, to $121.9 million, in theosel quarter of 2013 , and 6.1 percent, to $242lm in the first six months of 2013, as
compared to the same periods in 2012 . Such iseseare due to higher new sales in recent perizdiamimprovement in persistency.

Overall, excluding premiums from the Washingtoniblzl Medicare supplement block which is in run;affllected premiums were
up 5.2 percent in the second quarter of 2013 coadpiar the same period in 2012, driven by strongssahd persistency.

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

Colonial Penn (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Premiums collected by product:
Life insurance:
First-year $ 114 % 107 % 22¢ $ 21.1
Renewal 45.C 41.¢ 89.7 84.C
Total life insurance 56.4 52.t 112t 105.1
Health (all renewal):
Medicare supplement 1.1 1.¢ 2.2
Other health . A .2 2
Total health 1.C 1.2 2.1 2.t
Collections on insurance products:
Total first-year premium collections on insuranceducts 11.4 10.7 22.¢ 21.1
Total renewal premium collections on insurance potsl 46.C 43.C 91.¢ 86.5
Total collections on insurance products $ 574 § 537 § 114¢€ § 107

Life products in this segment are sold primarily togeior market. Life premiums collected in thisrsegt increased 7.4 percent, to
$56.4 million, in the second quarter of 2013 , @r@lpercent, to $112.5 million, in the first six nts of 2013 , as compared to the same
periods in 2012 . Graded benefit life productslgbtough our direct response marketing channewated for $55.7 million and $51.8
million of our total collected premiums in the sadaquarters of 2013 and 2012 , respectively, add £1million and $103.6 million in the
first six months of 2013 and 2012 , respectively.

Health products include Medicare supplement and otheramse products. Our profits on health policiesathepon the overall level

of sales, the length of time the business remaiftsde, investment yields, claims experience amkage management. Premiums collected
on these products have decreased as we do nohttymearket these products through this segment.
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Other CNO Business (dollarsin millions)

Three months ended Six months ended
June 30, June 30,
2013 2012 2013 2012
Premiums collected by product:
Annuities:
Fixed index (first-year) $ A9 2 % 3 % 2
Fixed index (renewal) 3 .8 1.¢ 1.t
Subtotal - fixed index annuities 1.4 1.C 2.2 1.7
Other fixed rate (all renewal) 2 .3 A4
Total annuities iLE 1.2 2.t 2.1
Health:
Long-term care (all renewal) 6.1 6.2 12.4 13.C
Other health (all renewal) A 2 3 4
Total health 6.2 6.5 12.7 13.4
Life insurance:
First-year 1.1 .8 2.1 1.4
Renewal 38.¢ 40.1 78.5 84.¢
Total life insurance 39.t 40.€ 80.¢€ 86.2
Collections on insurance products:
Total first-year premium collections on insuranceducts 1.2 1.C 2.4 1.€
Total renewal premium collections on insurance pobsl 46.C 47.€ 93.4 100.1
Total collections on insurance products $ 472 $ 48€ $§ 958 § 101

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 longterm care premiums in this segment relate to blo¢ksisiness that we no longer market or underwrite a result, we expe
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 3.4 percent, to $39.5 million, in th@sdguarter of 2013 , and 6.5 percent, to $80.6anjlin the first six months of 2013 , as
compared to the same periods in 20The decrease in collected premiums was primdrily to a reduction in policyholder charges on @&
interest-sensitive life products consistent with gettlement offered in a class action lawsuitolityholder redemptions and lapses. New
sales of life products in this segment are insigaift and we expect premiums to continue to decline
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LIQUIDITY AND CAPITAL RESOURCES

Our capital structure as of June 30, 2013, anceBéer 31, 2012 , was as follows (dollars in miltijpn

June 30, December 31,
2013 2012
Total capital:

Corporate notes payable $ 905.7 $ 1,004.:

Shareholders' equity:
Common stock 2.2 2.2
Additional paid-in capital 4,128.: 4,174,
Accumulated other comprehensive income 698.1 1,197«
Accumulated deficit (247.) (325.0
Total shareholders' equity 4,581 5,049.:
Total capital $ 5487.. $ 6,053.t

The following table summarizes certain financidglasas of and for the six months ended June 303 2@nd as of and for the year
ended December 31, 2012 :

June 30, December 31,
2013 2012
Book value per common share $ 20.8¢ % 22.8(
Book value per common share, excluding accumulatieer comprehensive income (a) 17.7C 17.3¢
Ratio of earnings to fixed charges 1.80X 1.40X
Debt to total capital ratios:
Corporate debt to total capital 16.5% 16.€%
Corporate debt to total capital, excluding accunadather comprehensive income (a) 18.€% 20.7%

(@) 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 decisiag® oy management. However, this measure dogsplate the corresponding GA
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 (@umnkife, Washington National Insurance Company Badkers Life) are membe
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 asmdition of membership in the FHLB, and additioaalounts based on the amount of
the borrowings. At June 30, 2013, the carrying@af the FHLB common stock was $92.5 million s &f June 30, 2013, collateralized
borrowings from the FHLB totaled $1.8 billi@md the proceeds were used to purchase fixed nyasedurities. The borrowings are classi
as investment
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borrowings in the accompanying consolidated balahest. The borrowings are collateralized by itmesits with an estimated fair value of
$2.3 billion at June 30, 2013 , which are maintdimea custodial account for the benefit of the Bhe following summarizes the terms of

the borrowings (dollars in millions):

Amount Maturity Interest rate at
borrowed date June 30, 2013
$ 67.C February 2014 Fixed rate — 1.830%
50.C August 2014 Variable rate — 0.405%
50.C September 2015 Variable rate — 0.576%
150.( October 2015 Variable rate — 0.543%
100.( November 2015 Variable rate — 0.354%
146.( November 2015 Fixed rate — 5.300%
100.( December 2015 Fixed rate — 4.710%
100.( June 2016 Variable rate — 0.633%
75.C June 2016 Variable rate — 0.434%
100.( October 2016 Variable rate — 0.463%
50.C November 2016 Variable rate — 0.543%
50.C November 2016 Variable rate — 0.665%
57.7 June 2017 Variable rate — 0.624%
100.( July 2017 Fixed rate — 3.900%
50.C August 2017 Variable rate — 0.475%
75.C August 2017 Variable rate — 0.423%
100.( October 2017 Variable rate — 0.707%
37.C November 2017 Fixed rate — 3.750%
50.C January 2018 Variable rate — 0.628%
50.C January 2018 Variable rate — 0.616%
50.C February 2018 Variable rate — 0.583%
22.C February 2018 Variable rate — 0.603%
100.( May 2018 Variable rate — 0.645%
50.C July 2018 Variable rate — 0.746%
21.¢ June 2020 Fixed rate — 1.960%
27.¢ March 2023 Fixed rate — 2.160%
20.t June 2025 Fixed rate — 2.940%
$ 1,849.¢

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.

RBC requirements provide a tool for insurance ragub to determine the levels of statutory capitel surplus an insurer must
maintain in relation to its insurance and investhwesks and the need for possible regulatory attenfThe RBC requirements provide four
levels of regulatory attention, varying with théioeof the insurance company's total adjusted ehfdefined as the total of its statutory caf
and surplus, asset valuation reserve and certhér atljustments) to its RBC (as measured on DeaeBibef each year) as follows: (i) if a
company's total adjusted capital is less than HdGgmt but greater than or equal to 75 percens®BC, the company must submit a
comprehensive plan to the regulatory authority psimg corrective actions aimed at improving itsizdosition (the "Company Action
Level™; (i) if a company's total adjusted capitaless than 75 percent but greater than or équsd percent of its RBC, the regulatory
authority will perform a special examination of ttmpany and issue an order specifying the coueeittions that must be taken; (iii) if a
company's total
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adjusted capital is less than 50 percent but grézde or equal to 35 percent of its RBC, the raguly authority may take any action it deems
necessary, including placing the company underlaggy control; and (iv) if a company's total adpd capital is less than 35 percent of its
RBC, the regulatory authority must place the comgparder its control. In addition, the RBC requirertseprovide for a trend test if a
company's total adjusted capital is between 108goeérand 125 percent of its RBC at the end of #a.yThe trend test calculates the greater
of the decrease in the margin of total adjustedtalbpver RBC: (i) between the current year andgher year; and (ii) for the average of the
last 3 years. It assumes that such decrease cocldl again in the coming year. Any company whoseded total adjusted capital is less than
95 percent of its RBC would trigger a requiremenstibmit a comprehensive plan as described abetbeddCompany Action Level. In 2011,
the National Association of Insurance Commissioifgrs "NAIC") approved an increase in the RBC reguients that would subject a
company to the trend test if a company's total stdjicapital is between 100 percent and 150 peotéistRBC at the end of the year
(previously between 100 percent and 125 percemtjeder, this change will require the states to riyattieir RBC law before it becomes
effective for their domiciled insurance companies.

The 2012statutory annual statements filed with the staseriance regulators of each of our insurance suygdi except Conseco Li
reflected RBC ratios in excess of 300 percent. Hanehe RBC ratio of Conseco Life, which has eigrared significant losses primarily
related to pending legal settlements, was nedetred at which it would have been required to sutardiomprehensive plan to insurance
regulators proposing corrective actions aimed @rawing its capital position. At December 31, 20C®nseco Life's RBC ratio was 129
percent reflecting total adjusted capital that Wgsb21.7 million in excess of the Company Actioevel; and (ii) $3.1 million in excess of the
level that would subject Conseco Life to the tréest described above. In 2013, Conseco Life's diiongtate adopted the increased RBC
requirements described in the preceding paragragliteey will be effective for the calculation of @®co Life's RBC ratio as of December
31, 2013. If those increased requirements had ipeeffiect at December 31, 2012, the RBC ratio ofi€azo Life at that date would have b
subject to the trend test described above and Corisée would have been required to submit a cornensive plan to the state regulatory
authority proposing corrective actions aimed atriojng its capital position. No assurances canibergthat capital will be contributed or
otherwise made available to Conseco Life or themifsurance subsidiaries.

In addition to the RBC requirements, certain sthtge established minimum capital requirementsnfsurance companies licensed to
do business in their state. These regulators Heevdiscretionary authority, in connection with ttmatinual licensing of the Company's
insurance subsidiaries, to limit or prohibit wrginew business within its jurisdiction when, in giate's judgment, the insurance subsidiary is
not maintaining adequate statutory surplus or ahpitthat the insurance subsidiary's further atien of 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. Gfrthe standards defines hazardous conditionsiasrexif an insurer's operating loss in
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 subsidia
Conseco Life, reported statutory financial resuit2012 that were $46.2 million below the threshmlaneet the standard and would have
required a capital contribution of $92.7 million¢cember 31, 2012, to avoid the hazardous finhooraition classification. We have been
in contact with Conseco Life's domestic state ianae department regarding this matter followingsigaificant loss Conseco Life
recognized in 2012, primarily related to a pendaggnl settlement. Based on our discussions witlsthie insurance regulator, we do not
expect any actions to be taken against Consecdhatewould have a material adverse effect onitiential position or results of operations
of CNO. The calculation based on Conseco Lifetugisy results for the twelve months ended March2811 3, did not indicate a surplus
deficiency under this standard, and we do not exibeciune 30, 2013 statutory filing (when commlgte include any such deficiency.
Conseco Life is no longer considered in hazardmatial condition under the aforementioned stath@ad no capital contributions were
required to correct the surplus deficiency.

Financial Strength Ratings of our Insurance Subsidiaries

Financial strength ratings provided by S&P, Fitahyl. Best and Moody's are the rating agency's apisiof the ability of our
insurance subsidiaries to pay policyholder claimg abligations when due.

On May 3, 2013, S&P upgraded the financial stremgtimgs of our primary insurance subsidiaries gpx€onseco Life, to "BBB-"
from "BB+". On July 24, 2013, S&P again upgraded financial strength ratings of our primary inswmisubsidiaries, except Conseco Life,
to "BBB" from "BBB-". Also, on July 24, 2013, S&Podngraded the financial strength rating of Condaé®to "B" from "B+". The outlook
for all ratings is stable. A "stable" outlook medhat a rating is not likely to change. S&P fin@hstrength ratings range from "AAA" to "R"
and some companies are not rated. An insurer '8@®B" or higher is regarded as having financiadugity characteristics that outweigh any
vulnerabilities, and is highly likely to have theilgty to meet financial commitments. An insureted "BBB", in S&P's opinion, has good
financial security
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characteristics, but is more likely to be affedbgdadverse business conditions than are highedt naseirers. Pluses and minuses show the
relative standing within a category. In S&P's vi@m insurer rated "B" has weak financial secuwitgracteristics and adverse business
conditions will likely impair its ability to meetrfancial commitments. S&P has twenty-one possiimgs. There are eight ratings above the
"BBB" rating of our primary insurance subsidiariether than Conseco Life, and twelve ratings thateelow that rating. There are fourteen
ratings above the "B" rating of Conseco Life andratings that are below that rating.

On September 5, 2012, Fitch affirmed the finansiedngth ratings of "BBB" of our primary insurargigsidiaries as well as the "BB
rating of Conseco Life and the outlook for all bése ratings is stable. On February 3, 2012, kipgjraded the financial strength ratings of
our primary insurance subsidiaries, except Conkéegto "BBB" (from "BBB-" or "BB+" depending orhte company). Fitch also affirmed
the financial strength rating of "BB+" of Consecifel. A "BBB" rating, in Fitch's opinion, indicatébat there is currently a low expectation of
ceased or interrupted payments. The capacity t@ pedieyholder and contract obligations on a timedsis is considered adequate, but
adverse changes in circumstances and economictioorgdare more likely to impact this capacity. AB'Brating, in Fitch's opinion, indicates
that there is an elevated vulnerability to ceageidterrupted payments, particularly as the restiidverse economic or market changes over
time. However, business or financial alternatives/rbe available to allow for policyholder and cawtrobligations to be met in a timely
manner. Fitch ratings for the industry range frofdA Exceptionally Strong" to "C Distressed" and smgompanies are not rated. Pluses and
minuses show the relative standing within a catgdeitch has nineteen possible ratings. There igit# eatings above the "BBB" rating of ¢
primary insurance subsidiaries, other than Conkéegand ten ratings that are below that ratingefe are ten ratings above the "BB+" rai
of Conseco Life and eight ratings that are beloat thting.

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 lowiliked of a rating change due to stable financiaftket trends. The "B++" rating is assigned
to companies that have a good ability, in A.M. Bespinion, to meet their ongoing obligations tdigydolders. A "B-" rating is assigned to
companies that have a fair ability, in A.M. Besf{gnion, to meet their current obligations to pgliolders, but are financially vulnerable to
adverse changes in underwriting and economic comndit A.M. Best ratings for the industry currerméinge 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 ttebatow that rating. There are seven ratings abiovéB-" rating of Conseco Life and eight
ratings that are below that rating.

On August 29, 2012, Moody's upgraded the finarsti@ngth ratings of our primary insurance subsiesarexcept Conseco Life, to
"Baa3" from "Bal". Moody's also affirmed the fingalcstrength rating of "Bal" of Conseco Life. Thatlook for all ratings is stable. A
"stable" designation means that a rating is n@yito change. Moody'’s financial strength ratingsge from "Aaa" to "C". These ratings
may be supplemented with numbers "1", 2", or @8%how relative standing within a category. In Mgs view, an insurer rated "Baa"
offers adequate financial security, however, cenmotective elements may be lacking or may beagttaristically unreliable over any great
length of time. In Moody's view, an insurer rat@&h" offers questionable financial security andepftthe ability of these companies to meet
policyholders' obligations may be very moderate ugdeby not well safeguarded in the future. Mosdhds twenty-one possible
ratings. There are nine ratings above the "Baat¥ig of our primary insurance subsidiaries, othan Conseco Life, and eleven ratings that
are below the rating. There are ten ratings ablogéBal" rating of Conseco Life and ten ratingg tra below that rating.

Rating agencies have increased the frequency ape $f their credit reviews and requested additioriarmation from the companit
that they rate, including us. They may also adjpstard the capital and other requirements emplaydide 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@éase policy surrenders and withdrawals, adweestdct relationships with our
distribution channels, reduce new sales, reducability to borrow and increase our future borrogviosts.
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Liquidity of the Holding Companies

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

At June 30, 2013, CNO, CDOC, Inc. ("CDOC") (ouroir owned subsidiary and a guarantor under thedd&ecured Credit
Agreement) and our other non-insurance subsididedk (i) unrestricted cash and cash equivaleh®88.6 million; (ii) fixed income
investments of $58.6 million; and (iii) equity seities and other invested assets totaling $81.5anil CNO and CDOC are holding
companies with no business operations of their dingy depend on their operating subsidiaries fehd¢a make principal and interest
payments on debt, and to pay administrative expeaisd income taxes. CNO and CDOC receive cashifrsatance subsidiaries, consisting
of dividends and distributions, interest paymemsorplus debentures and tax-sharing paymentsethasvcash from non-insurance
subsidiaries consisting of dividends, distributidiesins and advances. The principal non-insuraabsidiaries that provide cash to CNO and
CDOC are 40|86 Advisors, Inc. ("40|86 Advisors"hieh receives fees from the insurance subsididoiemvestment services, and CNO
Services, LLC which receives fees from the insueasubsidiaries for providing administrative sersicd he agreements between our
insurance subsidiaries and CNO Services, LLC anf@64@dvisors, respectively, were previously apptblsg the domestic insurance
regulator for each insurance company, and any paggikereunder do not require further regulatogyrayal.

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

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

The ability of our insurance subsidiaries to payidénds is subject to state insurance departmentatgons and is based on the
financial statements of our insurance subsidigriepared in accordance with statutory accountiagtiwes prescribed or permitted by
regulatory authorities, which differ from GAAP. &$e regulations generally permit dividends to bid fram statutory earned surplus of the
insurance company for any 12-month period in am®equal to the greater of (or in a few states|dbger of): (i) statutory net gain from
operations or net income for the prior year; griDd percent of statutory capital and surplus abefend of the preceding year. This type of
dividend is referred to as an "ordinary dividenfifly dividend in excess of these levels or fromrsurance company that has negative e
surplus requires the approval of the director enassioner of the applicable state insurance deyant and is referred to as an
"extraordinary dividend". Each of the direct irsuce subsidiaries of CDOC has significant negatamed surplus and any dividend
payments from the subsidiaries of CDOC would besim®red extraordinary dividends and, thereforeyireg¢he approval of the director or
commissioner of the applicable state insurancertieeat. In the first six months of 2013, our ireuce subsidiaries paid extraordinary
dividends to CDOC totaling $138.5 million. We exptxreceive regulatory approval for future dividerfrom our subsidiaries, but there can
be no assurance that such payments will be appravitt the financial condition of our insurancésidiaries will not change, making fut
approvals 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 ctidated RBC ratio exceeds such level and
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we have concluded the capital level in each ofilesurance subsidiaries is adequate to supportblsiness and projected growth. The
consolidated RBC ratio of our insurance subsidéawas 376 percent at June 30, 2013 .

CDOC holds surplus debentures from Conseco Lifararsce Company of Texas ("Conseco Life of Texadth an aggregate princip
amount of $749.6 million. Interest payments orstheurplus debentures do not require additionaloappprovided the RBC ratio of
Conseco Life of Texas exceeds 100 percent (buedoire prior written notice to the Texas state ineae department). The RBC ratio of
Conseco Life of Texas was 317 percent at June@®IB 2 CDOC also holds a surplus debenture fronoi@al Penn Life Insurance Company
with an outstanding principal balance of $160.0Qionil Interest payments on that surplus debenengeire prior approval by the Pennsylve
state insurance department. Dividends and othenpats from our non-insurance subsidiaries, inclydi@|86 Advisors and CNO Services,
LLC, to CNO or CDOC do not require approval by aegulatory authority or other third party. Howevi@surance regulators may prohibit
payments by our insurance subsidiaries to paranpeaies if they determine that such payments doellddverse to our policyholders or
contractholders.

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 June 30, 2013, the subsidiai&3onseco Life of Texas had earned surplus (defsi summarized below (dollars in
millions):

Earned surplu

Subsidiary of CDOC (deficit) Additional information
Subsidiaries of Conseco Life of Texas:
Bankers Life $ 323.7 (@)
Colonial Penn Life Insurance Company (242.9 (b)

(a) Bankers Life paid ordinary dividends of $7Blion to Conseco Life of Texas in the first snonths of 201
(b) The deficit is primarily due to transactions whimtcurred several years ago, including a tax plaptiansaction and the fee paic
recapture a block of business previously cedech toraffiliated insurer.

A significant deterioration in the financial coridit, earnings or cash flow of the material subsidg&aof CNO or CDOC for any reason
could hinder such subsidiaries' ability to pay 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 ndebt covenants and minimum capital levels requinedertain regulators and it is possible
we will be required to do so in the future. We madecapital contributions to our insurance subsie&in the first six months of 2013.

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

Pursuant to the terms of the Offer, holders ofld86 Debentures who tendered their 7.0% Debenfuiesto the expiration date,
received, for each $1,000 principal amount of st€86 Debentures, a Purchase Price equal to theByijithe average volume weighted
average price of our common stock (as definedeérQffer) ($11.2393 at the close of trading on Ma&@h2013) multiplied by 183.514%lus
(i) a fixed cash amount of $61.25 . The final Fase Price per $1,000 principal amount of 7.0% Delves was $2,123.82. In addition to the
Purchase Price, holders received accrued and umarést on any 7.0% Debentures that were tenderdait excluding, the settlement date
of the Offer.

In May 2013, we repurchased $4.5 million princigalount of the 7.0% Debentures for an aggregatehpaecprice of $9.4 million .
On July 1, 2013, the Company issued the ConverBwmination Notice to holders of the 7.0% Deberguiihe Company elected to
terminate the right to convert the 7.0% Debentimgsshares of its common stock, par value $0.0Ispare, effective as of the Conversion

Termination Date. Holders of the 7.0% Debenturesevable to exercise their conversion
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right at any time on or prior to the close of besison July 30, 2013. Holders exercising their eosion right received 184.3127 shares of
common stock per $1,000 principal amount of 7.0%éd¢ures converted.

7.0% Debentures submitted for conversion were ddgra@ in full and the Company has no further addiign with respect to such
7.0% Debentures. Holders of $25.7 millionaggregate principal amount of the 7.0% Debestesercised their conversion right and rece
4.7 million shares of our common stock.

As of July 31, 2013, $3.5 million in aggregate pijyal amount of the 7.0% Debentures remained qudfig.

In the first six months of 2013 , we repurchasedmillion shares of common stock for $50.0 milliomnder the securities repurchase
program. The Company purchased of $63.8 milliorregate principal amount of our 7.0% Debenturesénfirst six months of 2013 for
$134.2 million, as further discussed above. Suphyments were made pursuant to our securitiescbpse program. The Company had
remaining repurchase authority of $165.7 millioro&dune 30, 2013 . We currently anticipate repasafg securities in the range of $250
million to $300 million during 2013.

In the second quarter of 2013, we increased outteplyacommon stock dividend to $0.03 per sharenfk0.02 per share. In the firgk
months of 2013, dividends declared and paid onngomstock were $0.05 per share totaling $11.1 onilli

In May 2013, we amended our Senior Secured Cragliéé@ment. Pursuant to the amended terms, the apl@imterest rates were
decreased. The new interest rates with respeoattslunder: (i) the six-year term loan facility,aaethe Company's option, equal to a
eurodollar rate, plus 2.75% per annum, or a base phus 1.75% per annum, subject to a eurodadiar 'tfloor" of 1.00% and a base rate
"floor" of 2.25% (previously a eurodollar rate, pI8.75% per annum, or a base rate, plus 2.75%npeina subject to a eurodollar rate "floor'
of 1.25% and a base rate "floor" of 2.25% ); (¢ four-year term loan facility are, at the Compamyption, equal to a eurodollar rate, plus
2.25% per annum, or a base rate, plus 1.25% pemarsubject to a eurodollar rate "floor" of .75%lanbase rate "floor" of 2.00%
(previously a eurodollar rate, plus 3.25% per annoina base rate, plus 2.25% per annum, subjecetoodollar rate "floor" of 1.00% and a
base rate "floor" of 2.00% ); and (iii) the revalgicredit facility will be, at the Company's optj@gual to a eurodollar rate, plus 3.00% per
annum, or a base rate, plus 2.00% per annum, mesese, with respect to revolving credit faciligrimwings only, subject to certain step-
downs based on the debt to total capitalizatioi @Etthe Company (previously a eurodollar rateispd.50% per annum, or a base rate, plus
2.50% per annum, subject to certain step-downsthais¢he debt to total capitalization ratio of @empany). At June 30, 2013 , the interest
rates on the six-year term loan facility and therfpear term loan facility were 3.75% and 3.00%spectively.

Other changes to the Senior Secured Credit Agreeimended:

(i) modifications of mandatory prepayments resgltirom certain restricted payments made (including common stock dividends
and share repurchases) as defined in the Seniar&2kCredit Agreement. Pursuant to the amendedsté¢hra amount of the
mandatory prepayment is: (a) 100% of the amouredhin restricted payments provided that if, athefend of the fiscal quarter
immediately preceding such restricted paymentd#ts to total capitalization ratio is: (x) equalaoless than 25.0% but greater
than 20.0% , the prepayment requirement shall dheced to 33.33% (previously less than or equaPkt&% but greater than
17.5% ); or (y) equal to or less than 20.0% , treppyment requirement shall not apply (previousjyas to or less than 17.5% );
and

(i) that there will be a 1.00% fee in connectisith any repricing of the six-year term loan fagilihat reduces the interest rate prior
to the date that is six months after the closinthefamendment of the Senior Secured Credit Agraeme

In the first six months of 2013 , we made mandapspayments of $20.4 million in an amount equé333% of our share
repurchases and common stock dividend paymentsgaged under the terms of our Senior SecurediChggleement. We also made
additional payments of $17.7 million to cover tkenaining portion of the scheduled quarterly printjpayments due under the Senior
Secured Credit Agreement.
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The scheduled principal payments on our direct@atg obligations are as follows at June 30, 2db84rs in millions):

Year ending June 30, Principal
2014 $ 51.1
2015 73.C
2016 79.2
2017 52.2
2018 4.2
Thereafter 651.(
$ 910.7

Mandatory prepayments of the Senior Secured Chafidement will be required, subject to certain gtioms, in an amount equal to:
(i) 100% of the net cash proceeds from certaintasdes or casualty events; (ii) 100% of the nehgaroceeds received by the Company or
any of its restricted subsidiaries from certaintdebuances; and (iii) 100% of the amount of cartastricted payments made (including any
common stock dividends and share repurchases)iagdién the Senior Secured Credit Agreement predithat if, as of the end of the fiscal
guarter immediately preceding such restricted paribe debt to total capitalization ratio is: €qual to or less than 25.0% , but greater than
20.0% , the prepayment requirement shall be redte88.33% ; or (y) equal to or less than 20.0%e,drepayment requirement shall not

apply.

Notwithstanding the foregoing, no mandatory prepagts pursuant to item (i) in the preceding pardysll be required if: (x) the
debt to total capitalization ratio is equal or l&ssn 20% and (y) either (A) the financial strengtting of 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 thep@ay to maintain (each as calculated in accordatitbethe Senior Secured
Credit Agreement): (i) a debt to total capitalipatratio of not more than 27.5 percent (such nads 19.1 percent at June 30, 2013 ); (ii) an
interest coverage ratio of not less than 2é0.00 for each rolling four quarters (or, if ledse number of full fiscal quarters commencingk
the effective date of the Senior Secured Credieagrent) (such ratio was 7.84 to 1.00 for the pegiwded June 30, 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 376 percent at June 30, 2013 )(iahd combined statutory capital and surplustfie Company's insurance subsidiaries of at
least $1,300.0 million (combined statutory capaadl surplus at June 30, 2013 , was $1,864.9 milion

Under the 6.375% Indenture, the Company can maké&iBed Payments (as such term is defined in 1Bé584 Indenture) up to a
calculated limit, provided that the Company's prorfa risk-based capital ratio exceeds 2288ér giving effect to the Restricted Payment
certain other conditions are met. Restricted Paysieclude, among other items, repurchases of camstack and cash dividends on
common stock (to the extent such dividends exc&@dndillion in the aggregate in any calendar yeRestricted payments do not include ¢
paid to purchase our outstanding 7.0% Debenturésther discussed above.

The limit of Restricted Payments permitted under@t875% Indenture is the sum of (x) 50% of the Gamy's "Net Excess Cash
Flow" (as defined in the 6.375% Indenture) for fieeiod (taken as one accounting period) from JuRO12 to the end of the Company's n
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% Ihgen Based on the provisions set forth in the ®8Tndenture and the Company's Net
Excess Cash Flow for the period from July 1, 20t@ugh June 30, 2013 , the Company could have madi¢éional Restricted Payments
under this 6.375% Indenture covenant of approxilp&238 million as of June 30, 2013 . This limitation 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 ofRestricted Payment, calculated
immediately after giving effect to such RestricRayment and any related transactions on a pro fbasis, is equal to or less than 17.5%.

On May 3, 2013, S&P upgraded our issuer creditsamior secured debt ratings to "BB-" from "B+". Quly 24, 2013, S&P again
upgraded such ratings to "BB" from "BB-" and thelook is stable. In S&P's view, an obligation rat&B" is less vulnerable to nonpayment
than other speculative issues. However, it facgemaagoing uncertainties or exposure to adversgness, financial or economic conditions
which could lead to the obligor's inadequate capaoimeet its financial
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commitment on the obligation. Pluses and minusew/ghe relative standing within a category. S&P &astal of 22 possible ratings ranging
from "AAA (Extremely Strong)" to "D (Payment Defa)il There are eleven ratings above CNO's "BB'hgatind ten ratings that are belov
rating.

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 salkecofities and an agreement to repurchase theszgusdties at a later date at an agreed-
upon price. Such borrowings totaled $27.6 milliodane 30, 2013 . The borrowings mature as foll&26.9 million - within 30 days; and
$6.7 million - between 30 and 90 days. These bdmrgsvwere 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 targined security; and (ii) that a counterparitylve unable to perform under the terms of
the contract or be unwilling to extend such reldtedncing in future periods especially if the lidity or 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 debt service obligations, pay corporate exgeasid satisfy other financial
obligations. However, our cash flow is affectedabyariety of factors, many of which are outsid@of control, including insurance
regulatory issues, competition, financial marketd ather general business conditions. We canmofige assurance that we will possess
sufficient income and liquidity to meet all of odebt service requirements and other holding compatigations.

INVESTMENTS

At June 30, 2013, the amortized cost, gross uizeghbains and losses and estimated fair valuxed fmaturities, 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 $ 13,686.: $ 1,250.c $ (116.0 $ 14,820.¢
United States Treasury securities and obligatidriignited
States government corporations and agencies 127.¢ 3.€ &) 131.1
States and political subdivisions 1,929.° 162.¢ (19.2) 2,073.:
Asset-backed securities 918.¢ 47.¢ (5.6) 961.1
Collateralized debt obligations 295.¢ 9.1 (.7 304.(
Commercial mortgage-backed securities 1,302.¢ 101.¢ (6.7) 1,397.
Mortgage pass-through securities 14.¢ .8 — 15.€
Collateralized mortgage obligations 1,173. 67.C (2.9) 1,238.(
Total investment grade fixed maturities, available
sale 19,449.: 1,643.: (151.0 20,941.
Below-investment grade (a):
Corporate securities 1,266.¢ 44.C (27.9) 1,283.:
States and political subdivisions 15.2 — (1.9 13.¢
Asset-backed securities 470.1 31.2 (7.2 4942
Collateralized debt obligations 23.t A (.2 23.t
Collateralized mortgage obligations 798.¢ 68.C (.4) 866.<
Total below-investment grade fixed maturities, e
for sale 2,574.¢ 143.¢ (36.9 2,681.¢
Total fixed maturities, available for sale $ 22,023 % 1,786.7 $ (187.9) $ 23,623.(
Equity securities $ 2308 % 116 13 s 241.2
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(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 NAIC. NAIC
designations of "1" or "2" include fixed maturitigenerally rated investment grade (rated "Baa3figiner by Moody's or rated
"BBB-" or higher by S&P and Fitch). NAIC designats of "3" through "6" are referred to as belowestment grade (which
generally are rated "Bal" or lower by Moody's deda’BB+" or lower by S&P and Fitch). Referencesnvestment grade or below-
investment grade throughout our consolidated firstatements are determined as described above.

The NAIC evaluates the fixed maturity investmerftsieurers for regulatory and capital assessmermigages and assigns securities to
one of six credit quality categories called NAIGigmations, which are used by insurers when pragdheir 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 stuned securities as described below. The folloveagmmarizes 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 01~ 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 duainhbe effective December 31, 2010.
The NAIC's objective with the revised ratings wasnicrease the accuracy in assessing potentiaddpasd to use the improved assessment tc
determine a more appropriate capital requiremargdoh structured securities. Accordingly, certinictured securities rated below
investment grade by the NRSROs could be assignBdAES 1 or NAIC 2 securities dependent on the dizis of the holder relative to
estimated recoverable amounts as determined byAhE.

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) aara# 30, 2013 is as follows (dollars in millions):

Percentage
Estimated of total
NAIC Amortized fair estimated
designation cost value fair value
1 $ 10,271t $ 11,173.¢ 47.2%
2 10,381.( 11,055. 46.¢
3 1,008.! 1,028.! 4.4
4 334.¢ 339.¢ 14
5 27.C 25.2 A
6 4 5 —
$ 22,023 $ 23,623.( 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 June 30, 2013 (dollars in millions):

Energy/pipelines

Collateralized mortgage obligations
States and political subdivisions
Utilities

Insurance

Asset-backed securities
Commercial mortgage-backed securities
Healthcare/pharmaceuticals
Food/beverage

Cable/media

Banks

Real estate/REITs

Capital goods

Telecom

Aerospace/defense
Transportation

Chemicals

Building materials

Metals and mining

Paper

Collateralized debt obligations
Brokerage

Technology

Business services

Consumer products

Other

Total fixed maturities, available for sale

Bel ow-Investment Grade Securities

Percent of
Gross gross
Percent of unrealized unrealized
Carrying value fixed maturities losses losses
$ 2,431 10.2% $ 19.C 10.1%
2,104. 8.8 2.8 1kt
2,087.. 8.8 20.¢ 11.C
1,908.¢ 8.1 4.3 2.3
1,549.( 6.€ 4.2 2.2
1,455.. 6.2 12.7 6.€
1,397. 5.9 6.7 3.€
1,221.° 5.2 21.¢ 11.7
1,104. 4.7 10.C 5.4
908.: 3.8 20.€ 11.C
861.2 3.€ & 5.C
857.¢ 3.€ .6 .3
709.¢ 3.C .3 A
483.c 2.C 3.7 1.6
469.¢ 2.C .9 85
426.7 1.8 7 A4
405.¢ 1.7 6.1 3.2
380.4 1.6 4.2 2.2
342.% 14 16.€ 8.8
328.¢ 14 1.2 .6
327.¢ 14 .8 A4
279.2 1.2 1.2 7
275.¢ 1.2 11 .6
248.¢ 11 9.2 5.C
235.¢ 1.C .6 .3
821.: 3.t 7.8 2
$ 23,623.( 100.% $ 187.¢ 100.%

At June 30, 2013, the amortized cost of the Corypdrelow-investment grade fixed maturity secusitieas $2,574.6 million, or 12
percent of the Company's fixed maturity portfolibhe estimated fair value of the below-investmeanatlg portfolio was $2,681.6 million, or

104 percent of the amortized cost.

Below-investment grade corporate debt securitipe#ly have different characteristics than investingrade corporate debt
securities. Based on historical performance, grdibaof default by the borrower is significantfyreater for below-investment grade
corporate debt securities and in many cases sgwéilibss is relatively greater as such securdigsgenerally unsecured and often
subordinated to other indebtedness of the issfilo, issuers of below-investment grade corporatat decurities frequently have higher
levels of debt relative to investment-grade issusesce, all other things being equal, are genenadire sensitive to adverse economic

conditions. The Company attempts to reduce theativiisk related to
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its investment in below-investment grade securitssn all investments, through careful creditigsig, strict investment policy guidelines,

and diversification by issuer and/or guarantor ypéhdustry.

Net Realized Investment Gains (Losses)

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

Three months ended

Six months ended

June 30, June 30,
2013 2012 2013 2012
Fixed maturity securities, available for sale:
Realized gains on sale $ 10.¢ $ 396 $ 274 $ 68.3
Realized losses on sale (1.9 (5.5 (3.9 (7.8
Impairments:
Total other-than-temporary impairment losses — (.5) — (.9)
Other-than-temporary impairment losses recogniaeatcumulated other
comprehensive income (loss) — — — —
Net impairment losses recognized — (.5) — (.9)
Net realized investment gains from fixed maturities 9.4 33.€ 24.C 59.¢
Equity securities — A — A
Commercial mortgage loans — (.6) 7 (.2
Impairments of mortgage loans and other investments (.6) (3.0 (.6) (10.5)
Other (5.6 1.€ (5.€) 5.7
Net realized investment gains $ 32 § 31¢ % 185 §  54.¢

During the first six months of 2013 , we recognized realized investment gains of $18.5 millionhjieth were comprised of $29.6
million of net gains from the sales of investmgpismarily fixed maturities) with proceeds of $.Blibn and the decrease in fair value of
certain fixed maturity investments with embeddedwdgives of $10.5 million and $.6 million of wrilewns of investments for other than
temporary declines in fair value recognized thronghincome.

During the first six months of 2012 , we recognized realized investment gains of $54.8 millionhjieth were comprised of $61.2
million of net gains from the sales of investmegpismarily fixed maturities), the increase in faalue of certain fixed maturity investments
with embedded derivatives of $5.0 million , and #lillion of writedowns of investments for othéan temporary declines in fair value
recognized through net income.

At June 30, 2013, fixed maturity securities inaldf or considered nonperforming had an aggregat@tized cost of $.4 million and a
carrying value of $.5 million .

During the first six months of 2013 , the $3.4 mill of realized losses on sales of $181.3 millibfix@d maturity securities, available
for sale, included: (i) $1.0 million of lossesatdd to the sales of mortgage-backed securitiessset-backed securities; and (i) $2.4 million
of additional losses primarily related to varioasporate securities. Securities are generally abhdloss following unforeseen issue-specific
events or conditions or shifts in perceived riskbese reasons include but are not limited tochgnges in the investment environment; (ii)
expectation that the fair value could deterioratthier; (iii) desire to reduce our exposure to sseaclass, an issuer or an industry; (iv)
prospective or actual changes in credit qualityvprelated to structured securities, changexpeeted cash flows.

During the first six months of 2012, the $11.4 raill of other-than-temporary impairments we recontegarnings included: (i) $3.2
million of losses related to certain commercial tgage loans; (ii) $6.8 million of losses relatedtuity securities; and (iii) $1.4 million of
additional losses following unforeseen issue-sjeeifents or conditions.

During the first six months of 2012, the $7.8 roifliof realized losses on sales of $266.8 milliofixafd maturity securities, available
for sale, included: (i) $3.3 million of lossesatdd to the sales of mortgage-backed securitiesiseet-backed securities; and (i) $4.5 million
of additional losses primarily related to variowsporate securities.
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Our fixed maturity investments are generally pusglthin the context of various long-term strategimduding funding insurance
liabilities, so we do not generally seek to gereesdiort-term realized gains through the purchadesale of such securities. In certain
circumstances, including those in which securitiesselling at prices which exceed our view ofrthederlying economic value, or when it is
possible to reinvest the proceeds to better medbag-term asset-liability objectives, we may smttain securities.

We regularly evaluate all of our investments withiealized losses for possible impairment. Ourssssent of whether unrealized
losses are "other than temporary" requires sigmifigudgment. Factors considered include: (i)ekient to which fair value is less than the
cost basis; (ii) the length of time that the faatue has been less than cost; (iii) whether thealized loss is event driven, credit-driven or a
result of changes in market interest rates orpigknium; (iv) the near-term prospects for speafients, developments or circumstances
likely to affect the value of the investment; (kigtinvestment's rating and whether the investngeimviestment-grade and/or has been
downgraded since its purchase; (vi) whether theeisis current on all payments in accordance vhiéhcontractual terms of the investment
and is expected to meet all of its obligations urile terms of the investment; (vii) whether wesird to sell the investment or it is more lik
than not that circumstances will require us to $elinvestment before recovery occurs; (viii) timelerlying current and prospective asset and
enterprise values of the issuer and the extenhiohathe recoverability of the carrying value of davestment may be affected by changes in
such values; (ix) projections of, and unfavoradflanges in, cash flows on structured securitidsiditg mortgage-backed and asset-backed
securities; (x) our best estimate of the valuenyf eollateral; and (xi) other objective and subjecfactors.

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

The following table sets forth the amortized coed astimated fair value of those fixed maturiteegilable for sale, with unrealized
losses at June 30, 2013, by contractual matuAttual maturities will differ from contractual matties 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 $ 252 $ 25.2
Due after one year through five years 111.C 108.¢
Due after five years through ten years 585.2 568.k
Due after ten years 2,267.( 2,122.(
Subtotal 2,988.! 2,824.:
Structured securities 677.2 654.2
Total $ 3,665." $ 3,478.:

There were no investments in our portfolio ratelblweinvestment grade which have been continuoushn unrealized loss position
exceeding 20 percent of the cost basis at Jun23( .
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The following table summarizes the gross unreali@sdes of our fixed maturity securities, availdiolesale, by category and ratings
category as of June 30, 2013 (dollars in millions):

Investment grade Below investment grade

Total gross
B+ and unrealized
AAA/AAIA BBB below losses

Healthcare/pharmaceuticals $ — 3 17.C 47 % 2 3% 21.¢
Cable/media A 15.t 2.6 2.1 20.€
States and political subdivisions 12.t 6.7 1.4 — 20.¢€
Energy/pipelines .9 14.2 A4 3.t 19.C
Metals and mining A4 15.¢ .8 — 16.€
Asset-backed securities 1.2 4.4 1.2 5.¢ 12.%
Food/beverage .9 5.2 3.6 — 10.C
Banks 3.4 3.k 2.4 — 9.2
Business services — 9.3 — — 9.3
Commercial mortgage-backed securities 2.¢ 3.€ — — 6.7
Chemicals — 5.C 1.1 — 6.1
Utilities 3 4.C — — 4.2
Building materials — 1.2 2.7 3 4.2
Insurance .3 3.€ — — 4.2
Autos — 3.1 6 A 3.8
Telecom .6 2.t 3 .3 3.7
Collateralized mortgage obligations 1.¢ 5 1 .3 2.8
Retail — 1.€ — — 1.8
Brokerage 5 .8 — — 1.3
Paper — 1.1 — A 1.2
Technology — s .3 A 1.1
Aerospace/defense A .6 2 — 9
Collateralized debt obligations 2 3 — A .8
Transportation — 4 — — 7
Consumer products — 3 .3 — .6
Real estate/REITs — .6 — — .6
Entertainment/hotels — 3 A — 4
United States Treasury securities and
obligations of United States government
corporations and agencies A4 — — — 4
Capital goods — — 2 A .3
Other — 1kt — — 1.t

Total fixed maturities, available for s $ 266 $ 124.¢ 235§ 131 $ 187.

Our investment strategy is to maximize, over aanet period and within acceptable parameters alitgjuand risk, investment incon
and total investment return through active investimeanagement. Accordingly, we may sell securdits gain or a loss to enhance the
projected total return of the portfolio as markgportunities change, to reflect changing perceptifirisk, or to better match certain
characteristics of our investment portfolio witke ttorresponding characteristics of our insuraraglities.
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The following table summarizes the gross unreali@edes and fair values of our investments wittealized losses that are not dee
to be other-than-temporarily impaired, aggregatethizestment category and length of time that ssesturities had been in a continuous
unrealized loss position, at June 30, 2013 (doitarsillions):

Less than 12 months 12 months or greater Total
Fair Unrealized Fair Unrealized Fair Unrealized
Description of securities value losses value losses value losses
United States Treasury securities an
obligations of United States
government corporations and agenc $ 24C $ (4) $ — — 3 24C $ (.4)
States and political subdivisions 276.¢  $ (14.0 63.2 % (6.€) 340.2 (20.¢)
Corporate securities 2,388.: (135.9) 71 (7.9 2,459.¢ (143.9
Asset-backed securities 297.2 (10.€) 42.F (2. 339.¢ (12.79)
Collateralized debt obligations 46.5 (-8) — — 46.5 (-8
Commercial mortgage-backed
securities 107.C (6.9 3.8 (-3 110.: (6.7)
Mortgage pass-through securities 1.8 — 1.6 — 3.€ —
Collateralized mortgage obligations 151.2 (2.8 2.€ — 154.C (2.9
Total fixed maturities, available fc
sale $ 3,292.¢ % (1705 $ 1855 $ (16.9 $ 3,478.1 $ (187.9
Equity securities $ 317 % 13 $ —  $ — 3 317 % (1.3

Based on management's current assessment of irergstmith unrealized losses at June 30, 2013Ctmepany believes the issuers of
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 sadlsiéies with unrealized losses and it is not midkely than not that we will be required to sell
securities with unrealized losses prior to theticmated recovery, our intent on an individualiggty may change, based upon market or ¢
unforeseen developments. In such instancespgsit recognized from a sale subsequent to admbtdreet 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 June 30, 2013 fixed maturity investments incllid&ructured securities with an estimated fair af1$5.3 billion (or 22 percent of
all fixed maturity securities). The yield charatttics of structured securities generally diffieisome respects from those of traditional
corporate fixed-income securities or governmentigges. For example, interest and principal pagte®n structured securities may occur
more frequently, often monthly. In many instanses,are subject to the risk that the amount anahgrof principal and interest payments
may vary from expectations. For example, in maaes, partial prepayments may occur at the opfitlredssuer and prepayment rates are
influenced by a number of factors that cannot tesligted with certainty, including: the relativensiivity of prepayments on the underlying
assets backing the security to changes in intesies$ and asset values; the availability of altiradinancing; a variety of economic,
geographic and other factors; the timing, pacemodeeds of liquidations of defaulted collateralkl aarious security-specific structural
considerations (for example, the repayment priaftg given security in a securitization structurt) addition, the total amount of payments
for non-agency structured securities may be aftebtechanges to cumulative default rates or logsritées of the related collateral.
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The following table sets forth the par value, amed cost and estimated fair value of structuredisges, summarized by interest re
on the underlying collateral, at June 30, 2013l&lslin millions):

Par Amortized Estimated

value cost fair value
Below 4 percent $ 776.C $ 7242 % 737.1
4 percent — 5 percent 893.( 853.1 888.¢
5 percent — 6 percent 2,580.¢ 2,430.( 2,608.:
6 percent — 7 percent 820.t 769.¢ 834.]
7 percent — 8 percent 120.¢ 123.c 133.c
8 percent and above 96.5 97.€ 99.4
Total structured securities $ 52870 § 4,998.C $ 5,300.¢

The amortized cost and estimated fair value oftcttined securities at June 30, 2013 , summarizegig®yof security, were as follows
(dollars in millions):

Estimated fair value

Percent
Amortized of fixed

Type cost Amount maturities
Pass-throughs, sequential and equivalent securities $ 1,317.¢ % 1,403.¢ 5.€%
Planned amortization classes, target amortizalmsses and accretion-directed
securities 646.1 690.< 2.¢
Commercial mortgage-backed securities 1,302.¢ 1,397.; 5.¢
Asset-backed securities 1,389.( 1,455. 6.2
Collateralized debt obligations 319.¢ 327.¢ 1.4
Other 23.1 25.¢ A

$ 4,998.( $ 5,300.¢ 22.4%

Total structured securities

Pass-throughs, sequentials and equivalent sesuniéiee unique prepayment variability charactesstieasthrough securities typical
return principal to the holders based on cash paysfeom the underlying mortgage obligations. Sedjaésecurities return principal to
tranche holders in a detailed hierarchy. Planmedrazation classes, targeted amortization claasdsaccretion-directed bonds adhere to
fixed schedules of principal payments as long asutiderlying mortgage loans experience prepaynvethis certain estimated ranges. In
most circumstances, changes in prepayment ratdssarabsorbed by support or companion classasatiag the timing of receipt of cash
flows from the consequences of both faster prepaysn@verage life shortening) and slower prepayménerage life extension).

Commercial mortgage-backed securities are seciyredrinmercial real estate mortgages, generally imcproducing properties that
are managed for profit. Property types includetiriamily dwellings including apartments, retailnters, hotels, restaurants, hospitals,
nursing homes, warehouses, and office buildingilé¥nost commercial mortgage-backed securitiee ltal protection features whereby
underlying borrowers may not prepay their mortgggestated periods of time without incurring pregpeent penalties, recoveries on
defaulted collateral may result in involuntary prgments.
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Commercial Mortgage Loans

The following table provides the carrying value astimated fair value of our outstanding mortgagas$ and the underlying collateral
as of June 30, 2013, summarized by loan-to-vadties (dollars in millions):

Estimated fair value

Carrying Mortgage

Loanto-value ratio (a) value loans Collateral
Less than 60% $ 819.t $ 875.t $ 2,388.:
60% to 70% 381.t 386.( 586.(
Greater than 70% to 80% 293.% 288.2 394.2
Greater than 80% to 90% 144. 146.2 168.:
Greater than 90% 53.C 50.4 58.C

Total $ 1692 $ 1,746.0 % 3,594.¢

(a) Loan-to-value ratios are calculated as thie cdt (i) the carrying value of the commercial ngage 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 Six months ended
June 30, June 30,
2013 2012 2013 2012
Revenues:
Net investment income — policyholder and reinsamounts and other special-
purpose portfolios $ 10€ % 72 $ 204 $ 13.4
Fee revenue and other income 5 5 1.3 g
Total revenues 11.¢ 7.8 21.7 14.1
Expenses:
Interest expense 6.8 4.7 12.2 8.7
Other operating expenses .8 2 .9 3
Total expenses 7.€ 4.¢ 13.1 9.C
Income before net realized investment gains (IQsmed income taxes 3.6 2.6 8.6 5.1
Net realized investment gains (losses) (-9) 3 (.3 (-2
Income before income taxes $ 34 % 32 % 83 $ 4.

During the first six months of 2013, net realizaddstment losses included: (i) $.3 million of gains from the sales of investments;
and (i) $.6 million of writedowns of investmentslti by VIEs as a result of our intent to sell suorestments. During the first six months of
2012, net realized investment losses included$.@)million of net gains from the sales of investits; and (ii) $.4 million of writedowns of
investments held by VIEs as a result of our intergell such investments.
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Supplemental Information on Investments Held by VIES

The following table summarizes the carrying valoethe investments held by the VIEs by categorgfaline 30, 2013 (dollars in
millions):

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

Cable/media $ 146.5 13.5% $ .9 22.(%
Healthcare/pharmaceuticals 134.¢ 12.4 3 7.€
Technology 105.2 9.7 A4 9.t
Food/beverage 78.C 7.2 3 7.5
Autos 60.4 5.5 A 2.t
Insurance 50.€ 4.7 2 5.2
Brokerage 50.C 4.€ 2 3.6
Consumer products 46.7 4.3 A 3.4
Gaming 46.5 4.3 2 4.€
Utilities 35.2 3.2 3 7.7
Entertainment/hotels 34.C 3.1 A 1.1
Aerospace/defense 28.¢ 2.7 2 5.C
Capital goods 27.t 2.5 A 2.8
Energy/pipelines 26.5 2.4 — 8
Building materials 22.¢ 2.1 A 2.1
Business services 20.¢ 1.8 A 1kt
Retail 19.¢ 1.8 A 1.4
Metals and mining 19.€ 1.8 — 3
Chemicals 17.5 1.€ — 1.1
Transportation 17.2 1.€ A 1.¢
Paper 16.C il A 1.t
Real estate/REITs 15.¢ 14 A 2.t
Textiles 6.C 5 A g
Other 61.€ 5.7 A 2.€

Total $ 1,087.¢ 100.(% $ 4.2 100.%

The following table sets forth the amortized cosd astimated fair value of those investments hglthb VIEs with unrealized losses
June 30, 2013, by contractual maturity. Actuaturiies will differ from contractual maturities bause borrowers may have the right to call
or prepay obligations with or without penalties.

Estimated
Amortized fair
cost value

(Dollars in millions)
Due in one year or less $ 21 % 21
Due after one year through five years 121.¢ 1214
Due after five years through ten years 433.C 429.3
Total $ 557.C $ 552.¢
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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 JOn203.3 .

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 ar
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 six months of 2013 to sucdksrisr 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 R
13a-15(e) and 15d-15(e) under the Securities Exgehawt of 1934, as amended). Based on its evaluatie Chief Executive Officer and
Chief Financial Officer concluded that, as of J88¢2013 , CNO's disclosure controls and procedusse effective to ensure that
information required to be disclosed by CNO in mpthat it files or submits under the Securitieshange Act of 1934 is recorded,
processed, summarized and reported within the pieniods specified in the SEC's rules and formssclosure controls and procedures are
also designed to reasonably assure that such iafamis accumulated and communicated to our managg including our Chief Executive
Officer and Chief Financial Officer, as approprijateallow timely decisions regarding required thsare.

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 six nhsrgnded June 30, 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 fés#tors. Any or all of such factors
could have a material adverse effect on the busjriesncial condition or results of operation®TGMO. Refer to "Risk Factors" in our Ann
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

Maximum number (or
Total number of  approximate dollar value)

Average shares (or units) of shares (or units) that
Total number price paid pe purchased as part of may yet be purchased
of shares (or share publicly announced under the plans or
Period units) (or unit) plans or programs programs (a)
(dollars in millions)
April 1 through April 30 2,582,900 $ 11.0% 2,582,900 $ 196.%
May 1 through May 31 1,839,18 11.7¢ 1,838,80! 165.7 (b)
June 1 through June 30 — — — 165.%
Total 4,422,08. 11.31 4,421,701 165.7

(@) 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) In May 2013, the Company repurchased $4.5anilprincipal amount of the 7.0% Debentures fomggregate purchase price of $9.4
million . The repurchase was part of our previowsiynounced securities repurchase program.
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ITEM 6. EXHIBITS.

10.1

12.1

31.1

31.2

32.1

32.2

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

Amended and Restated Employment Agreement datetiMay 31, 2013 between CNO Services, LLC and Susdienzel.
Computation of Ratio of Earnings to Fixed Charges.

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

Certification Pursuant to the Securities ExchangeRule 13a-14(a)/15d-14(a), as Adopted PursuaBttdion 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 Sarbamesy@.ct of 2002.
XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase Docutne

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 &xgé Act of 1934, the Registrant has duly causedeport to be signed on its bet
by the undersigned thereunto duly authorized.

CNO FINANCIAL GROUP, INC.

Dated: August 2, 2013

By: /s/ Frederick J. Crawford
Frederick J. Crawford
Executive Vice President and Chief Financiali€aff
(authorized officer and principal financial a#r)
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Exhibit 10.1

AMENDED AND RESTATED EMPLOYMENT AGREEMENT

This AMENDED AND RESTATED EMPLOYMENT AGREEMENT, dat as of the 31st day of May, 201
between CNO Services, LLC, an Indiana limited hi&pbicompany (the "Company"), and Susan L. Me
("Executive™).

WHEREAS, the Company and Executive entered intdraended and Restated Employment Agreement
May 25, 2010 and an Amendment thereto dated April2B12, and they now desire to further amend asthte suc
agreement.

WHEREAS, the continued services of Executive andnm@nagerial and professional experience are ofevi
the Company.

WHEREAS, the Company desires to have the benefitatvantage of the services of Executive to atist
Company and CNO Financial Group, Inc. ("CNO") uploa terms and conditions set forth herein.

NOW, THEREFORE, in consideration of the foregoimgl ahe mutual covenants contained herein, thept
and sufficiency of which are hereby acknowledgkd,darties agree as follows:

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

2. Term. The effective date of this agreement (the "Agreetf) shall be the date set forth above
"Effective Date"). Subject to the provisions fornenation as provided in Section 10 hereof, thentef Executive'
employment under this Agreement shall be the pebieginning on the Effective Date and ending on N3ay 201¢
(the "Term™). The Term shall not be automaticaypewed and shall end upon any earlier terminatidaxecutive"
employment with the Company.

3. Duties. During the Term, Executive shall be engaged leyGbompany in the capacity of Executive \
President, Human Resources of the Company and CN{D euch other senior executive capacity as theef
Executive Officer of CNO shall specify. Executivieali report to the Chief Executive Officer of CN® such othe
senior executive officer as the Chief Executivei€gif of CNO may specify regarding the performanickes duties.

4. Extent of ServicesDuring the Term, subject to the direction andtoarof the Chief Executive Officer
CNO, Executive shall have the power and authodtyimensurate with her executive status and necessamrforn
her duties hereunder. Executive shall devote hireeemployable time, attention and best effortth business of tl
Company and, during the Term, shall not, withowe tonsent of the Company, be actively engaged yncdime
business activity, whether or not such busineswigcts pursued for gain, profit or other pecuriasdvantage
provided, however, that this shall not be constrasdreventing Executive from serving on boardprofessiona
community, civic, education, charitable and corpora




organizations on which she presently serves or chapse to serve or investing her assets in such éwrmanner ¢
will not require any services on the part of Exe@iin the operation of the affairs of the compani® which suc
investments are made (to the extent not in vialatbthe nonsolicitation provisions of Section 9 hereof); prbel
however, that corporate organizations shall betéichio those mutually agreed upon by ExecutivethedCompany.

5. Compensation During the Term:

(@) As compensation for services hereunder renderddgltire Term hereof, Executive shall rec
a base salary ("Base Salary") of Three Hundred tiii@ousand Six Hundred Eight Dollars ($390,608)
year payable in equal installments in accordancth \the Company's payroll procedure for its salz
executives. Salary payments and other payments tinideAgreement shall be subject to withholdingafe:
and other appropriate and customary amounts. Execuay receive increases in her Base Salary froma tc
time, based upon her performance, subject to appafthe Company.

(b) In addition to Base Salary, Executive will have @portunity to earn a bonus each yea
determined by the Company, with a target annualubaqual to 75% of Executive's Base Salary (thedéi
Bonus") and a maximum annual bonus of 150% of Exexs Base Salary with respect to any calendar,
with such bonus payable at such time that othellairpayments are made to other Company execubives
no event later than March 15 of the year followthg year with respect to which such bonus was pa)
unless the bonus amounts to be paid cannot bercwdiand paid on or before March 15, in which evbe
bonuses will be paid within 15 days after the boansounts have been confirmed by the Company
purposes of clarification, annual executive bonugespayable on or before March 15 of the yeaovatg the
year with respect to which such bonuses are paylid&ecutive remains employed with the Companyptigh
such date or as otherwise payable under Sectianf 1dis Agreement. Notwithstanding the above, anatoe
portion of the 2013 bonus will be paid at the saimee that similar payments are made to other Coly
executives if Executive remains employed through ¢ind of the Term. The performance requirement
Target Bonuses will be based on financial and otigective targets that the CNO Board of Directfihs
"Board”) or the Human Resources and Compensatiomndtice of the Board (the "Compensa
Committee”) believes are reasonably attainablbeatiine that they are set.

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




6. Additional Benefits During the Term:

(a) Executive shall be entitled to participate in seotsting executive benefit plans and insur:
programs offered by the Company, or which it magmdrom time to time, for its executive manageme
supervisory personnel generally, in accordance whh eligibility requirements for participation tie@.
Nothing herein shall be construed so as to prettentCompany from modifying or terminating any exea
benefit plans or programs, or additional benefitat it may adopt from time to time.

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

(©) Executive may incur reasonable expenses for prowmatie Company's business, incluc
expenses for entertainment, travel, and similansteThe Company shall reimburse Executive for adfr
reasonable expenses upon Executive's periodic riegga of an itemized account of such expenditun
accordance with the Company's policies and proesdand Section 21 hereof; provided, however, tha
such reimbursement will be made no later than Mdfelof the year following the year in which the erpt
was incurred. The Company agrees to pay Executivadditional amount to cover the incremental addé
income taxes incurred by Executive, if any, witlspect to payment or reimbursement of any reaso
business expenses pursuant to this subsectiopr)ided, however, that any such payment will belenac
later than March 15 of the year following the ygawhich the income tax was incurred.

(d) Executive shall be permitted to make elective dbatrons to any Company-sponsored, non
gualified deferred compensation plan in accordavitie the terms of such plan.

7. Disability .

(a) If Executive shall become physically or mentallgabled during the Term to the extent tha
ability to perform her duties and services hereumnslenaterially and adversely impaired (any sudapacity,
"Disability”), her Base Salary, bonus and other pensation provided herein shall continue while rgmain:
employed by the Company; provided, that if suchabikty (as determined in the Company's reasot
judgment, exercised in good faith) continues forlestst three (3) consecutive months, the Company
terminate Executive's employment hereunder, in vitiase the Company within 10 business days shg
Executive a cash payment equal to (i) her annuakE&alary as provided in Section 5(a) hereof tcettien
earned but unpaid as of the date of terminatiompdid Salary"), (ii) the bonus payable pursuarBéction 5
(b) for the fiscal year of the Company ending ptiorthe date of termination (to the extent earnased o
performance under the goals and objectives of gpdiaable plan but not previously paid) ("Unpaidri8s"™
and (iii) Executive's then accrued but unused vacdtUnpaid Vacation") (the Unpaid Salary, Unp&dnus
and Unpaid Vacation referred to sometimes togedbdhe "Accrued Amounts"”). Additionally, in the evef ¢
termination of employment due to Disability, thengmany shall pay to Executive a prata portion of th
Target Bonus for the year in which the terminationDisability occurred, payable at the same tinfeew th
bonus payment for the year of termination




otherwise would have been paid pursuant to Seé&ijbh All options, restricted stock and/or otheraags hels
by Executive on the date of termination for Disipithall vest only through the date of terminatamtording
to the normal vesting schedule applicable to symions, restricted stock and/or other awards anecHbve
shall be treated in accordance with the applicablard agreements.

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

8. Disclosure of Information Executive acknowledges that, in and as a re$uieo employment with tf
Company, she has been and will be making use qéjigieg and/or adding to confidential informatiohtbe Compan
and its affiliates of a special and unique natureé @alue. As a material inducement to the Compamgnter into thi
Agreement and to pay to Executive the compensatiated in Section 5, as well as any additional fisnstate:
herein, Executive covenants and agrees that shienshaat any time while she is employed by therany or at ar
time thereafter, directly or indirectly, divulge disclose for any purpose whatsoever, any confidemtformatior
(whether or not specifically labeled or identifiad "confidential information"), in any form or medi, that has be:
obtained by or disclosed to her as a result ofelngployment with the Company and which the Compargny of it
affiliates has taken appropriate steps to safeg@xakept to the extent that such confidential imfation (a) becomes
matter of public record or is otherwise availaldetie general public, other than as a result ofatyor omission «
Executive, (b) is required to be disclosed by aay, |regulation or order of any court or regulategmmissior
department or agency, in which event Executiveldigé prompt notice of such requirement to the @any tc
enable the Company to seek an appropriate progeotder or confidential treatment, (c) must beldsed to enab
Executive properly to perform her duties under tAgreement or (d) was developed by Executive ptoohe
employment by the Company. Upon the termination Executive's employment, Executive shall return
information (in whatever form) obtained from or dedjing to the Company or any of its affiliates whghe may ha
in her possession or control.

9. Covenants against SolicitatiofExecutive acknowledges that the services sheriertder to the Compa
and its affiliates are of a special and unusuatadtar, with a unique value to the Company andffiBates, the loss
which cannot adequately be compensated by damagesaction at law. In view of the unique valugtte Compan
and its affiliates of the services of Executive fohich the Company has contracted hereunder, becafighe
confidential information to be obtained by, or dised to, Executive as set forth in Section 8 abane as a mater
inducement to the Company to enter into this Agreetinand to pay to Executive the compensation siat&ection
hereof, as well as any additional benefits statgdih, and other good and valuable consideratigacltive covenan
and agrees that throughout the period Executiveairgsnemployed or compensated hereunder and foryea
thereafter, Executive shall not, directly or inditg, anywhere in the United States of Americasf)icit or attempt t
convert to other insurance carriers or other catamns, persons or other




entities providing these same or similar productsesvices provided by the Company and its afésatany custome
or policyholders of the Company or any of its &fés; or (ii) solicit for employment or employ amgdividual whc
was employed by the Company or any of its affisadieiring the term of Executive's employment wite @ompany
Should any particular covenant or provision of thection 9 be held unreasonable or contrary toippbolicy for any
reason, including, without limitation, the time j@&l, geographical area, or scope of activity coddrg any restrictiv
covenant or provision, the Company and Executivinewledge and agree that such covenant or provisiai
automatically be deemed modified such that theestat covenant or provision shall have the closiéstt permitte
by applicable law to the original form and shalldreen effect and enforced as so modified to whatextent woul
be reasonable and enforceable under applicable law.

10. Termination. During the Term:

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

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

(i) (A) material breach by Executive of this Agremmh not cured within 15 days after writ
notice to Executive by the Company, (B) a matebedach of Executive's duty of loyalty to
Company or its affiliates not cured within 15 dafter written notice to Executive by the Comparn
(C) willful malfeasance or fraud or dishonesty cfubbstantial nature in performing Executive's s
on behalf of the Company or its affiliates, whichaach case is willful and deliberate on Execu
part and committed in bad faith or without reasdadielief that such breach or action is in the
interests of the Company or its affiliates;

(i) Executive's use of alcohol or drugs (othemtliliugs prescribed to Executive by a physi
and used by Executive for their intended purposesvhich they had been prescribed) or other rep
conduct which materially and repeatedly interfextth the performance of her duties hereunder, w
materially compromises the integrity or the repotabf the Company or its affiliates, or which rks
in other substantial economic harm to the Companis@ffiliates;

(iif) Executive's conviction by a court of law, atsion that he is guilty, or entry of a plee
nolo contendere with regard to a felony or other crime involving rabturpitude;
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(iv) Executive's unscheduled absence from her eynpédmt duties other than as a result of ill
or disability, for whatever cause, for a periodnodre than three (3) consecutive days, without aat
from the Company prior to the expiration of thest(3) day period;

(v) Executive's failure to take action or to albstiiom taking action, as directed in writing k
member of the Board or a higher ranking executitéhe Company or CNO, where such fail
continues after Executive has been given writtdicaf such failure and at least five (5) busingsg:
thereafter to cure such failure; or

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

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

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

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

() the acquisition (other than an acquisition anoection with a "Nor€ontrol Transaction™) k
any "person” (as such term is used in Sections)X8{d 14(d) of the Securities Exchange Act of 1
as amended (the "1934 Act")) of "beneficial own@'shas such term is defined in Rule 13d-
promulgated under the 1934 Act), directly or indihg of securities of CNO or its Ultimate Par
representing 51% or more of the combined votinggroof the then outstanding securities of CNO ¢
Ultimate Parent entitled to vote generally withpest to the election of the Board or the boar
directors of CNO's Ultimate Parent; or

(i) as a result of or in connection with a tenderexchange offer or contest for electior
directors, individual board members of CNO (idaatifas of the date of commencement of such t
or exchange offer, or the commencement of suchiefecontest, as the case may be) cease to cde
at least a majority of the Board; or

(iif) the consummation of a merger, consolidationmeorganization with or into CNO unless
the stockholders of CNO immediately before suchdaation beneficially own, directly or indirec
immediately following such




transaction securities representing 51% or morégn@fcombined voting power of the then outstan
securities entitled to vote generally with respgecthe election of the board of directors of CNQ i(s
successor) or, if applicable, the Ultimate Pareat ¢) individual board members of CNO (identifies
of the date that a binding agreement providing doch transaction is signed) constitute at lei
majority of the board of directors of CNO (or itgcsessor) or, if applicable, the Ultimate Parel
transaction to which clauses (x) and (y) applyNan-Control Transaction™).

For purposes of this Agreement, "Ultimate Parehtllsmean the parent corporation (or if there igenihal
one parent corporation, the ultimate parent cotporpa that, following a transaction, directly ordirectly
beneficially owns a majority of the voting powertbé outstanding securities entitled to vote wibpect to tr
election of the board of directors of CNO (or it&sessor).

(d) At Executive's option, she may terminate employnveithh the Company "With Reasc
provided one or more of the following conditions anet: (i) any reduction in Executive's Base Sataryarge
Bonus without her consent, or (ii) there is a "Gigin Control" as defined in Section 10(c) andlofeing
Executive's written request made prior to the ClkangControl, the ultimate parent entity or ensittirectly o
indirectly gaining control of a majority of the Babor outstanding securities entitled to vote wehpect to tr
Board fails to affirm and guarantee the Companyigent and future obligations under this Agreen
provided that the events described in clauses @ @) above shall constitute With Reason onlytht
Company fails to cure such event (if capable ohdpasured) within 30 days after receipt from Exeoeitof
written notice of the event which constitutes WiRkason; provided, further, that With Reason shedise t
exist for an event on the B@lay following the later of its occurrence or Exéeels knowledge thereof, unle
Executive has given the Company written noticegbgprior to such date.

(e) Upon termination of Executive's employment with tBempany for any reason (whet
voluntary or involuntary), Executive shall be deete have voluntarily resigned from all positiorsa
Executive may then hold with the Company and anyt#ffiliates; provided that such deemed resigm
shall not adversely affect Executive's rights tonpensation or benefits under this Agreement and sbt
affect the determination of whether Executive'snieation was for Just Cause or With Reason.

11. Payments Following Termination

(@ In the event that Executive's employment is terteiheby the Company for Just Cause ¢
Executive voluntarily resigns, then (i) the Companithin 10 business days shall pay Executive a
payment of her Base Salary as provided in Secftiah frereof that was earned but unpaid as of the ol
termination (the "Termination Date") and (ii) nonus for the year of termination will be earned ardptc
Executive. All stock options, restricted stock amddther awards held by Executive on the Termimabate
shall be treated in accordance with the applicablard agreements.
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(b) In the event Executive's employment is terminatgdhie death of Executive, then the Comg
shall pay Executive's estate within 30 days (i) Aeerued Amounts and (ii) a pmata portion of the Targ
Bonus for the year in which her death occurs. #kck options, restricted stock and/or other awdrelsl by
Executive on the Termination Date shall be treateamtcordance with the applicable award agreements.

(c) In the event that Executive is terminated by @ompany without Just Cause (and other tt
termination due to expiration of the Term, deatisability or a Control Termination) or by ExecutiVdith
Reason, then the Company shall pay Executive wRbinlays of the Termination Date the Accrued Ams.
Additionally, following such a termination, Execugi shall be entitled to receive (i) a bonus purst@i®ectiol
5(b) based on CNO's actual performance for the iyeathich Executive is terminated (prorated for geetia
year period ending on the Termination Date), payatilthe same time when such bonus amount nol
would have been paid pursuant to Section 5(b),(&nd cash lump sum equal to the sum of her anBazsk
Salary and Target Bonus. All stock options, restdcstock and/or other awards held by Executivéhendat:
of termination shall be treated in accordance withapplicable award agreements.

(d) In the event that Executive is terminated by @ompany (or its successor) in a Control Termam
as so defined, then the Company shall pay Execuwtittein 30 days of the Termination Date the Acci
Amounts. Additionally, following such a terminatioBxecutive shall be entitled to receive (i) a bopursuar
to Section 5(b) based on CNO's actual performaocéhé year during which Executive is terminate(atec
for the partial year period ending on the TermwmratDate), payable at the same time when such bamasin
would have been paid pursuant to Section 5(b),(@anhd cash lump sum equal to the sum of (A) hergé
Bonus and (B) one and omelf times her annual Base Salary. All stock otjamstricted stock and/or ot
awards held by Executive upon the occurrence ohan@e in Control shall be treated in accordanch thi¢
applicable award agreements.

(e) Notwithstanding anything to the contrary, paymehtany severance under this Agreemel
conditioned upon the execution by Executive of @asation and release agreement in a form accepiabie
Company and the observation of such waiting or cation periods, if any, before and after executbnhe
agreement by Executive as are required by law, ascfor example, the waiting or revocation periastgiire
for a waiver and release to be effective with respe claims under the Age Discrimination in Empiogn
Act, provided that the Company delivers to Exeaitbuich agreement within seven days of the Ternoin
Date.

12. Character of Termination Payment3he amounts payable to Executive upon any terioimaf he
employment shall be considered severance pay isid@mtion of past services rendered on behalh®fGompan
and her continued service from the date heredii¢adate she becomes entitled to such paymentshaficoe the so
amount of severance pay to which Executive is ledtifrom the Company and its affiliates upon temation of he
employment during the Term. Executive shall havelaty to mitigate her damages by seeking




other employment and, should Executive actuallyeikec compensation from any such other employmdre
payments required hereunder shall not be reducetfsat by any such other compensation.

13. Representations of the Parties

(@) The Company represents and warrants to Executiae (fh this Agreement has been c
authorized, executed and delivered by the Comparty constitutes valid and binding obligations of
Company; and (ii) the employment of Executive oa thrms and conditions contained in this Agreemeih
not conflict with, result in a breach or violatiai, constitute a default under, or result in theation o
imposition of any lien, charge or encumbrance ugay property or assets of the Company pursuarijathe
certificate of formation, (B) the terms of any imdére, contract, lease, mortgage, deed of trugg, Hoar
agreement or other agreement, obligation, conditomenant or instrument to which the Companypsudy o
bound or to which its property is subject, or (Qy atatute, law, rule, regulation, judgment, ordedecre
applicable to the Company, or any regulatory batyministrative agency, governmental body, arbitrair
other authority having jurisdiction over the Compan

(b) Executive represents and warrants to the Compaaty(ihthis Agreement has been duly exec
and delivered by Executive and constitutes a vatid binding obligation of Executive; and (ii) n&ththe
execution of this Agreement by Executive nor heplyment by the Company on the terms and condi
contained herein will conflict with, result in adach or violation of, or constitute a default under
agreement, obligation, condition, covenant or insnt to which Executive is a party or bound owtoch he
property is subject, or any statute, law, ruleutagion, judgment, order or decree applicable tedtxive o
any court, regulatory body, administrative agenggyernmental body, arbitrator or other authorityihg
jurisdiction over Executive or any of her property.

14. Arbitration of Disputes; Injunctive Relief

(a) Arbitration. Except as provided in subsection (b) below, amtroversy or claim arising out of
relating to this Agreement or the breach thereddllshe settled by binding arbitration in the City
Indianapolis, Indiana, in accordance with the lafvihe State of Indiana by three arbitrators, dnettom shal
be appointed by the Company, one by Executive,thadhird of whom shall be appointed by the firsb
arbitrators. If the first two arbitrators cannotreg on the appointment of a third arbitrator, tllea thirc
arbitrator shall be appointed by the Chief JudgéhefUnited States District Court for the SouthBistrict of
Indiana. The arbitration shall be conducted in eadaonce with the rules of the American Arbitra
Association, except with respect to the selectibrarbitrators, which shall be as provided in thisctton
Judgment upon the award rendered by the arbitratass be entered in any court having jurisdictioaréof
All reasonable costs and expenses (including fedglesbursements of counsel) incurred by Execyiiwsuar
to this Section 14 shall be paid on behalf of ambairsed to Executive promptly by the Company; pted
however, that in the event




the Company prevails in such proceedings, Execusivall immediately repay all such amounts to
Company.

(b) Executive acknowledges that a breach or threatbreath by Executive of Sections 8 or 9 of
Agreement will give rise to irreparable injury teet Company and that money damages will not be adie
relief for such injury. Notwithstanding paragraph) (@bove, the Company and Executive agree the
Company may seek and obtain injunctive relief, udodg, without limitation, temporary restrainingders
preliminary injunctions and/or permanent injuncpim a court of proper jurisdiction to restrainpgsohibit ¢
breach or threatened breach of Section 8 or 9 isf Agreement. Nothing herein shall be construe
prohibiting the Company from pursuing any other edirs available to the Company for such breac
threatened breach, including the recovery of dasm&gen Executive.

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

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

17. Entire Agreement Other than any equity award agreements entetecpursuant to the CNO Amenc
and Restated Lon@erm Incentive Plan or any subsequent incentive, ftas instrument contains the entire agree
of the parties and, as of the Effective Date, ssgubes all other obligations of the Company andffiiates unde
other agreements or otherwise. The compensatiomanelfits to be paid under the terms of this Agreenare in lie
of all other compensation or benefits to which Exee is entitled from CNO, the Company, and itBliafes, anc
upon termination of Executive's employment with @@mpany Executive will not be entitled to recearg severant
or other payments beyond those specified in thisedigpent. This Agreement may not be changed otaliypnly by
an instrument in writing signed by the party agamsom enforcement of any waiver, change, modiicgtextensio
or discharge is sought.

18. Binding Agreement and Governing Law; Assignment it@h. This Agreement shall be binding uj
and shall inure to the benefit of the parties ameirtlawful successors in interest (including, with limitation
Executive's estate, heirs and personal represesgatand, except for issues or matters as to wkadbral law i
applicable, shall be construed in accordance withgoverned by the laws of the State of Indianas Rgreement |
personal to each of the parties hereto, and ngitduy may assign or delegate any of its rightshdigations hereund
without the prior written consent of the other.

19. Indemnification. If Executive was or is made a party or is threateto be made a party to o
otherwise involved (including involvement as a \w#8s) in any action, suit or proceeding, whetheil,coviminal,
administrative or investigative (a "Proceeding'y,reason of the fact that she is or was an offizeemployee of tr
Company or any of its affiliates,
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Executive shall be indemnified and held harmlesgshgy Company to the fullest extent authorized by Erelawar
General Corporation Law, as the same exists or meagafter be amended (but, in the case of any ao@ndmen
only to the extent that such amendment permititiapany to provide broader indemnification rightart permitte
prior thereto), against all expense, liability alods (including attorneys' fees, judgments, finesgise taxes
penalties and amounts paid in settlement) reaspnablirred or suffered by Executive in connectiberewith an
such indemnification shall continue as to Executfivehe ceases to be an officer or employee antl ishie to the
benefit of Executive's heirs, executors and adrmatisrs; provided, however, that the Company shademnify
Executive in connection with a Proceeding (or hereof) initiated by Executive only if such Prodig (or par
thereof) was authorized by the managing membehefGompany. The right to indemnification conferiadthis
paragraph shall include the obligation of the Conypi@ pay the expenses incurred in defending ani Siroceedin
in advance of its final disposition (an "Advance{penses"); provided, however, that, if and to ekeent that tr
Delaware General Corporation Law requires, an Adeaof Expenses incurred by Executive in her capaast al
officer or employee shall be made only upon dejiterthe Company of an undertaking, by or on bebbExecutive
to repay all amounts so advanced if it shall ultehabe determined by final judicial decision frammich there is n
further right to appeal that Executive is not éatitto be indemnified for such expenses under plaisagraph ¢
otherwise.

20. No Third Party Beneficiaries The terms and provisions of this Agreement atenitbed solely for tf
benefit of each party hereto and their respectigeassors or permitted assigns, and it is not d&eno confer third-
party beneficiary rights upon any other person.

21. Section 409A. This Agreement is intended to comply with Sectd®BA of the Code and will |
interpreted accordingly. References under this &grent to Executive's termination of employmentidbaldeemed
refer to the date upon which Executive has expeedra "separation from service" within the meanifdsectiol
409A of the Code. Notwithstanding anything herarttie contrary, (i) if at the time of Executivelparation fror
service with the Company Executive is a "specigatployee” as defined in Section 409A of the Codel @y relate
regulations or announcements thereunder) and fieerdleof the commencement of any payments or lsnetherwis
payable hereunder or payable under any other cosapany arrangement between Executive and the Compraan)
of its affiliates as a result of such separatiamifrservice is necessary in order to prevent anglaated or addition
tax under Section 409A of the Code, then the Cowypeiti defer the commencement of the payment of aogt
payments or benefits hereunder (without any redaocim such payments or benefits ultimately paicpmvided t
Executive) until the date that is six months foliogy Executive's separation from service (or thdiestirdate as
permitted under Section 409A of the Code), at whdomt all payments deferred pursuant to this $ac#l shall b
paid to Executive in a lump sum and (ii) if any pants of money or other benefits due to Executamreinder coul
cause the application of an accelerated or adaiticax under Section 409A of the Code, such paysentothe
benefits shall be deferred if deferral will maketlsypayment or other benefits compliant under Secfid9A of thi
Code, or otherwise such payment or other bendial be restructured, to the extent possible, maaner that do
not cause such an accelerated or additional taxh&@xtent any reimbursements okind benefits due to Executi
under this Agreement constitute "deferred compémsatinder Section 409A of the Code, any such reirséments «
in-kind benefits shall be paid to Executive in anmer consistent with Treas. Reg. Section 1.489¥{)(iv).
Additionally, to the extent
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that Executive's receipt of any kind benefits from the Company or its affiliates shive delayed pursuant to i
Section 21 due to her status as a "specified emapldyExecutive may elect to instead purchase acéive suc
benefits during the period in which the provisidrbenefits would otherwise be delayed by payingGoenpany (or it
affiliates) for the fair market value of such batefas determined by the Company in good faith)rdusuch perioc
Any amounts paid by Executive pursuant to the mhegesentence shall be reimbursed to Executiveessribe:
above on the date that is six months following $egraration from service. Each payment made ungeAtreemer
shall be designated as a "separate payment" wiltl@rmeaning of Section 409A of the Code. The Comsdral
consult with Executive in good faith regarding thglementation of the provisions of this Section @lovided the
neither the Company nor any of its employees oresgntatives shall have any liability to Executwigh respec
thereto.

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

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

COMPANY:
CNO SERVICES, LLC

By: /s/ Edward J. Bonach
Edward J. Bonach
President

EXECUTIVE:

/s/ Susan L. Menzel
Susan L. Menzel
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Exhibit 12.1
CNO FINANCIAL GROUP, INC. AND SUBSIDIARIES

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

Year ended
Six months ended  December 31,
June 30, 2013 2012
Pretax income from operations:
Net income $ 89.C % 221.(
Add income tax expense (benefit) 60.3 (65.9)
Pretax income from operations 149.: 155.7
Add fixed charges:
Interest expense on corporate debt 28.2 66.2
Interest expense on investment borrowings and bamgs related to variable interest
entities 26.C 48.4
Interest added to policyholder account balances 125.¢ 260.5
Portion of rental (a) 6.4 14.€
Fixed charges 186.( 389.7
Adjusted earnings $ 3358 % 545.¢
Ratio of earnings to fixed charges 1.80X 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.

I have reviewed this quarterly report on Foil®HQdof CNO Financial Group, In

Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
in order to make the statements made, in lighbefdircumstances under which such statements wade ,mot misleading 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 13i5(e) anc
15d-15(e)) and internal control over financial repy (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 proesdorbe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being preszh

(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 atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and presentbs report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyrélis report; 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

(&) All significant deficiencies and material weakses in the design or operation of internal ocbotrer financial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize aport financial information; ar

(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: August 2, 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®HLof CNO Financial Group, In

Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
in order to make the statements made, in lighbefdircumstances under which such statements wade ,mot misleading 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 13i5(e) anc
15d-15(e)) and internal control over financial repy (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 proesdorbe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being preszh

(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 atmuoce with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and presentbs report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period cougyrélis report; 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

(&) All significant deficiencies and material weakses in the design or operation of internal ocbotrer financial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize aport financial information; ar

(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: August 2, 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 Kol Group, Inc. (the "Company") on Form 10-Q tiee period ending June 30,
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

August 2, 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 Kol Group, Inc. (the "Company") on Form 10-Q tiee period ending June 30,
2013 as filed with the Securities and Exchange Csion on the date hereof (the "Report”), |, Freded. Crawford, Executive Vice
President and Chief Financial Officer of the Comparertify, pursuant to 18 U.S.C. Section 1350adspted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that to my actual kreolgk:

(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

August 2, 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.



