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OATH OR AFFIRMATION

L James S. Adams , swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Conseco Equity Sales, Inc.

December 31 , 200t are true and correct. [ further swear (or affirm) that peither the company

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

, as of

None

Jenny A. Chastain /%\/__ { &ﬁ__,_\
Notary Public State of Indiana

Hamilton Courity Signarure
My Commission Expire:
June 23, 2007

.

_Jlye e é/ / ALVQ/&LL/;«\/

/J 0 Noiary Public D fz{)ol

Senior Vice President & Treasurer
Titde

ThlS report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
_(d) Statement of Cach Fiows.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(2) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.
(I) An QOath or Affirmation.
{m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors
Conseco Equity Sales, Inc.

In our opinion. the accompanying balance sheet and the related statements of operations.
changes in stockhoider's equity and cash tlows present fairly in all material respects. the
financial position of Conseco Equity Sales. Inc. (the "Companv") at December 31. 2001. and the
results of its operations and its cash flows for the vear then ended. in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company's management; our responsibility is to express an opinion on these
financial statements based on our audit. We conducted our audit of these statements in
accordance with auditing standards generaily accepted in the United States of America which
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis. evidence supporting the amounts and disclosures in the financial statements. assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis
for our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules 1.2, and 3 is presented for purposes
of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-3 issued under the Securities Exchange Act of
1934. Such information has been subjected to the auditing procedures applied in our audit of the
basic financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

€/\W%“‘" LeP

February 22. 2002
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CONSECO EQUITY SALES, INC.

Balance Sheet
December 31, 2001

Assets:
Cash and cash equivalents
Dererred commissions
Commissions receivable
Fees receivable from Conseco Fund Group
Accounts receivable from affiliates

Total assets

Liabilities:
Accounts payable to affiliates
Commissions payable to affiliates

« g -

Stockholder's equity:

Common stock, par value of S1 per share;
1,000,000 shares authorized; 10,000 shares
issued and outstanding

Additional paid-in capital

Accumulated deficit

Total stockholder's equity

Total liabilities and stockholder’s equity

S 780,091
9,366,291
127,469
994,625

31.043

$11.299.519

S 306,882

396,493

703.375

(V%]

10,000
16,938,265
(6.552.121)

10,596,144

$11.299.519

The accompanying notes are an integral part
of the financial statements. .




CONSECO EQUITY SALES, INC..

3
Statement of Operations
for the year ended December 31, 2001
Revenues:
Commissions S 3,464,624
Fee income 3,580,433
Interest income 64.488
Total revenues 9.109.347
Expenses:
Commissions 11,831,827
Marketing expenses 2,891,345
Other S . 19.944
Total expenses 14,743,114
Loss before income tax €Xpense (5,633,567)
State income tax expense 110.998
Net loss - S(5.744.363)

The accompanying notes are an integral part
of the financial statements.




. CONSECO EQUITY SALES, INC.
. \ ’ \\."\;
Statement of Changes in Stockholder's Equity
for the vear ended December 31, 2001
Common stock:
Balance, beginning and end of year
Additional paid-in capitai:
Balance, beginning of year
Capital contributions
Balance, end of year
Accumulated deficit:
Balance, beginning of year
Net loss

Balance, end of vear

Total stockholder’s equity

The accompanying notes are an integral part
of the financial statements.

S 10,000

S 14,788,265

2,150.000

S 16,938.265
S (607,556)
(5.744.565)

S (6.352.121)

310.596.144




CONSECO EQUITY SALES, INC.

Statement of Cash Flows
for the vear ended December 31, 2001

Cash flows from operating activities:
Net loss
Adjustments to reconcile net income to net
cash used by operating activities:
Amoruzation of deferred commissions
Changes in:
Deferred commissions
Commissions receivable
Fees receivable from Conseco Fund Group
Commissions payable to affiliates
Accounts receivable from affiliates
Accounts payabie to affiliates

Net cash used by operating
activities

Cash flows from financing activities:
Capital contributions
Advances repaid from affiliates
Net cash provided by financing activities
Net decrease in cash

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part
of the financial statements.

3(5,744.565)

5,588.554
(3.568.509)
69.074
(786.443)
210,056

(31.043)
306.882

(3.955.996)
2,150,000
616.709
2.766.709
(1,189.287)

1,969.378

S 780.091




. CONSECO EQUITY SALES. INC.
Y Notes to Financial Statements

. General and Summary of Significant Accounting Policies:

Conseco Equity Sales. Inc. (the "Company") is a wholly owned subsidiarv of Conseco, Inc.
("Conseco"). Conseco is a financial services holding company with subsidiaries operating
throughout the United States. Conseco’s insurance subsidiaries develop, market and administer
suppiemental health insurance, annuity. individual life insurance and other insurance products.
Conseco’s financs subsidiaries onginate. securitize and service manufactured housing, home
equity. retail credit and floorplan loans. Through March 1997, the Company primarily sold
variable contracts and retail mutual fund shares for representatives of Conseco Variable
Insurance Company (“Conseco Vananie”), an indirect whollv owned subsidiary or Conseco.
Beginning January 1, 1997, the Company began serving as the principal underwriter for the
mutual funds of Conseco Fund Group ("CFG"), an open-end management investment company
organized by Conseco and registered with the Securities and Exchange Commission under the
Investment Company Act of 1940. Shares of each of the funds of CFG (the "Funds") are
continuously offerad and are sold by brokers. dealers and other financial intermediaries who have
selling agreements with the Company. The Company bears the expenses of providing
distribution services pursuant to a Principal Underwnting Agreement with CFG, including the
payment of expenses related to the distnibution of prospectuses for sales purposes as well as any
advertising or sales literature. Beginning in May 2001, the Company began serving as the
principal underwriter for the mutual funds of Conseco Series Trust (“CST”), an open-end
management investment company registered with the Securities and Exchange Commission
under the Investment Company Act of 1940. Shares of each of the portfolios of CST (the
“Series”) are continuously offered as investment choices for affiliated and unaffiliated vaniable
annuity and variable life products. The Company provides distribution and non-distribution
related services pursuant to a Principal Underwriting Agreement with CST.

Pursuant to agreements with CFG, the Company receives fees from the Funds for
distributing the shares and servicing the accounts of sharehoiders of each such class. The Funds
are authorized to pay the Company .30 percent annuaily of the average daily net assets
attributable to the Class A shares. The Funds are authonzed to pay the Company up to 1.00
percent annually of each Fund's average daily net assets attributable to Class B and Class C
shares. The total fees earned by the Company duning 2001 for sales activities and services
provided to Fund shareholders were $4.801,939. The agreements allow the Company to pay fees
to certain brokers, dealers and financial intermediaries for providing shareholder services and for
promotional and other sales related costs. The portion of payments by Class A. Class B or Class
C shares of a Fund for shareholder servicing may not exceed an annual rate of .23 percent of the
average daily net asset value of the Fund's shares of that class owned by clients of such broker,
dealer or financial intermediary. Fees paid to certain brokers. dealers and financial
intermediaries totaled $2.266.816 in 2001.

The Company defers sales commissions associated with selling Class B and Class C shares
of the Funds. Such commissions are amortized on a straight line basis over the period (up to a
maximum of six years) in which fees from the fund (12b-1 fees) or the shareholders (deferred
sales charges) are expected to be recetved. Such commissions are only deferred to the extent




CONSECO EQUITY SALES, INC.
Notes to Financial S{atements

recoveraple. Feesreceived from CFG or CFG's sharsholders (including front-end commissions,
12b-1 distribution fees and deferred sales charges) are recognized when eamed. During 2001,
the Company amortized $3,388,534 of deferred commussions. of which 53,176,576 were
amortized due to anticipated unrecoverable commissions.

The Company receives a sales charge on the sale of Class A shares of the Funds ranging
from zero 0 3.73% depending upon the amount purchased by the sharenolder and the particular
fund. The Company receives a contingent deferred sales charge upon redemptions of Class B
and Class C shares. Class B shares have a contingent deferred sales charge for redemptions
occurring within six years of their purchase. The contingent deferred sales charge is a percentage
of the net asset value of the shares at the date of purchase or the net asset value of the shares at
the date of redemption, whichever is less. These charges are 5 percent in year one, 4 percent in
year two, 3 percent in-vear three, 3 percent in vear four, 2 percent in vear five and 1 percent in
year six. Class B shares will automatically convert to a number of Class A shares of equal dollar
value eight vears after purchase. Class C shares which are held for less than one vear are subject
1o a contingent deferred sales charge upon redemption in an amount equal 10 | percent of the
lower of the net asset value of the shares at the date of purchase or the net asset value of the
shares at the date of redemption. Class C shares held one vear or longer are not subject to this
contingent deferred sales charge. The contingent deferred sales charge does not apply to shares
acquired due to reinvestment of dividends or capital gains distributions.

Pursuant to an agreement with Conseco Capital Management, Inc. ("CCM", a wholly
owned subsidiary of Conseco and the investment adviser to the Funds), the Company receives
fees for maintenance and personal services provided to the Fund's Class Y sh.reholders. The
Company receives the following percentage of CCM’s investment advisory fees related to the
assets of the Class Y shareholders (without regard to any waiver or reimbursement of such fees to
the Fund by CCM): 20 percent in the first year; 10 percent in the second vear; and 5 percent in
all other years. The income recorded by the Company pursuant to such agreement was 365,481
in 2001.

Pursuant to agreements with CST, the Company receives fees from the Series for
distributing the shares and servicing the accounts of the variable product contract owners. CST
1s authorized to pay the Company 0.25 percent annually of the average daily net assets
attributable to each Series, except the Money Market Portfolio. The total fees earned by the
Company during 2001 for sales activities and services provided were $686.863.

The Company is not subject 10 the special reserve or the possession or control requirements
pursuant to Rule 13¢3-3 of the Securities Exchange Act of 1934 (the "Act”) under paragraph

(K)(1).

Cash and cash equivalents include cash and highly liquid investments with onginal
maturities of less than three months.




CONSECO EQUITY SALES, INC.
Notes to Financial Statements
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The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date
of the financial statements and the reported amounts of income and expenses during the reporting
period. Actual results may differ from these estimates.

2. Net Capital Requirements:

Pursuant 1o the Securities and Exchange Commission net capital rule, Rule 13¢3-
1(a)(2)(v1), the Company is required to maintain minimum net capital, as defined, equal to the
greater of $25,000 or 6-2/3 percent of aggregate indebtedness, as defined. At December 31,
2001, net capital was $192,815 or $145,923 greater than the minimum requirement.

3. Transactions with Affiliate:

The Company has no employees. All services have been provided under an agreement with
an affiliate of Conseco. Marketing expenses incurred under the agreement totaled 52,891,343 in
.

2001.

During 2001, Conseco made capital contributions to the Company totaling $2,150,000.

An agreement with CST allows the Company to pay fees to Conseco Vartable for providing
shareholder services and for promotional and other sales related costs. Fees paid to Conseco
Variable totaled $686,865 in 2001.

4. Income Taxes:

Pursuant to a tax sharing agreement with Conseco, the Company is included in Conseco's
consolidated federal income tax return. Under the agreement, the Company calculates its federal
income taxes as if it were a separate filing company. The Company has recorded deferred tax
assets totaling 52,224,524 for federal income taxes (primarily related to net operating loss
carryforwards) which is fully offset by a valuation allowance as it is more likely than not that the
tax asset will not be realized. The Company will continue to assess the valuation allowance and
to the extent it is determined that such allowance is no longer required, the tax benefit of the
remaining tax assets will be recognized in the future. The Company paid state income taxes of
$2,121 in 2001. The Company's effective income tax rate differs from the applicable federal
statutory rate due to the state tax provision and the valuation allowance.

10




i Schedule 1
CONSECO EQUI.;CI;){ SALES, INC.

Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission
December 31, 2001

Net capital:

Total stockholder’s equity from balance sheet $10,596,144
Deduct non-allowable assets:
Deferred commissions (9.366,291)
Fees receivable from Conseco Fund Group (994,625)
Accounts receivable from affiliates (31,043)
Deduct haircut on cash equivalents (11.370)
Net capital $ 192815
Aggregate indebtedness S 703375
6-2/3% of aggregate indebtedness S 46.892

Excess capital and ratio of aggregate indebtedness
to net capital:

Net caputal S 192,813
Net capital requirement (greater of 6-2/3% of i
aggregate indebtedness or $25,000) 46.892
Net capital in excess of required amount S 145923
Ratio of aggregate indebtedness to net capital 3.635to1 |
=202 10 { _ |

No material differences exist between the audited and unaudited calculation of net capital.

1




Schedule 2

3 CONSECO EQUITY SALES, INC.

Computation for Determination of
Reserve Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2001

The Company is exempt from compliance with Rule 15¢3-3 of the Securities Exchange Act
of 1934.

12




X Schedule 3
CONSECO EQUITY SALES, INC.
- \\H ;A'

Information Relating to Possession or
Control Requirements Under Rule 15¢3-3
of the Securities and Exchange Commission
December 31, 2001

The Company is exempt from compliance with Rule 15¢3-3 of the Securities Exchange Act
of 1934 under Paragraph k(1).

13
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Report of Independent Accountants on Internai Control
Required by SEC Rule 172a-3

To the Board of Directors
Conseco Equity Sales. Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Conseco Equity Sales. Inc. (the "Company"), for the vear ended December 31, 2001, we
considered its internal control, inciuding control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on the internal control.

Also. as required by Rule 172-3(g)(1) of the Securities and Exchange Commission (the "SEC").
we have made a study of the practices and procedures followed by the Company. including tests
of compliance with such practices and procedures. that we considered relevant to the objectives
stated in Rule 172-5(g) in the following:

. Making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a)(11); and
2. Determining compliance with the exemptive provisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial
functions relating to customer securities. we did not review the practices and procedures
followed by the Company in any of the following:

. Making the quarterly securities examinations. counts, verifications. and comparisons. and

the recordation of differences required by Rule 17a-13:

Complying with the requirements for prompt payment for securities under Section 8 of

Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System:

and

3. Obtaining and maintaining physical possession or controf of all fully paid and excess
margin secunties of customers as required by Rule 13¢3-3:

(3]

The management of the Company is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility. estimates and judgments by management are required to assess the expected
benefits and related costs of control and of the practices and procedures referred to in the
preceding paragraph. and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentjoned objectives. Two of the objectives of internal control and
the practices and procedures are to provide management with reasonable, but not absolute.
assurance that assets for which the Company has responsibility are safeguarded against loss from




unauthorized use or disposition. and that ransactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting panciples. Rule 17a-3(g) lists
additional cbjectives of the practices and procedures listed in the preceding paragrapn.

Becuause of inherent limitations in intemal controi or the pracucss and procedures referred 1o
above. errors or fraud may occur and not be detected. Also. proiection of anv evaluation of
internal control to future periods is subject to the risx that controis may become inadequate
because of changes in conditions cr that the effectiveness of their design and operation may
deteriorate. '

Our consideration of internal control would not necessarily disclose all matters in internal
control that might be material weaknesses under standards established by the American Institute
of Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that error or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
emplovees in the normal course of performing their assigned functions. However, we noted no
matters involving internai control. including procedures for safeguarding securities. that we
consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at December 31. 2001, to meet the SEC's
objectives.

This r=port is intended solelv for the information and use of the Board of Directors.
management, the SEC. the NASD, and other regulatory agencies that rely on Rule 17a-3(g)

under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers,
and is not intended 1o be and should not be used by anyone other than these specified parties.

QW&W Lef

February 22. 2002




