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ABOUT CONSECO, [INC.

We are a holding company for a group of insurance companies operating throughout the United States. Our companies
develop, market and administer supplemental health insurance, annuity, individual life insurance and other insurance
products. We focus on serving the attractive, high-growth and underserved senior and middle-income markets. We sell our

products through three distribution channels: career agents, professional independent producers and direct marketing.

We conduct our business operations through two primary operating segments, based primarily on the method of

product distribution, and a third segment comprised of business in run-off:

o Bankers Life (Bankers Life and Casualty Company and Colonial Penn Life Insurance Company)—Bankers Life
and Casualty markets and distributes Medicare supplement insurance, life insurance, long-term care insurance
and fixed annuities to the senior market through approximately 4,000 exclusive career agents and sales managers.
Colonial Penn markets graded benefit and simplified-issue life insurance directly to consumers through television

advertising, direct mail, the Internet and telemarketing. Consumer brands: Bankers Life and Colonial Penn.

a Conseco Insurance Group—Conseco Health Insurance Company, Conseco Life Insurance Company, Conseco
Insurance Company (formerly Conseco Annuity Assurance Company) and the other five companies in this group
market and distribute specified disease insurance, Medicare supplement insurance, and certain life and annuity
products to the senior and middle-income markets through over 500 independent marketing organizations that

represent over 9,100 producing independent agents. Consumer brand: Conseco.
o Other Business in Run-off—Includes blocks of business that we no longer market or underwrite and are managed
separately from our other businesses. This segment consists of long-term care insurance sold througl independent

agents and major medical business.

FRESH-START ACCOUNTING

Conseco, Inc. emerged from Chapter 11 bankruptey on September 10, 2003. Results in this report for periods following
August 31, 2003 (“Successor” basis), reflect fresh-start accounting adjustments as required by generally accepted
accounting principles (“GAAP”). “Successor” basis results are not comparable to our results for prior periods

(“Predecessor™ basis).
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PART 1

ITEM 1. BUSINESS OF CONSECO.

Conseco, Inc., a Delaware corporation (“CNQ”), is the holding company for a group of insurance companies operating
throughout the United States that develop, market and administer supplemental health insurance, annuity, individual life
insurance and other insurance products. CNO became the successor to Conseco, Inc., an Indiana corporation (“Old
Conseco”), in connection with our bankruptcy reorganization. The terms “Conseco,” the “Company,” “we,” “us,” and “our”
as used in this report refer to CNO and its subsidiaries and, unless the context requires otherwise, Old Conseco and its
subsidiaries.

We focus on serving the senior and middle-income markets, which we believe are attractive, high growth markets. We
sell our products through three distribution channels: career agents, professional independent producers (some of whom sell
one or more of our product lines exclusively) and direct marketing. As of December 31, 2003, we had $2.8 billion of
shareholders’ equity and $29.9 billion of assets. For the four months ended December 31, 2003, we had $1,505.5 million of
revenues and $96.3 million of net income.

We conduct our business operations through two primary operating segments, based primarily on method of product
distribution, and a third segment comprised of businesses in run-off. Prior to September 30, 2003, we conducted our
insurance operations through one segment. In the fourth quarter of 2003, we implemented changes contemplated in our
restructuring plan to conduct our business through the following segments:

s Bankers Life, which consists of the businesses of Bankers Life and Casualty Company (‘‘Bankers Life and
Casualty’’) and Colonial Penn Life Insurance Company (‘‘Colonial Penn’’). Bankers Life and Casualty markets and
distributes Medicare supplement insurance, life insurance, long-term care insurance and fixed annuities to the senior
market through approximately 4,000 exclusive career agents and sales managers. Colonial Penn markets graded
benefit and simplified issue life insurance directly to consumers through television advertising, direct mail, the
internet and telemarketing. Both Bankers Life and Casualty and Colonial Penn market their products under their
own brand names.

s Conseco Insurance Group, which markets and distributes specified disease insurance, Medicare supplement
insurance, and certain life and annuity products to the senior and middie-income markets through over 500
independent marketing organizations (‘‘IMQs”’) that represent over 9,100 producing independent agents. This
segment markets its products under the ‘*Conseco’’ brand.

o  Other Business in Run-off, which includes blocks of business that we no longer market or underwrite and are
managed separately from our other businesses. This segment consists of long-term care insurance sold through
independent agents and major medical insurance.

We also have a corporate segment, which consists of holding company activities and certain noninsurance company
businesses that are not related to our operating segments.

OUR RECENT EMERGENCE FROM BANKRUPTCY

On December 17, 2002 (the “Petition Date”), Old Conseco and certain of its non-insurance company subsidiaries filed
voluntary petitions for relief under Chapter 11 of Title 11 of the United States Bankruptcy Code (the “Bankruptcy Code™) in
the United States Bankruptcy Court for the Northern District of Illinois, Eastern Division (the ‘“Bankruptcy Court’’). We
emerged from bankruptcy protection under the Sixth Amended Joint Plan of Reorganization (the “Plan”), which was
confirmed pursuant to an order of the Bankruptcy Court on September 9, 2003 (the *‘Confirmation Date’’), and became
effective on September 10, 2003 (the “Effective Date”). Upon the confirmation of the Plan, we implemented fresh start
accounting in accordance with Statement of Position 90-7 “*Financial Reporting by Entities in Reorganization under the
Bankruptcy Code’ (““SOP 90-7""). References to “Predecessor” refer to Old Conseco prior to August 31, 2003. References
to “Successor” refer to the Company on and after August 31, 2003, after giving effect to the implementation of fresh start
reporting. Our accounting and actuarial systems and procedures are designed to produce financial information as of the end of
a month. Accordingly, for accounting convenience purposes, we applied the effects of fresh start accounting on August 31,
2003. The activity of the Company for the period from September 1, 2003 through September 10, 2003 is therefore included
in the Successor’s statement of operations and excluded from the Predecessor’s statement of operations.

The Plan generally provided for the full payment or reinstatement of allowed administrative claims, priority claims,
fully secured claims and certain intercompany claims, and the distribution of new equity securities (including warrants) to
partially secured and unsecured creditors of our Predecessor. Holders of claims arising under our Predecessor’s $1.5 billion

2




senior bank credit facility also received a pro rata interest in our Senior Credit Facility. Holders of our Predecessor’s common
stock and preferred stock did not receive any distribution under the Plan, and these securities, together with all other
prepetition securities and the $1.5 billion senior bank credit facility of our Predecessor, were cancelled on the Effective Date.

On the Effective Date, under the terms of the Plan, we emerged from the bankruptcy proceedings with a capital
structure consisting of: :

¢ our $1.3 billion Senior Credit Facility;

o approximately 34.4 million shares of Class A Preferred Stock with an initial aggregate liquidation preference of
approximately $859.7 million;

¢ 100.0 million shares of common stock, excluding shares issued to our new non-executive chairman upon his

appointment and shares issued or to be issued to directors, officers or employees under a new equity incentive plan;
and

e warrants to purchase 6.0 million shares of our common stock (the *‘Series A Warrants’’).

Under the terms of the Plan, we distributed the equity securities to the creditors of our Predecessor in the amounts
outlined below:

o lenders under our Predecessor’s senior bank credit facility and director and officer loan program received
approximately 34.4 million shares of our Class A Preferred Stock, with an 1nitial aggregate liquidation preference of
$859.7 million;

o holders of our Predecessor’s senior notes received approximately 32.3 million shares of our common stock;

o holders of our Predecessor’s guaranteed senior notes received approximately 60.6 million shares of our common
stock;

« holders of our Predecessor’s general unsecured claims received approximately 3.8 million shares of our common
stock; and

o holders of trust preferred securities issued by our Predecessor’s subsidiary trusts received approximately 1.5 million
shares of our common stock and Series A Warrants to purchase 6.0 million shares of our common stock at an
exercise price of $27.60 per share.

The distribution of our common stock summarized above represents approximately 98 percent of all of the shares of
common stock to be distributed under the Plan. As of December 31, 2003, approximately 1.8 million of our outstanding
shares of common stock have been reserved for distribution under the Plan in respect of disputed claims, the resolution of
which is still pending. If reserved shares remain after resolution of these disputed claims, then the reserved shares will be
reallocated to other general unsecured creditors of our Predecessor as provided for under the Plan.

For a complete discussion of the distributions provided for under the Plan, you should refer to the complete text of the
Plan confirmed by the Bankruptcy Court, which is filed as an exhibit to this Form 10-K.

OTHER INFORMATION

As part of our Chapter 11 reorganization, we sold substantially all of the assets of our Predecessor’s finance business
and exited this line of business. Our finance business was conducted through our Predecessor’s indirect wholly-owned
subsidiary, Conseco Finance Corp. (“CFC”). We accounted for our finance business as a discontinued operation in 2002 once
we formalized our plans to sell it. On April 1, 2003, CFC and 22 of its direct’and indirect subsidiaries, which collectively
comprised substantially all of the finance business, filed liquidating plans of reorganization with the Bankruptcy Court in
order to facilitate the sale of this business. The sale of the finance business was completed in the second quarter of 2003. We
did not receive any proceeds from this sale in respect of our interest in CFC, nor did any creditors of our Predecessor. As of
March 31, 2003, we ceased to include the assets and liabilities of CFC on our Predecessor’s consolidated balance sheet.

During the third quarter of 2002, Conseco entered into an agreement to sell Conseco Variable Insurance Company
(“CVIC”), one of its wholly-owned subsidiaries and the primary writer of its variable annuity products. The sale was
completed in October 2002. The operating results of CVIC have been reported as a discontinued operation in all periods

3




presented in the consolidated statement of operations included in this Form 10-K. See the note to the consolidated fmancm]
statements entitled “Financial Information Regarding CVIC.”

During 2001, we stopped renewing a large portion of our major medical lines of business. These lines of business are
included in our Other Business in Run-off Segment. Unless otherwise noted, the collected premium information prov1ded in
Item 1 excludes amounts related to the business of CVIC that was sold.

CNO is the Successor to Old Conseco. We emerged from bankruptcy on the Effective Date. Old Conseco was
organized in 1979 as an Indiana corporation and commenced operations in 1982. Qur executive offices are located at 11825
N. Pennsylvania Street, Carmel, Indiana 46032, and our telephone number is (317) 817-6100. Qur annual reports on Form
10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act are available free of charge on our web site at
WWWw.conseco.com as soon as reasonably practicable after they are electronically filed with, or furnished to, the SEC. These
filings are also available to the public on the SEC’s website at www.sec.gov. In addition, the public may read and copy any
document we file at the SEC’s Public Reference Room located at 450 Fifth Street, NW, Washington, D.C. 20549. The public
may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330.

Data in Item 1 are provided as of December 31, 2003, or for the year then ended (as the context implies), unless
otherwise indicated.

MARKETING AND DISTRIBUTION
Insurance

Our insurance subsidiaries develop, market and administer supplemental health insurance, annuity, individual life
insurance and other insurance products. We sell these products through three primary distribution channels: career agents,
professional independent producers (many of whom sell one or more of our product lines exclusively) and direct marketing.
We had over $1.3 billion of premium and asset accumulation product collections during the four months ended December 31,
2003, $2.9 billion in the eight months ended August 31, 2003, and $4.6 billion during 2002,

Our insurance subsidiaries collectively hold licenses to market our insurance products in all fifty states, the District of
Columbia, and certain protectorates of the United States. Sales to residents of the following states accounted for at least 5
percent of our 2003 collected premiums: Florida (8.1 percent), Illinois (6.8 percent), Texas (6.6 percent) and California (6.5
percent).

We believe that people purchase most types of life insurance, accident and health insurance and annuity products only
after being contacted and solicited by an insurance agent. Accordingly, we believe the success of our distribution system is
largely dependent on our ability to attract and retain agents who are experienced and highly motivated. A description of the
primary distribution channels is as follows:

Career Agents. This agency force of approximately 4,000 agents working from 140 branch offices, permits one-on-
one contact with potential policyholders and promotes strong personal relationships with existing policyholders. The career
agents sell primarily Medicare supplement and long-term care insurance policies, senior life insurance and annuities. In
2003, this distribution channel accounted for $2,177.0 million, or 52 percent, of our total collected premiums. These agents
sell only Bankers Life and Casualty policies and typically visit the prospective policyholder’s home to conduct personalized
“kitchen-table” sales presentations. After the sale of an insurance policy, the agent serves as a contact person for
policyholder questions, claims assistance and additional insurance needs.

Professional Independent Producers. This distribution channel consists of a general agency and insurance brokerage
distribution system comprised of independent licensed agents doing business in all fifty states, the District of Columbia, and
certain protectorates of the United States. In 2003, this distribution channel accounted for $1,301.6 million, or 31 percent, of
our total collected premiums. The collected premium amounts summarized in the preceding sentence exclude the collected
premiums in our Other Business in Run-off segment which were originally sold through professional independent producers.
During 2003, premiums collected attributed to that segment were $598.3 million, or 14 percent, of total collected premiums.

Professional independent producers are a diverse network of independent agents, insurance brokers and marketing
organizations. Marketing organizations typically recruit agents for the Conseco Insurance Group segment by advertising our’
products and commission structure through direct mail advertising or through seminars for insurance agents and brokers.
These organizations bear most of the costs incurred in marketing our products. We compensate the marketing organizations
by paying them a percentage of the commissions earned on new sales generated by the agents recruited by such
organizations. Certain of these marketing organizations are specialty organizations that have a marketing expertise or a
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distribution system relating to a particular product, such as flexible-premium annuities for educators. During 1999 and 2000,
the Conseco Insurance Group segment purchased four organizations that specialize in marketing and distributing
supplemental health products. One of these organizations was sold in September 2003. In 2003, these organizations
accounted for $234.4 million, or 5.6 percent, of our total collected premiums.

During the second quarter of 2003, we decided to emphasize the sale of specified disease and Medicare supplement
insurance policies through this distribution channel. We also decided to de-emphasize annuity and life insurance sales and
eliminate long-term care insurance sales through this channel of distribution.

Direct Marketing. This distribution channel is engaged primarily in the sale of graded benefit life insurance policies.
In 2003, this channel accounted for $104.0 million, or 3 percent, of our total collected premiums.

Products

The premium collection tables presented on pages 5, 6, 8 and 10 combine the 2003 premium collections of the
Predecessor (for the eight months ended August 31, 2003) and premium collections of the Successor (for the four months
ended December 31, 2003). Combining premium collections for these periods facilitates comparison of these amounts which
were not affected by the adoption of fresh start accounting. Please refer to “Item 7 — Management’s Discussion and Analysis
of Consolidated Financial Condition and Results of Operations — Premium and Asset Accumulation Product Collections” for
a summary of 2003 premium collections by the Predecessor and Successor. The following table summarizes premium
collections by major category and segment for the years ended December 31, 2003, 2002 and 2001 (dollars in millions):

Total premium collections
Years ended
December 31,

2003 2002 2001
Supplemental health:
BanKers Life ......c..cooiiiiciiieiece ettt eeee st $1,167.5 $1,1594  $1,097.4
Conseco INSUTANCE GIOUP ......ccivovrimeririeierierirer ettt s 797.3 830.3 784.1
Other Business in RUN-0ff..........ccoooiiviiiiiniireienece e 598.3 844.0 1,200.1
Total supplemental health ..o 2,563.1 2.833.7 3.081.6
Annuities:
Bankers Life ..o s 952.2 740.9 513.1
Conseco INSUrance Gronp .....ccooveiriverermicrnscneceriecrvreeesre e e 92.1 3519 710.6
TOtal ANNUIHES ..o it s 1,044 3 1.092.8 1,2237
Life:
Bankers Life ......ccvivieiiiieiiiice ettt s e 161.3 139.0 286.3
Conseco INSUrance GroUP .......ococveeereerveieiieenieeeeeee e et ere e 412.2 498.0 5533
TOMAl LIE..1.ecviiieci ittt et 573.5 637.0 839.6
Total premium colleCtions ......coovveiciiiinii e 4.180. $4,563.5 $5,1449




Our insurance companies offer the following products:
Supplemental Health
Supplemental Health Premium Collections (dollars in millions)

Years ended
December 31,

2003 2002 2001
Medicare Supplement:
BanKers Life ....c.c.ovorereiinieiiiiiiricsinceiseieia e aieesivesasoinisissiresaisesassnareasaseenses $ 6447 § 6639 $656.7
Conseco INSUrance GroUD........co.coieiomienmrrorenireereerienrerserenereesesteseeseeneesesssanne 384.6 369.9 3184
TOAL ..ttt ettt st et b ettt 1.029.3 1,033.8 975.1
Long-Term Care; :
Bankers Life ..o ettt ettt h et b et e r et st net e e beererane e 509.4 482.9 4253
Conseco Insurance Group(l) .....cceeevreeereinrniiinierceee et N/A N/A N/A
Other Business in Run-off ...t 402.6 434.5 463.0 -
TOLAL ...ttt ettt etttk b e stk s ea et b e st ne bt 912.0 917.4 888.3
Specified disease products from
Conseco INSUTANCE GIOUP.........cererivierieiereerimnesiesirsieersesraetessensessassssssresasseeseess 355.1 368.6 371.8
Major medical business included in the Other Business in
RUN-OT oo st st st 195.7 409.5 737.1
Other
Bankers Life ..ottt s enes 13.4 12.6 15.4
Conseco INSUrance GroUp...........oviviiiiiimieccic it sve e e 57.6 91.8 93.9
TOAL e bbbkttt 71.0 104.4 109.3

Total — Supplemental Health ..........ccocccnviirnniniinccnecer e $2.563.1 $2,833.7 $3,081.6

(1) We have ceased writing long-term care through Conseco Insurance Group and all major medical insurance.
Accordingly, we classify the associated collected premiums as part of *‘Other Business in Run-off.”’

Supplemental health products include Medicare supplement, long-term care and specified disease insurance and major
medical insurance business in run-off. During 2003, we collected supplemental health premiums of $2,563.1 million or 61
percent of our total premiums collected. During 2003, we collected Medicare supplement premiums of $1,029.3 million,
long-term care premiums of $912.0 million, specified disease premiums of $355.1 million, major medical premiums of
$195.7 million and other supplemental health premiums of $71.0 million. Medicare supplement, long-term care, specified
disease, major medical and other supplemental health premiums represented 25 percent, 22 percent, 8 percent, 5 percent and
1 percent, respectively, of our total premiums collected in 2003. Sales of supplemental health products are affected by the
financial strength ratings assigned to our insurance subsidiaries by independent rating agencies. See “‘Competition”’ below.

The following describes our major supplemental health products:

Medicare Supplement. Medicare supplement collected premiums were $1,029.3 million during 2003 or 25 percent of
our total collected premiums. Medicare is a two-part federal health insurance program for disabled persons and senior
citizens (age 65 and older). Part A of the program provides protection against the costs of hospitalization and related hospital
and skilled nursing home care, subject to an initial deductible, related coinsurance amounts and specified maximum benefit
levels. The deductible and coinsurance amounts are subject to change each year by the federal government. Part B of
Medicare covers doctor’s bills and a number of other medical costs not covered by Part A, subject to deductible and
coinsurance amounts for ‘‘approved’’ charges.




Medicare supplement policies provide coverage for many of the medical expenses which the Medicare program does
not cover, such as deductibles, coinsurance costs (in which the insured and Medicare share the costs of medical expenses) and
specified losses which exceed the federal program’s maximum benefits. Qur Medicare supplement plans automatically adjust
coverage to reflect changes in Medicare benefits. In marketing these products, we concentrate on individuals who have
recently become eligible for Medicare by reaching the age of 65. We offer a higher first-year commission to agents for sales
to these policyholders and competitive premium pricing for our policyholders. Approximately 33 percent of new sales of
Medicare supplement policies in 2003 were to individuals who have recently reached the age of 65.

Both Bankers Life and Conseco Insurance Group sell Medicare supplement insurance.

Long-Term Care. Long-term care collected premiums were $912.0 million during 2003 or 22 percent of our total
collected premiums. Long-term care products provide coverage, within prescribed limits, for nursing home, home healthcare,
or a combination of both nursing home and home healthcare expenses. The long-term care plans are sold primarily to retirees
and, to a lesser degree, to older self-employed individuals and others in middle-income levels.

Current nursing home care policies cover incurred and daily fixed-dollar benefits available with an elimination period
(which, similar to a deductible, requires the insured to pay for a certain number of days of nursing home care before the
insurance coverage begins), subject to a maximum benefit. Home healthcare policies cover the usual and customary charges
after a deductible or elimination period and are subject to a daily or weekly maximum dollar amount, and an overall benefit
maximum. We monitor the loss experience on our long-term care products and, when necessary, apply for rate increases in
the jurisdictions in which we sell such products. Regulatory approval is required to increase our premiums on these products.

The long-term care insurance blocks of business sold through the professional independent producer distribution
channel were largely underwritten by certain of our subsidiaries prior to their acquisition by Conseco in 1996 and 1997. The
performance of these blocks of business has been significantly less favorable than our expectations when the blocks were
acquired. As a result, we ceased selling new long-term care policies through this distribution channel.

We continue to sell long-term care insurance through the career agent distribution channel. The long-term care
business sold through Bankers Life’s career agents was underwritten using stricter underwriting and pricing standards than
our acquired blocks of long-term care business included in the Other Business in Run-off segment. The performance of this
block has been better and more predictable than the acquired business.

Specified Disease Products. Specified disease collected premiums were $355.1 million during 2003 or 8 percent of
our total collected premiums. These policies generally provide fixed or limited benefits. Cancer insurance and heart/stroke
products are guaranteed renewable individual accident and health insurance policies. Payments under cancer insurance
policies are generally made directly to, or at the direction of, the policyholder following diagnosis of, or treatment for, a
covered type of cancer. Heart/stroke policies provide for payments directly to the policyholder for treatment of a covered
heart disease, heart attack or stroke. The benefits provided under the specified disease policies do not necessarily reflect the
actual cost incurred by the insured as a result of the illness and benefits are not reduced by any other medical insurance
payments made to or on behalf of the insured.

Approximately 76 percent of our specified disease policies inforce (based on a count of policies) are sold with return
of premium or cash value riders. The return of premium rider generally provides that after a policy has been in force for a
specified number of years or upon the policyholder reaching a specified age, we will pay to the policyholder, or a beneficiary
under the policy, the aggregate amount of all premiums paid under the policy, without interest, less the aggregate amount of
all claims incurred under the policy. Our specified disease products are sold through the independent distribution network of
Conseco Insurance Group. ' :

Major Medical. Our major medical business is included in our Other Business in Run-off segment. Sales of our major
medical health insurance products were targeted to self-employed individuals, small business owners, large employers and
early retirees. Various deductible and coinsurance options were available, and most policies require certain utilization review
procedures. The profitability of this business depends largely on the overall persistency of the business inforce, claim = -
experience and expense management. During 2001, we decided to discontinue a large block of major medical business by not
renewing these policies because this business was not profitable. During 2003, we collected major medical premiums of
$195.7 million, or 5 percent of our total collected premiums.




Other Supplemental Health Products. Other supplemental health product collected premiums were $71.0 million, or 1
percent of our total collected premiums. These products include various other products such as disability income insurance.
We no longer actively market these products. :

Annuities
Annuity premium collections (dollars in millions)

Years ended
December 31,

2003 2002 2001

Equity-indexed annuity
Bankers Life ..o $ 151 $ 304 § 414
Conseco INSUTANCE GTOUD ...vervricreiireitiriieoieoncecieestesrcerre st stnesesneasseneesessreenns 54.3 189.7 339.5
- Total equity-indexed annuity premium collections .........ccocecvvveerveeeenn. 69.4 220.1 380.9

Other fixed annuity

BAnKers Life .....coouvuoveririinireiniis sttt sae e ene 937.1 710.5 471.7
Conseco INSUTANCE GIOUD -...veivivieeiriieirirreseiieereereseesaeneetrsnessessesbeseeaaneesenes 37.8 162.2 371.1
Total fixed annuity premium Collections ........ccooccmicnceinenniicrnennn. 9749 872.7 842.8
Total annuity cOLECIONS .....ovvvievieieierciriircisciseietrsesess e erc s $1.0443 $1,092.8 1,2237

During 2003, we collected annuity premiums of $1,044.3 million or 25 percent of our total premiums collected.
Annuity products include equity-indexed annuity, traditional fixed rate annuity and market value-adjusted annuity products
sold through both Bankers Life and Conseco Insurance Group. Annuities offer a tax-deferred means of accumulating savings
for retirement needs, and provide a tax-efficient source of income in the payout period. Our major source of income from
annuities is the spread between the investment income earned on the underlying general account assets and the interest
credited to contractholders’ accounts.

More than our other products, annuities are affected by the financial strength ratings assigned to our insurance
subsidiaries by independent rating agencies. Many of our professional independent agents discontinued marketing our
annuity products after A.M. Best Company (“A.M. Best”) lowered the financial strength ratings assigned to our insurance
subsidiaries. In addition, the annuity business we were selling through this distribution channel required more statutory
capital and surplus than our other insurance products. Accordingly, we took actions in our Conseco Insurance Group segment
to de-emphasize new sales of annuity products sold through professional independent producers. Instead, we focused on the
sale of products that are less ratings sensitive and capital intensive. Career agents selling annuity products in the Bankers Life
segment are less sensitive in the near-term to A.M. Best ratings, since these agents only sell our products. Accordingly, we
continue to actively market annuities through Bankers Life. In order to maintain Bankers Life’s career agency distribution
force during the bankruptcy process, we provided certain sales inducements to purchasers of annuities and sales incentives to
our career agents.

The following describes the major annuity products:

Equity-Indexed Annuities. These products accounted for $69.4 million, or 2 percent, of our total premium collections
during 2003. The account value (or “accumulation value™) of these annuities is credited with interest at an annual minimum
guaranteed average rate over the term of the contract of 3 percent (or, including the effect of applicable sales loads, a 1.7
percent compound average interest rate over the term of the contracts), but the annuities provide for potentially higher returns
based on a percentage (the ‘‘participation rate’’) of the change in the Standard & Poor’s 500 Index (*S&P 500 Index”) during
each year of their term. We have the discretionary ability to annually change the participation rate, which currently ranges
from 50 percent to 100 percent, and may include a first-year ‘‘bonus’” participation rate, similar to the bonus interest
described below for traditional fixed rate annuity products, which generally ranges from an additional 10 percent to 20
percent. The minimum guaranteed values are equal to:

e 90 percent of premiums collected for annuities for which premiums are received in a single payment {single-
premium deferred annuities, or ‘‘SPDAs’"), or 75 percent of first year and 87.5 percent of renewal premiums
collected for annuities which allow for more than one payment (flexible premium deferred annuities, or ‘‘FPDAs”’);
plus




e interest credited on such percentage of the premiums collected at an annual rate of 3 percent.

The annuity provides for penalty-free withdrawals of up to 10 percent of premiums in each year after the first year of
the annuity’s term. Other withdrawals from SPDA products are generally subject to a surrender charge of 9 percent over the
eight year contract term at the end of which the contract must be renewed or withdrawn, Other withdrawals from FPDA
products are subject to a surrender charge of 12 percent to 20 percent in the first year, declining 1.2 percent to 1.3 percent
each year, to zero over a 10 to 15 year period, depending on issue age. We purchase S&P 500 Index Call Options (“S&P 500
Call Options”) in an effort to offset, or ‘‘hedge,’” potential increases to policyholder benefits resulting from increases in the
S&P 500 Index to which the product’s return is linked.

Other Fixed Rate Annuities. These products include fixed rate SPDAs, FPDAs and single-premium immediate
annuities (**SP1As’"). These products accounted for $974.9 million, or 23 percent, of our total premium collections during
2003. Our fixed rate SPDAs and FPDAs typically have an interest rate (the ‘‘crediting rate’”) that is guaranteed by the
Company for the first policy year, after which we have the discretionary ability to change the crediting rate to any rate not
below a guaranteed minimum rate. The guaranteed rate on annuities written recently ranges from 3 percent to 4 percent, and
the rate on all policies inforce ranges from 3 percent to 6 percent. The initial crediting rate is largely a function of:

o the interest rate we can earn on invested assets acquired with the new annuity fund deposits;
e the costs related to marketing and maintaining the annuity products; and
e the rates offered on similar products by our competitors.

For subsequent adjustments to crediting rates, we take into account current and prospective yields on investments, annuity
surrender assumptions, competitive industry pricing and the crediting rate history for particular groups of annuity policies
with similar characteristics.

In 2003, approximately 85 percent of our new annuity sales were ‘‘bonus’” products. The initial crediting rate on these
products specifies a bonus crediting rate ranging from 1 percent to 6 percent of the annuity deposit for the first policy year
only. After the first year, the bonus interest portion of the initial crediting rate is automatically discontinued, and the renewal
crediting rate is established. As of December 31, 2003, crediting rates on our outstanding traditional annuities were at an
average rate, excluding bonuses, of 4.1 percent.

The policyholder is typically permitted to withdraw all or part of the premium paid plus the accumulated interest
credited to his or her accumulation value, subject in virtually all cases to the assessment of a surrender charge for withdrawals
in excess of specified limits. Most of our traditional annuities provide for penalty-free withdrawals of up to 10 percent of the
accumulation value each year, subject to limitations. Withdrawals in excess of allowable penalty-free amounts are assessed a
surrender charge during a penalty period which generally ranges from five to 12 years after the date a policy is issued. The
initial surrender charge is generally 6 percent to 12 percent of the accumulation value and generally decreases by
approximately 1 to 2 percentage points per year during the penalty period. Surrender charges are set at levels intended to
protect us from loss on early terminations and to reduce the likelihood of policyholders terminating their policies during
periods of increasing interest rates. This practice is intended to lengthen the effective duration of policy liabilities and enable
us to maintain profitability on such poticies.

SPIAs accounted for $29.5 million, or .7 percent, of our total premiums collected in 2003. SPIAs are designed to
provide a series of periodic payments for a fixed period of time or for life, according to the policyholder’s choice at the time
of issue. Once the payments begin, the amount, frequency and length of time for which they are payable are fixed. SP1As
often are purchased by persons at or near retirement age who desire a steady stream of payments over a future period of
years. The single premium is often the payout from a terminated annuity contract. The implicit interest rate on SPIAs is based

on market conditions when the policy is issued. The implicit interest rate on our outstanding SPIAs averaged 6.7 percent at
December 31, 2003. ,

We also offered a multibucket annuity product which provides for different rates of cash value growth based on the
experience of a particular market strategy. Earnings are credited to this product based on the market activity of a given
strategy, less management fees, and funds may be moved between cash value strategies. Portfolios available include high-
yield bond, investment-grade bond, convertible bond and guaranteed-rate portfolios. During 2003, this product accounted for
$3.5 million, or .1 percent, of our total premiums collected. Sales of this product were discontinued in 2003.

In October 2002, we sold Conseco Variable Insurance Company, a company engaged in the variable annuity business.
In connection with that sale, we agreed with the buyer not to engage in the variable annuity business for a period of three
years. We no longer offer variable annuity products.




Life
Life insurance premium collections (dollars in millions)

Years ended
December 31,

2003 2002 2001
Interest-sensitive life products
BanKers Life........ocuecirieieiinieereicnee et it b seseess e emesesesessens $342 $34.2 $337
Conseco INSUrance GroUP .........cocvveeeinenniineninicnrcees s srere s 266.5 339.1 386.9
Total interest-sensitive life premium collections..........cccvverevcvvccincenecns 300.7 3733 420.6
Traditional life
BanKers Life.......cccovveicoincnnninniecnieeeierststesie e el L1271 104.8 252.6
Conseco Insurance Group .........ccovevercreecevecnonenns et rer e s e e et aaen 145.7 158.9 166.4
Total traditional life premium collections. ..o, 272.8 263.7 419.0
Total life insurance premium collections ettt s sene st $5735  $637.0 $839.6

Life products include traditional, interest-sensitive and other life insurance products. These products are currently sold
through both Bankers Life and Conseco Insurance Group. During 2003, we collected life insurance premiums of $573.5
million, or 14 percent, of our total collected premiums. In April 2003, we took actions to de-emphasize new sales of several
of our life insurance products through Conseco Insurance Group’s professional independent producers. Sales of life products
are affected by the financial strength ratings assigned to our insurance subsidiaries by independent rating agencies. See
““Competition’” below. The decrease in traditional life premiums collected in the Bankers Life segment in 2002 and 2003
compared to 2001 is primarily due to a first quarter 2002 reinsurance transaction. The reinsurance transaction is discussed
further in the note to the consolidated financial statements entitled “Summary of Significant Accounting Policies —
Reinsurance”.

Interest-Sensitive Life Products. These products include universal life products that provide whole life insurance with
adjustable rates of return related to current interest rates. They accounted for $300.7 million, or 7.2 percent of our total
collected premiums in 2003. These products are marketed through professional independent producers and, to a lesser extent,
career agents, The principal differences between universal life products and other interest-sensitive life insurance products
are policy provisions affecting the amount and timing of premium payments. Universal life policyholders may vary the
frequency and size of their premium payments, and policy benefits may also fluctuate according to such payments. Premium
payments under other interest-sensitive policies may not be varied by the policyholders.

Traditional Life. These products accounted for $272.8 million, or 6.5 percent, of our total collected premiums in 2003.
Traditional life policies, including whole life, graded benefit life and term life products, are marketed through professional
independent producers, career agents and direct response marketing. Under whole life policies, the policyholder generally
pays a level premium over an agreed period or the policyholder’s lifetime. The annual premium in a whole life policy is
generally higher than the premium for comparable term insurance coverage in the early years of the policy’s life, but is
generally lower than the premium for comparable term insurance coverage in the later years of the policy’s life. These
policies, which we continue to market on a limited basis, combine insurance protection with a savings component that
gradually increases in amount over the life of the policy. The policyholder may borrow against the savings generally at a rate
of interest lower than that available from other lending sources. The policyholder may also choose to surrender the policy and
receive the accumulated cash value rather than continuing the insurance protection. Term life products offer pure insurance
protection for a specified period of time — typically five, 10 or 20 years. We stopped selling most term life products through
the professional independent producer distribution channel during the second quarter of 2003,

Traditional life products also include graded benefit life insurance products. Graded benefit life products accounted for
$79.4 million, or 1.9 percent, of our total collected premiums in 2003. Graded benefit life insurance products are offered on
an individual basis primarily to persons age 50 to 80, principally in face amounts of $350 to $10,000, without medical
examination or evidence of insurability. Premiums are paid as frequently as monthly. Benefits paid are less than the face
amount of the policy during the first two years, except in cases of accidental death. Our Bankers Life segment markets graded
benefit life policies under the Colonial Penn brand name using direct response marketing techniques. New policyholder leads
are generated primarily from television and print advertisements.
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ACQUISITIONS

From 1982 to 1998, Old Conseco acquired 19 insurance groups and related businesses and Green Tree Financial
Corporation (renamed “Conseco Finance Corp.”) These acquisitions were primarily responsible for the Company’s historical
growth. CNO is currently prohibited from making acquisitions pursuant to its $1.3 billion credit agreement.

INVESTMENTS

40|86 Advisors, Inc. (“40/|86 Advisors™), a registered investment adviser and wholly-owned subsidiary of Conseco,
Inc., manages the investment portfolios of our insurance subsidiaries. 40|86 Advisors had approximately $28.5 billion of
assets (at fair value) under management at December 31, 2003, of which $24.4 billion were assets of our subsidiaries and
$4.1 billion were assets managed by 40{86 Advisors for third parties. Our general account investment philosophy is to
maintain a largely investment-grade diversified fixed-income portfolio, maximize the spread between the investment income
we earn and the yields we pay on investment products within acceptable levels of risk, provide adequate liquidity, construct
our asset portfolio with attention to expected liability durations and other requirements and maximize total return through
active investment management. In the four months ended December 31, 2003, we recognized net realized investment gains of
$11.8 million and in the eight months ended August 31, 2003, we recognized net realized investment losses of $5.4 million.
During 2002, we recognized net realized investment losses of $556.3 million, compared to net realized investment losses of
$340.0 million during 2001. The net realized investment losses during 2002 included:

s $556.8 million of writedowns of fixed maturity investments, equity securities and other invested assets as a result of
conditions which caused us to conclude a decline in fair value of the investment was other than temporary; and

o §£.5 million of net gains from the sales of investments (primarily fixed maturities) which generated proceeds of $19.5
billion. ‘

During 2002, we recognized other-than-temporary declines in value of several of our investments, including K-Mart
Corp., Amerco, Inc., Global Crossing, MCI Communications, Mississippi Chemical, United Airlines and Worldcom, Inc.

Investment activities are an integral part of our business as investment income is a significant component of our total
revenues. Profitability of many of our insurance products is significantly affected by spreads between interest yields on
investments and rates credited on insurance liabilities. Although substantially all credited rates on SPDAs and FPDAs may
be changed annually (subject to minimum guaranteed rates), changes in crediting rates may not be sufficient to maintain
targeted investment spreads in all economic and market environments. In addition, competition, minimum guaranteed rates
and other factors, including the impact of the level of surrenders and withdrawals, may limit our ability to adjust or to
maintain crediting rates at levels necessary to avoid narrowing of spreads under certain market conditions. As of December
31, 2003, the average yield, computed on the cost basis of our actively managed fixed maturity portfolio, was 5.6 percent,
and the average interest rate credited or accruing to our total insurance liabilities was 4.7 percent.

We manage the equity-based risk component of our equity-indexed annuity products by:
¢ ' purchasing S&P 500 Call Options in an effort to hedge such risk; and

» adjusting the participation rate to reflect the change in the cost of such options (such cost varies based on market
conditions).

Accordingly, we are able to focus on managing the interest rate spread component of these products.

We seek to balance the interest rate risk inherent in our invested assets with the interest rate characteristics of our
insurance liabilities. We attempt to manage this exposure by measuring the duration of our fixed maturity investments and
insurance liabilities. Duration measures the expected change in the fair value of assets and liabilities for a given change in
interest rates. For example, if interest rates increase by 1 percent, the fair value of a fixed maturity security with a duration of
5 years is expected to decrease in value by approximately 5 percent. When the estimated durations of assets and liabilities
are similar, exposure to interest rate risk is minimized because a change in the value of assets should be largely offset by a
change in the value of liabilities.

We calculate duration using our estimates of future asset and liability cash flows. These cash flows are discounted
using appropriate interest rates based on the current yield curve and investment type. Duration is determined by calculating
the present value of the cash flows using different interest rates, and measuring the change in value. At December 31, 2003,
the duration of our fixed maturity investments (as modified to reflect prepayments and potential calls) was approximately 6.7
years and the duration of our insurance liabilities was approximately 7.2 years. The difference between these durations

11




indicates that our investment portfolio had a shorter duration and, consequently, was less sensitive to interest rate fluctuations
than that of our liabilities at that date. We generally seek to minimize the gap between asset and liability durations.

For information regarding the composition and diversification of the investment portfolio of our subsidiaries, see
“‘Management’s Discussion and Analysis of Financial Condition and Results of Operations — Investments.”’

COMPETITION

Each of the markets in which we operate is highly competitive, and our highly leveraged capitalization, our ratings
downgrades and our recent bankruptcy proceedings have had a material adverse impact on our ability to compete in these
markets. The financial services industry consists of a large number of companies, many of which are larger and have greater
capital, technologicat and marketing resources, access to capital and other sources of liquidity at a lower cost, broader and
more diversified product lines and larger staffs than those of Conseco. An expanding number of banks, securities brokerage
firms and other financial intermediaries also market insurance products or offer competing products, such as mutual fund
products, traditional bank investments and other investment and retirement funding alternatives. We also compete with many
of these companies and others in providing services for fees. In most areas, competition is based on a number of factors,
including pricing, service provided to distributors and policyholders and ratings. Conseco’s subsidiaries must also compete
with their competitors to attract and retain the allegiance of agents, insurance brokers and marketing companies.

In the individual health insurance business, insurance companies compete primarily on the basis of marketing, service
and price. Pursuant to federal regulations, the Medicare supplement products offered by all companies have standardized
policy features. This increases the comparability of such policies and has intensified competition based on factors other than
product features. See “Insurance Underwriting” and “Governmental Regulation.” In addition to competing with the products
of other insurance companies, commercial banks, thrifts, mutual funds and broker dealers, our insurance products compete
with health maintenance organizations, preferred provider organizations and other health care-related institutions which
provide medical benefits based on contractual agreements.

An important competitive factor for life insurance companies is the ratings they receive from nationally recognized
rating organizations. Agents, insurance brokers and marketing companies who market our products and prospective
purchasers of our products use the ratings of our insurance subsidiaries as one factor in determining which insurer’s prodiicts
to market or purchase. Ratings have the most impact on our annuity and interest-sensitive life insurance products. Insurance
financial strength ratings are opinions regarding an insurance company's financial capacity to meet the obligations of its
insurance policies in accordance with their terms. They are not directed toward the protection of investors, and such ratings
are not recommendations to buy, sell or hold securities.

In July 2002, A.M. Best downgraded the financial strength ratings of our primary insurance subsidiaries from “‘A-
(Excellent)”” to *‘B++ (Very good)’” and placed the ratings ‘‘under review with negative implications.”” On August 14, 2002,
A.M. Best again lowered the financial strength ratings of our primary insurance subsidiaries from ‘‘B++ (Very good)’’ to “‘B
(Fair)”’. A.M. Best ratings for the industry currently range from *‘A++ (Superior)”’ to *‘F (In Liquidation)’’ and some
companies are not rated. An ‘‘A++"’ rating indicates superior overall performance and a superior ability to meet ongoing
obligations to policyholders. The *‘B’’ rating is assigned to companies which have, on balance, fair balance sheet strength,
operating performance and business profile, when compared to the standards established by A.M. Best, and a fair ability in
A.M. Best’s opinion to meet their current obligations to policyholders, but are financially vulnerable to adverse changes in
underwriting and economic conditions. The “B” ratings reflected A.M. Best’s view of the uncertainty surrounding our
restructuring initiatives and the potential adverse financial impact on our subsidiaries. On September 11, 2003, A.M. Best
affirmed its financial strength ratings of our primary insurance companies (‘‘B (Fair)’*) and removed the ratings from under
review. On October 3, 2003, A.M. Best assigned a positive outlook to all of our ratings. According to A.M. Best’s press
release, the assignment of a positive outlook to our ratings reflects its favorable view of our bankruptcy reorganization and a
number of management initiatives, including the sale of the GM building, sale of CFC, restructuring of our investment
portfolios, expense reductions, merging of certain subsidiaries, stabilization of surrenders and a commitment in the near-to-
medium-term to focus on selling higher margin products with lower capital requirements.

On August 2, 2002, Standard & Poor’s Corporation (“S&P”) downgraded the financial strength ratings of our primary
insurance companies from BB+ to B+. On November 19, 2003, S&P assigned a *‘BB-"’ counterparty credit and financial
strength rating to our primary insurance companies, with the exception of Conseco Senior Health Insurance Company (the
issuer of most of our long-term care business in our Other Business in Run-off segment), which was assigned a “*CCC”’
rating. S&P financial strength ratings range from ““AAA’’ to “‘R’’ and some companies are not rated. Rating categories from
“BB’’ to ““CCC”’ are classified as ‘‘vulnerable”’, and pluses and minuses show the relative standing within a category. In
S&P’s view, an insurer rated ‘‘BB’’ has marginal financial security characteristics and although positive attributes exist,
adverse business conditions could lead to an insufficient ability to meet financial commitments. In S&P’s view, an insurer
rated ““CCC’’ has very weak financial security characteristics and is dependent on favorable business conditions to mest
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financial commitments.

On July 1, 2003, Moody’s Investors Services, Inc. (“Moody’s”) downgraded the financial strength ratings of our
primary insurance companies from Ba3 to B3. On December 4, 2003, Moody’s assigned a “‘Ba3’’ rating to our primary
insurance companies, with the exception of Conseco Senior Health Insurance Company, which was assigned a “‘Caal”’
rating. Moody’s financial strength ratings range from ‘‘Aaa’’ to “*C’’. Rating categories from ‘“‘Ba’’ to “*‘C’’ are classified as
““vulnerable’” by Moody’s, and may be supplemented with numbers ““1°", “*2°*_ or “*3”’ to show relative standing within a
category. In Moody’s view, an insurer rated ‘‘Ba’’ offers questionable financial security and the ability of the insurer to meet
policyholder obligations may be very moderate and thereby not well-safeguarded in the future. In Moody’s view, an insurer
rated *‘Caa’’ offers very poor financial security and may-default on its policyholder obligations, or there may be elements of
danger with respect to punctual payment of policyholder obligations and claims.

The ratings downgrades have generally caused sales of our insurance products to decline and policyholder redemptions
and lapses to increase. In some cases, the downgrades have also caused defections among our independent agent sales force
and increases in the commissions we must pay in order to retain them. These events have had a material adverse effect on our
financial results. Further downgrades by A.M. Best, S&P or Moody’s would likely have further material and adverse effects
on our financial results and liquidity.

A.M. Best, S&P and Moody’s each reviews its ratings from time to time. We cannot provide any assurance that the
ratings of our insurance subsidiaries will remain at their current levels or predict the impact any downgrades could have on
our business.

INSURANCE UNDERWRITING

Under regulations promulgated by the National Association of Insurance Commissioners (“NAIC”) (an association of
state regulators and their staffs) and adopted as a result of the Omnibus Budget Reconciliation Act of 1990, we are prohibited
from underwriting our Medicare supplement policies for certain first-time purchasers. If a person applies for insurance
within six months after becoming eligible by reason of age, or disability in certain limited circumstances, the application may
not be rejected due to medical conditions. Some states prohibit underwriting of all Medicare supplement policies. For other
prospective Medicare supplement policyholders, such as senior citizens who are transferring to our products, the
underwriting procedures are relatively limited, except for policies providing prescription drug coverage.

Before issuing long-term care or comprehensive major medical products to individuals and groups, we generally apply
detailed underwriting procedures designed to assess and quantify the insurance risks. We require medical examinations of
applicants (including blood and urine tests, where permitted) for certain health insurance products and for life insurance
products which exceed prescribed policy amounts. These requirements vary according to the applicant’s age and may vary
by type of policy or product. We also rely on medical records and the potential policyholder’s written application. In recent
years, there have been significant regulatory changes with respect to underwriting certain types of health insurance. An
increasing number of states prohibit underwriting and/or charging higher premiums for substandard risks. We monitor
changes in state regulation that affect our products, and consider these regulatory developments in determining the products
we market and where we market them.

Most of our life insurance policies are underwritten individually, although standardized underwriting procedures have
been adopted for certain low face-amount life insurance coverages. After initial processing, insurance underwriters review

each file and obtain the information needed to make an underwriting decision (such as medical examinations, doctors’
statements and special medical tests). After collecting and reviewing the information, the underwriter either:

e approves the policy as applied for, or with an extra premium charge because of unfavorable factors; or
‘» rejects the apphication.

We underwrite group insurance policies based on the characteristics of the group and its past claim experience. Graded
benefit life insurance policies are issued without medical examination or evidence of insurability. There is minimal
underwriting on annulities.
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LIABILITIES FOR INSURANCE AND ACCUMULATION PRODUCTS

At December 31, 2003, the total balance of our liabilities for insurance and asset accumulation products was $24.8
billion. These liabilities are often payable over an extended period of time and the profitability of the related products is
dependent on the pricing of the products and other factors. Differences between our expectations when we sold these
products and our actual experience could result in future losses.

We calculate and maintain reserves for the estimated future payment of claims to our policyholders based on actuarial
assumptions. For our supplemental health insurance business, we establish an active life reserve plus a liability for due and
unpaid claims, claims in the course of settlement and incurred but not reported claims, as well as a reserve for the present
value of amounts not yet due on claims. Many factors can affect these reserves and liabilities, such as economic and social
conditions, inflation, hospital and pharmaceutical costs, changes in doctrines of legal liability and extra-contractual damage
awards. Therefore, the reserves and liabilities we establish are necessarily based on extensive estimates, assumptions and
historical experience. Establishing reserves is an uncertain process, and it is possible that actual claims will materially exceed
our reserves and have a material adverse effect on our results of operations and financial condition. Our financial results
depend significantly upon the extent to which our actual claims experience is consistent with the assumptions we used in
determining our reserves and pricing our products. If our assumptions with respect to future claims are incorrect, and our
reserves are insufficient to cover our actual losses and expenses, we would be required to increase our liabilities, which
would negatively affect our operating results.

Liabilities for insurance products are calculated using management’s best judgments of mortality, morbidity, lapse
rates, investment experience and expense levels that are based on our past experience and standard actuarial tables.

REINSURANCE

Consistent with the general practice of the life insurance industry, our subsidiaries enter into both facultative and treaty
agreements of indemnity reinsurance with other insurance companies in order to reinsure portions of the coverage provided
by our insurance products. Indemnity reinsurance agreements are intended to limit a life insurer’s maximum loss on a large
or unusually hazardous risk or to diversify its risk. Indemnity reinsurance does not discharge the original insurer’s primary
liability to the insured. Our reinsured business is ceded to numerous reinsurers. We believe the assuming companies are able
to honor all contractual commitments, based on our periodic review of their financial statements, insurance industry reports
and reports filed with state insurance departments.

As of December 31, 2003, the policy risk retention limit was generally $.8 million or less on the policies of our
subsidiaries. Reinsurance ceded by Conseco represented 27 percent of gross combined life insurance inforce and reinsurance
assumed represented 2.7 percent of net combined life insurance inforce. Qur principal reinsurers at December 31, 2003 were
as follows (dollars in millions): '

Ceded life A.M. Best

Name of Reinsurer insurance inforce rating
Swiss Re Life and Health America InC..........cocoooviiieeiiiiieenec e, $ 5,627.8 A+
Security Life of Denver Life Insurance COompany........cocoeeeevveveercvncncnennes 5,110.5 A+
Reassure America Life Insurance Company..........ccvevevnnieniniciorennnenenne 34914 A+
RGA Reinsurance COMPANY ........covreeirireerienierirerenamieseresressreseeanessensessens 1,417.0 A+
Munich American Reassurance CoOmpany ........c.ccoveviecrnriirercncnneorenecnnae 1,170.6 A+
Lincoln National Life Insurance COMPANY......c.ococvevirvnivreecrernareeresrersvnsnns 1,079.6 A+
Revios Reinsurance U.S. INC. ...ecivieiveiiioniinericirines e srenereseasenssessnnneas 924.8 A-
AL OHEIS ...ttt ettt b b ansa e e anees 4,609.5 (1)
$23,431.2

(1) No other single reinsurer assumed greater than 3 percent of the total ceded business inforce.
EMPLOYEES

At December 31, 2003, we had approximately 4,350 employees, of which 4,200 were full time employees, including
1,900 employees supporting our Bankers Life segment and 2,300 employees supporting both our Conseco Insurance Groug
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segment and our Other Business in Run-Off segment. None of our employees are covered by a collective bargaining
agreement. We believe that we have good relations with our employees.

GOVERNMENTAL REGULATION
Our insurance businesses are subject to extensive regulation and supervision by the insurance regulatory agencies of
the jurisdictions in which they operate. This regulation and supervision is primarily for the benefit and protection of
customers, and not for the benefit of investors or creditors. State laws generally establish supervisory agencies with broad
regulatory authority, including the power to:
& grant and revoke business licenses;
» regulate and supervise trade practices and market conduct;
e  establish guaranty associations;
» license agents;
e ' ‘approve policy forms;
e approve premium rates for some lines of business;
e  establish reserve requirements;
e prescribe the form and content of required financial statements and reports;
e determine the reasonableness and adequacy of statutory capital and surplus;
e perform financial, market conduct and othér examinations;

e define acceptable accounting principles;

s regulate the type and amount of permitted investments; and

limit the amount of dividend and of surplus debenture principal and interest payments that can be paid without
obtaining regulatory approval.

In addition to the limitations imposed by the laws described above, most states have also enacted laws or regulations
with respect to the activities of insurance holding company systems, including acquisitions, the payment of ordinary and
extraordinary dividends by insurance companies, the terms of surplus debentures, the terms of transactions between insurance
companies and their affiliates and other related matters. Various notice and reporting requirements generally apply to
transactions between insurance companies and their affiliates within an insurance holding company system, depending on the
size and nature of the transactions. These requirements may include prior regulatory approval or prior notice for certain
material transactions. Currently, the Company and its insurance subsidiaries have registered as holding company systems
pursuant to such laws and regulations in the domiciliary states of the insurance subsidiaries, and they routinely report to other
jurisdictions.

We recently were subject to consent orders with the Commissioner of Insurance for the State of Texas that, among
other things, restricted the ability of our insurance subsidiaries to pay any dividends to any non-insurance company parent
without prior approval. The Texas Department of Insurance formally released the consent orders on November 19, 2003. We
have agreed with the Department of Insurance for the State of Texas to provide prior notice of certain transactions, including
up to 30 days prior notice for the payment of dividends to any non-insurance company parent, and periodic reporting of
information concerning our financial performance and condition.

Most states have also enacted legislation or adopted administrative regulations that affect the acquisition (or sale) of
control of insurance companies. The nature and extent of such legislation and regulations vary from state to state. Generally,
these regulations require an acquirer of control to file detailed information concerning such acquirer and the plan of
acquisition, and to obtain administrative approval prior to the acquisition of control. ‘“‘Control’’ is generally defined as the
direct or indirect power to direct or cause the direction of the management and policies of a person and is rebuttably
presumed to exist if a person or group of affiliated persons directly or indirectly owns or controls 10 percent or more of the
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voting securities of another person.

On the basis of statutory statements filed with state regulators annually, the NAIC calculates certain financial ratios to
assist state regulators in monitoring the financial condition of insurance companies. A ‘‘usual range”” of results for each ratio
is used as a benchmark. In the past, variances in certain ratios of our insurance subsidiaries have resulted in inquiries from
insurance departments, to which we have responded. These inquiries have not led to any restrictions affecting our operations.

In addition, the NAIC issues model laws and regulations, many of which have been adopted by state insurance
regulators, relating to:

s reserve requirefnents;

¢ Company action level risk-based capital ratio standards (“RBC”);
¢ codification of insurance accounting principles;

s investment restrictions;

e restrictions on an insurance company’s ability to pay dividends; and

product illustrations.

The Model Act provides a tool for insurance regulators to determine the levels of statutory capital and surplus an
insurer must maintain in relation to its insurance and investment risks and whether there is a need for possible regulatory
attention. The Model Act provides four levels of regulatory attention, varying with the ratio of the insurance company’s total
adjusted capital (defined as the total of its statutory capital and surplus, asset valuation reserve (“AVR”) and certain other
adjustments) to its RBC:

e if a company’s total adjusted capital is less than100 percent but greater than or equal to 75 percent of its RBC (the
‘‘Company Action Level’’), the company must submit a comprehensive plan to the regulatory authority proposing
corrective actions aimed at improving its capital position;

e ifacompany’s total adjusted capital is less than 75 percent but greater than or equal to 50 percent of its RBC (the
‘‘Regulatory Action Level’’), the regulatory authority will perform a special examination of the company and issue
an order specifying the corrective actions that must be taken;

e if a company’s total adjusted capital is less than 50 percent but greater than or equal to 35 perceﬁt of its RBC (the
““ Authorized Control Level”’), the regulatory authority may take any action it deems necessary, including placing
the company under regulatory control; and

e ifa company’s total adjusted capital is less than 35 percent of its RBC (the ‘‘Mandatory Control Level’’), the
regulatory authority must place the company under its control.

In addition, the Model Act provides for an annual trend test if a company’s total adjusted capital is between 100
percent and 125 percent of its RBC at the end of the year The trend test calculates the greater of the decrease in the margin
of total adjusted capital over RBC:

e  between the current year and the prior year; and
o for the average of the last 3 years.

It assumes that such decrease could occur again in the coming year. Any company whose trended total adjusted capital

is less than 95 percent of its RBC would trigger a requirement to submit a comprehensive plan as described above for the

Company Action Level.

Refer to the section entitled ¢‘Statutory Information’” within ‘‘Management’s Discussion and Analysis of Financial
Condition and Resuits of Operations’’ for more information on our RBC ratios.

The NAIC Has adopted model long-term care policy language providing nonforfeiture benefits and has proposed a rate
stabilization standard for long-term care policies. Various bills are proposed from time to time in the U.S. Congress which
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would provide for the implementation of certain minimum consumer protection standards for inclusion in all long-term care
policies, including guaranteed renewability, protection against inflation and limitations on waiting periods for pre-existing
conditions. Federal legislation permits premiums paid for qualified long-term care insurance to be treated as tax-deductible
medical expenses and for benefits received on such policies to be excluded from taxable income.

Our insurance subsidiaries are required under guaranty fund laws of most states in which we transact business to pay
assessments up to prescribed limits to fund policyholder losses or liabilities of insolvent insurance companies. Assessments
can be partially recovered through a reduction in future premium taxes in some states.

Most states mandate minimum benefit standards and loss ratios for accident and health insurance policies. We are
generally required to maintain, with respect to our individual long-term care policies, minimum anticipated loss ratios over
the entire period of coverage of not less than 60 percent. With respect to our Medicare supplement policies, we are generally
required to attain and maintain an actual loss ratio, after three years, of not less than 65 percent. We provide to the insurance
departments of all states in which we conduct business annual calculations that demonstrate compliance with required
minimum loss ratios for both long-term care and Medicare supplement insurance. These calculations are prepared utilizing
statutory lapse and interest rate assumptions. In the event that we fail to maintain minimum mandated loss ratios, our
insurance subsidiaries could be required to provide retrospective refunds and/or prospective rate reductions. We believe that
our insurance subsidiaries currently comply with all applicable mandated minimum loss ratios.

NAIC model regulations, adopted in substantially all states, created 10 standard Medicare supplement plans (Plans A
through J). Plan A provides the least extensive coverage, while Plan J provides the most extensive coverage. Under NAIC
regulations, Medicare insurers must offer Plan A, but may offer any of the other plans at their option. Qur insurance
subsidiaries currently offer nine of the model plans. We have declined to offer Plan J, due in part to its high benefit levels
and, consequently, high costs to the consumer.

The federal government does not directly regulate the insurance business. However, federal legislation and
administrative policies in several areas, including pension regulation, age and sex discrimination, financial services
regulation, securities regulation, privacy laws and federal taxation, do affect the insurance business. Legislation has been
introduced from time to time in Congress that could result in the federal government assuming some role.

Numerous proposals to reform the current health care system (including Medicare) have been introduced in Congress
and in various state legislatures. Proposals have included, among other things, modifications to the existing employer-based
insurance system, a quasi-regulated system of ‘‘managed competition’’ among health plans, and a single-payer, public
program. Changes in health care policy could significantly affect our business. For example, Federal comprehensive major
medical or long-term care programs, if proposed and implemented, could partially or fully replace some of Conseco’s current
products.

During recent years, the health insurance industry has experienced substantial changes, including those caused by
healthcare legislation. Recent federal and state legislation and legislative proposals relating to healthcare reform contain
features that could severely limit or eliminate our ability to vary our pricing terms or apply medical underwriting standards
with respect to individuals which could have the effect of increasing our loss ratios and adversely affecting our financial
results. In particular, Medicare reform and legislation concerning prescription drugs could affect our ablhty to price or sell
our products ,

The United States Department of Health and Human Services has issued regulations under the Health Insurance
Portability and Accountability Act (‘*HIPAA’’) relating to standardized electronic transaction formats, code sets and the
privacy of member health information. These regulations, and any correspondmg state legislation, will affect our
administration of health insurance.

A number of states have passed or are considering legislation that would limit the differentials in rates that insurers
could charge for health care coverages between new business and renewal business for similar demographic groups. State
legislation has also been adopted or is being considered that would make health insurance available to all small groups by
requiring coverage of all employees and their dependents, by limiting the applicability of pre-existing conditions exclusions,
by requiring insurers to offer a basic plan exempt from certain benefits as well as a standard plan, or by establishing a
mechanism to spread the risk of high risk employees to all small group insurers, Congress and various state legislators have
from time to time proposed changes to the health care system that could affect the relationship between health insurers and
their customers, including external review. We cannot predict with certainty the effect that any proposals, if adopted, or
legislative developments could have on our insurance businesses and operation.

The asset management activities of 40|86 Advisors are subject to federal and state securities, fiduciary (including the
Employee Retirement Income Security Act of 1974, as amended) and other laws and regulations. The Securities and
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Exchange Commission (the “SEC”), the National Association of Securities Dealers, state securities commissions and the
Department of Labor are the principal regulators of our asset management operations.

FEDERAL INCOME TAXATION

The annuity and life insurance products marketed and issued by our insurance subsidiaries generally provide the
policyholder with an income tax advantage, as compared to other savings investments such as certificates of deposit and
bonds, in that income taxation on the increase in value of the product is deferred untii it is received by the policyholder. With
other savings investments, the increase in value is generally taxed as earned. Annuity benefits and life insurance benefits,
which accrue prior to the death of the policyholder, are generally not taxable until paid. Life insurance death benefits are
generally exempt from income tax. Also, benefits received on immediate annuities (other than structured settlements) are
recognized as taxable income ratably, as opposed to the methods used for some other investments which tend to accelerate
taxable income into earlier years. The tax advantage for annuities and life insurance is provided in.the Internal Revenue
Code (the “Code™), and is generally followed in all states and other United States taxing jurisdictions.

Recently, Congress enacted legislation to lower marginal tax rates, reduce the federal estate tax gradually over a ten-
year period, with total elimination of the federal estate tax in 2010, and increase contributions that may be made to individual
retirement accounts and 401(k) accounts. While these tax law changes will sunset at the beginning of 2011 absent future
congressional action, they could in the interim diminish the appeal of our annuity and life insurance products. Additionally,
Congress has considered, from time to time, other possible changes to the U.S. tax laws, inciuding elimination of the tax
deferral on the accretion of value within certain annuities and life insurance products. It is possible that further tax legislation
will be enacted which would contain provisions with possible adverse effects on our annuity and life insurance products.

Our insurance company subsidiaries are taxed under the life insurance company provisions of the Code. Provisions in
the Code require a portion of the expenses incurred in selling insurance products to be deducted over a period of years, as
opposed to immediate deduction in the year incurred. This provision increases the tax for statutory accounting purposes,
which reduces statutory earnings and surplus and, accordingly, decreases the amount of cash dividends that may be paid by
the life insurance subsidiaries.

At December 31, 2003, Conseco had net federal income tax loss carryforwards of $3.6 billion available (after taking
into account the reduction in tax attributes due to the cancellation of indebtedness in bankruptcy and the loss resulting from
the worthlessness of our investment in CFC, all of which is subject to various statutory restrictions) for use on future tax
returns. These carryforwards will expire as follows: $11.2 million in 2004, $4.6 million in 2005; $.2 million in 2006; $5.8
million in 2007; $6.6 million in 2008; $10.5 million in 2009; $4.2 million in 2010; $2.5 million in 2011; $16.0 million in
2012; $43.4 million in 2013; $6.9 million in 2014; $60.4 million in 2016; $41.5 million in 2017; $3,399.5 million in 2018;
$.7 million in 2019; $5.5 million in 2020; and $1.0 million in 2022.

Our income tax expense includes deferred income taxes arising from temporary differences between the financial
reporting and tax bases of assets and liabilities, capital loss carryforwards and net operating loss carryforwards (“NOLs”). In
assessing the realization of our deferred income tax assets, we consider whether it is more likely than not that the deferred
income tax assets will be realized. The ultimate realization of our deferred income tax assets depends upen generating future
taxable income during the periads in which our temporary differences become deductible and before our NOLs expire. In
addition, the use of our NOLs is dependent, in part, on whether the IRS ultimately agrees with the tax position we plan to
take in our current and future tax returns. With respect to the deferred tax asset, we assess the need for a vajuation allowance
on a quarterly basis.

A valuation allowance of $2.4 billion has been provided for the entire balance of net deferred income tax assets at
December 31, 2003, as we believe the realization of such assets in future periods is uncertain. We reached this conclusion
after considering the losses realized by the Company in recent years, the uncertainties related to the tax treatment for the
worthlessness of our investment in CFC, and the likelihood of future taxable income exclusive of reversing temporary
differences and carryforwards. ‘
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ITEM 2. PROPERTIES.

Our headquarters and the administrative operations of our Conseco Insurance Group segment are located on a
Company-owned 146-acre corporate campus in Carmel, Indiana, immediately north of Indianapolis. The ten buildings on the
campus contain approximately 854,500 square feet of space and house Conseco’s executive offices and certain admlnlstratlve
operations of its subsidiaries. Management believes that Conseco’s offices are adequate for its current needs.

Our Bankers Life segment is primarily administered from two facilities in Chicago. Bankers Life has 177,000 square
feet in downtown Chicago, Illinois, leased under an agreement whereby 107,000 square feet are leased until 2018 and 70,000
square feet are leased until 2008. We also lease approximately 130,000 square feet of space in a second Chicago facility. This
Jease expires in October 2004, at which time the operations of this facility will be moved to a new location (with
approximately 222,000 square feet) in downtown Chicago under a lease with a life of approximately 10 years. We own an
office building in Philadelphia, Pennsylvania (127,000 square feet), which serves as the administrative center for the direct
marketing operation of our Bankers Life segment. We occupy approximately 60 percent of this space, with the remainder
leased to tenants. We also lease 206 sales offices in various states totaling approximately 507,000 square feet These leases
are short-term in length, with remaining lease terms expiring between 2004 and 2009.

ITEM 3. LEGAL PROCEEDINGS.
Legal Proceedings

We are involved on an ongoing basis in lawsuits (including purported class actions) relating to our operations,
including with respect to sales practices, and we and current and former officers and former directors are defendants in a
pending class action lawsuit asserting claims under the securities laws. The ultimate outcome of these lawsuits cannot be
predicted with certainty and we have estimated the potential exposure for each of the matters and have recorded a liability if a
loss is deemed probable.

Securities Litigation

Since we announced our intention to restructure our capital on August 9, 2002, a total of eight purported securities
fraud class action lawsuits have been filed in the United States District Court for the Southern District of Indiana. The
complaints name us as a defendant, along with certain of our current and former officers. These lawsuits were filed on behalf
of persons or entities who purchased our Predecessor’s common stock on various dates between October 24, 2001 and
August 9, 2002, In each case the plaintiffs allege claims under Sections 10(b) and 20(a) of the Securities Exchange Act of
1934, as amended (the ‘‘Exchange Act’’) and allege material omissions and dissemination of materially misleading
statements regarding, among other things, the liquidity of Conseco and alleged problems in CFC’s manufactured housing
division, allegedly resulting in the artificial inflation of our Predecessor’s stock price. On March 13, 2003, all of these cases
were consolidated into one case in the United States District Court for the Southern District of Indiana, captioned Franz
Schleicher, et al. v. Conseco, Inc., Gary Wendt, William Shea, Charles Chokel and James Adams, et al., Case No. 02-CV-
1332 DFH-TAB. The lawsuits were stayed as to all defendants by order of the United States Bankruptcy Court for the
Northern District of Illinois. The stay was lifted on October 15, 2003. The plaintiffs have filed a consolidated class action -
complaint with respect to the individual defendants. We expect to be filing a motion to dismiss in March 2004. Our liability
with respect to these lawsuits was discharged in the Plan and our obligation to indemnify individual defendants who were not
serving as one of our officers or directors on the Effective Date is limited to $3 million in the aggregate under the Plan. Our
liability to indemnify individual defendants who were serving as an officer or director on the Effective Date, of which there is
one such defendant, is not limited by the Plan. We believe these lawsuits are without merit and intend to defend them
vigorously. The ultimate outcome of these lawsuits cannot be predicted with certainty.

Other Litigation

Collection efforts by the Company and its wholly owned subsidiary, Conseco Services, LLC, related to the 1996-1999
director and officer loan programs have been commenced against various past board members and executives with
outstanding loan balances. In addition, certain former officers and directors have sued the companies for declaratory relief
concerning their liability for the loans. Currently, we are involved in litigation with Stephen C. Hilbert, James D. Massey,
Dennis E. Murray, Sr., Rollin M. Dick, James S. Adams, Maxwell E. Bublitz, Ngaire E. Cuneo, David R. Decatur, Donald F.
Gongaware and Bruce A. Crittenden. The specific lawsuits include: Hilbert v. Conseco, Case No. 034 04283 (Bankr.
Northern District, Hlinois); Conseco Services v. Hilbert, Case No. 29C01-0310 MF 1296 (Circuit Court, Hamilton County,
Indiana); Murray and Massey v. Conseco, Case No. 1:03-CV-1482 LIM-WTL (Southern District, Indiana); Conseco Services
v. Adams, et al, Case No. 29D02- 0312-CC-1035(Circuit Court, Hamilton County, Indiana); Conseco v. Adams, et al, Case
No. 034 04545, (Bankr. Northern District, Illinois) Dick v. Conseco Services, Case No. 29 D01-0207-PL-549 (Superior
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Court, Hamilton County, Indiana); Conseco Services v. Dick, et al., Case No. 06C01-0311-CC-356 (Circuit Court, Boone
County, Indiana); Stephen C. Hilbert v. Conseco, Inc. and Kroll Inc., Case No. 29D02-0312-PL-1026 (Superior Court,
Hamilton County, Indiana) and Crittenden v. Conseco, Case No. IP02-1823-C B/S (Southern District, Indiana). The
Company and Conseco Services, LLC believe that all amounts due under the director and officer loan programs, including all
applicable interest, are valid obligations owed to the companies. As part of the Plan, we have agreed to pay 45 percent of any
net proceeds recovered in connection with these lawsuits, in an aggregate amount not to exceed $30 mitlion, to former
holders of our Predecessor’s trust preferred securities that did not opt out of a settlement reached with the committee
representing holders of these securities. We are required to use the balance of any net proceeds recovered in connection with
these lawsuits to pay down our Senior Credit Facility. Any remaining proceeds will be used to contribute capital to our
insurance subsidiaries. We intend to prosecute these claims to obtain the maximum recovery possible. Further, with regard to
the various claims brought against the Company and Conseco Services, LLC by certain former directors and officers, we
believe that these claims are without merit and intend to defend them vigorously. The ultimate outcome of the lawsuits
cannot be predicted with certainty.

In October 2002, Roderick Russell, on behalf of himself and a class of persons similarly situated, and on behalf of the
ConsecoSave Plan, filed an action in the United States District Court for the Southern District of Indiana against our
Predecessor, Conseco Services, LLC and certain of our current and former officers (Roderick Russell, et al. v Conseco, Inc.,
et al., Case No. 1:02-CV-1639 L/M). The purported class action consists of all individuals whose 401(k) accounts held
common stock of our Predecessor at any time since April 28, 1999. The complaint alleges, among other things, breaches of
fiduciary duties under ERISA by continuing to permit employees to invest in our Predecessor’s common stock without full
disclosure of the Company’s true financiat condition. We filed a motion to dismiss the complaint in December 2002. This
lawsuit was stayed as to all defendants by order of the Bankruptcy Court. The stay was lifted on October 15, 2003. 1t is
expected that the plaintiffs will be amending their complaint in March or April of 2004. On February 13, 2004, the
Company’s fiduciary insurance carrier, RLI Insurance Company filed a declaratory judgment action asking the court to find -
no lability under its policy for the claims made in the Russell matter (RLI insurance Company v. Conseco, Inc., Stephen
Hilbert, et al., Case No. 1:04-CV-0310DFH-TAB (Southern District, Indiana.)) We believe the lawsuits are without merit and
intend to defend them vigorously. The ultimate outcome of the lawsuit cannot be predicted with certainty.

On June 24, 2002, the heirs of a former officer, Lawrence Inlow, commenced an action against our Predecessor,
Conseco Services, LLC and two former officers in the Circuit Court of Boone County, Indiana (Infow et al. v. Conseco, Inc.,
et al., Cause No. 06C01-0206-CT-244). The heirs assert that unvested options to purchase 756,248 shares of our
Predecessor’s common stock should have been vested at Mr. Inlow’s death. The heirs further claim that if such options had .
been vested, they would have been exercised, and that the resulting shares of common stock would have been sold for a gain
of approximately $30 million based upon a stock price of $58.125 per share, the highest stock price during the alleged
exercise period of the options. We believe the heirs’ claims are without merit and will defend the action vigorously. The
maximum exposure to the Company for this lawsuit is estimated to be $33 million. The heirs did not file a proof of claim
with the Bankruptcy Court. Subject to dispositive motions which are yet to be filed, the matter wiil continue to trial against
Conseco Services, LLC and the other co-defendants on September 13, 2004. The ultimate outcome cannot be predicted with
certainty.

On June 27, 2001, two suits against the Company’s subsidiary, Philadelphia Life Insurance Company (now known as
Conseco Life Insurance Company), both purported nationwide class actions seeking unspecified damages, were consolidated
in the U.S. District Court, Middle District of Florida (In Re PLI Sales Litigation, Cause No. 01-MDL-1404), alleging among
other things, fraudulent sales and a ‘‘vanishing premium’’ scheme. Philadelphia Life filed a motion for summary judgment
against both named plaintiffs, which motion was granted in June 2002. Plaintiffs appealed to the 11th Circuit. The 11th
Circuit, in July 2003, affirmed in part and reversed in part, allowing two fraud counts with respect to one plaintiff to survive.

The plaintiffs’ request for a rehearing with respect to this decision has been denied. Philadelphia Life has filed a summary
judgment motion with respect to the remaining claims. This summary judgment was denied in February 2004. Philadelphia
Life believes this lawsuit is without merit and intends to defend it vigorously. The ultimate outcome of the lawsuit cannot be
predicted with certainty.

On December 1, 2000, the Company’s former subsidiary, Manhattan National Life Insurance Company, was named in
a purported nationwide class action seeking unspecified damages in the First Judicial District Court of Santa Fe, New Mexico
(Robert Atencio and Theresa Atencio, for themselves and all other similarly situated v. Manhattan National Life Insurance
Company, an Ohio corporation, Cause No. D-0101-CV-2000-2817), alleging among other things fraud by non-disclosure of
additional charges for those policyholders paying via premium modes other than annual. We retained liability for this
litigation in connection with the sale of Manhattan National Life in June 2002. We believe this lawsuit is without merit and
intend to defend it vigorously. The ultimate outcome of the lawsuit cannot be predicted with certainty.

On December 19, 2001, four of the Company’s subsidiaries were named in a purported nationwide class action
seeking unspecified damages in the District Court of Adams County, Colorado (Jose Medina and others similarly situated v.
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Conseco Annuity Assurance Company, Conseco Life Insurance Company, Bankers National Life Insurance Company and
Bankers Life and Casualty Company, Cause No. 01-CV-2465), alleging among other things breach of contract regarding
alleged non-disclosure of additional charges for those policy holders paying via premium modes other than annual. On July
14 and 15, 2003 the plaintiff’'s motion for class certification was heard and the Court took the matter under advisement. On
November 10, 2003, the Court denied the motion for class certitication. On January 26, 2004, the plaintiff appealed the trial
court’s ruling denying class certification. All further proceedings have been stayed pending the outcome of the appeal. The

defendants believe this lawsuit is without merit and intend to defend it vigorously. The ultimate outcome of the lawsuit
cannot be predicted with certainty.

The Company’s subsidiaries, Conseco Life Insurance Company and Bankers Life and Casualty Company, have
recently been named in multiple purported class actions and individual lawsuits alleging, among other things, breach of
contract with regard to a change made in the way monthly deductions are calculated for insurance coverage. This change was
the adjustment of a non-guaranteed element, which was not in the applicable policy form. The specific lawsuits include:
David Barton v. Conseco Life Insurance Company, Case No. 04-20048-CIV-MORENQ (Southern District, Florida); Stephen
Hook, an individual, on behalf of himself and all others similarly situated v. Conseco Life Insurance Company and Bankers
Life and Casualty Company and Does | through 10, Case No. CGC-04-428872 (Superior Court, San Francisco County,
California), Donald King, as Trustee of the Irrevocable Trust of Arnold L. King v. Conseco Life Insurance Company, Case
No. 1: 04CV0163 (Northern District, Ohio); Michael S. Kuhn, on behalf of himself and all others similarly situated v.
Conseco Life Insurance Company and Does [ through 100, Case No. 03-416786 (Superior Court, San Francisco County,
California); Sidney H. Levine and Judith A. Levine v. Conseco Life Insurance Company, Mark F. Peters Insurance Services,
Inc. Hon. John Garamendi (in his capacity as Insurance Commissioner for the State of California) and Does 1 through 10,
Case No. 04 CV 125 LAB (BLM) (Southern District, California); Alene P. Mangelson, as Trustee for the Ned L. Mangelson
Life Insurance Trust, Marie M. Berg and Michelle M. Wilcox on behalf of themselves and all others similarly situated v.
Conseco Life Insurance Company, Case No. 29D02-0312-PL-1034 (Superior Court, Hamilton County, Indiana); Edward M.
Medvene, an Individual, and Sherwin Samuels and Miles Rubin, as Trustees of the Edward Medvene 2984 Insurance Trust v.
Conseco Life Insurance Company, Case No. CV04-846-AHM (MCX) (Central District, California). We believe these

lawsuits are without merit and intend to defend them vigorously. The ultimate outcome of the lawsuits cannot be predicted
with certainty.

On February 7, 2003, the Company’s subsidiary, Conseco Life Insurance Company, was named in a purported Texas
statewide class action seeking unspecified damages in the County Court of Cameron County, Texas. On February 12, 2004,
the complaint was amended to allege a purported nationwide class and to name Conseco Services, LLC as an additional
defendant (Lawrence Onderdonk and Yolanda Carrizales v. Consecao Life Insurance Company, Conseca Services, LLC, and
Pete Ramirez, 1], Cause No. 2003-CCL-102-C). The purported class consists of all former Massachusetts General Flexible
Premium Adjustable Life Insurance Policy policyholders who were converted to Conseco Life Flexible Premium Adjustable
Life Insurance Policies and whose accumulated values in the Massachusetts General policies were applied to first year
premiums on the Conseco Life policies. The complaint alleges, among other things, civil conspiracy to convert the
accumulated cash values of the plaintiffs and the class, and the violation of insurance laws nationwide. We believe this

lawsuit is without merit and intend to defend it vigorously. The ultimate outcome of the lawsuit cannot be predicted w1th
certainty.

On December 30, 2002 and December 31, 2002, five suits were filed in various Mississippi counties against Conseco
Life Insurance Company (Kathie Allen, et al. v. Conseco Life Insurance Company, et al., Circuit Court of Jones County,
Mississippi, Cause No. 2002-448-CV12; Malcolm Bailey, et al. v. Conseco Life Insurance Company, et al., Circuit Court of
Claiborne County, Mississippi, Cause No. CV-2002-371; Anthony Cascio, et al. v. Conseco Life Insurance Company, et al,
Circuit Court of LeFlore County, Mississippi, Cause No. CV-2002-0242-CICI; William Garrard, et al. v. Conseco Life
insurance Company, et al., Circuit Court of Sunflower County, Mississippi, Cause No. CV-2002-0753-CRL; and William
Weaver, et al. v. Conseco Life Insurance Company, et al., Circuit Court of LeFlore County, Mississippi, Cause No. CV-2002-
0238-CICJ) alleging, among other things, a ‘*vanishing premium’’ scheme. Conseco Life removed all of the cases to the
U.S. District Courts in Mississippi. In September 2003, plaintiffs’ motion to remand was denied in the Garrard and Weaver
matters, but granted in the Cascio matter. In November 2003, Conseco Life again removed the Cascio matter to U.S. District
Court. Conseco Life awaits the court’s ruling on Plaintiff’s motion to remand in the Allen matter. In Bailey the parties have
agreed to stay in Federal court and the plaintiffs amended their complaint on January 15, 2004 to allege purported nationwide
class action allegations regarding alleged wrongful collection of charges under the policy. On January 30, 2004 we filed a
motion to dismiss or in alternative, motion for summary judgment. Conseco Life believes the lawsuits are without merit and
intends to defend them v1g0rously The ultimate outcome of the lawsuits cannot be predicted with certainty.

In addition, the Company and its subsidiaries are involved on an ongoing basis in other lawsuits and arbitrations
(including purported class actions) related to their operations. The ultimate outcome of all of these other legal matters
pending against the Company or its subsidiaries cannot be predicted, and, although such lawsuits are not expected
individually to have a material adverse effect on the Company, such lawsuits could have, in the aggregate, a material adverse
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effect on the Company’s consolidated financial condition, cash flows or results of operations.
Other Proceedings

On September 18, 2003, the Company received a grand jury subpoena from the U.S. District Court for the Southern
District of Indiana in connection with a Department of Justice investigation requiring production of documents relating to the
valuation of interest-only securities held by CFC, our Predecessor’s former finance subsidiary, contemporaneous earnings
estimates for the Predecessor, certain personnel records and other accounting and financial disclosure records for the period
June 1, 1998 to June 30, 2000. The Company has subsequently received follow-up grand jury document subpoenas
concerning other matters. All of these follow-up requests have been limited to the time period prior to the December 17, 2002
bankruptey filing. The Company has been advised by the Department of Justice that neither it nor any of its current directors
or employees are subjects or targets of this investigation. The Company is cooperating fully with the Department of Justice
investigation.

On March 10, 2004, we entered into a settlement with the SEC in connection with the SEC’s investigation of events in
and before the spring of 2000, including CFC’s accounting for its interest-only securities and servicing rights. These issues
were among those addressed in our Predecessor’s writedown and restatement in the spring of 2000, and were the subject of
shareholder class action litigation, which we settled in the second quarter of 2003. Without admitting or denying the SEC’s
findings, we consented to the entry of a cease-and-desist order requiring future compliance with periodic reporting, record
keeping, internal control and other provisions of the securities laws. The settlement did not impose any fine or monetary
penalty, or require us to restate any of our historical financial statements.

On October 29, 2003, the New York Attorney General served Conseco Life Insurance Company of Texas (‘‘Conseco
Life’”) with a document subpoena concerning customer transfers between mutual fund subaccounts offered by CVIC, a
former wholly-owned subsidiary of Conseco Life, that occurred prior to the sale of CVIC to an unrelated third party in
October 2002. The SEC served the Company with a similar subpoena shortly after we received the Attorney General’s
subpoena. Certain of our employees have also received subpoenas regarding duties they previously performed in respect of
annuity sales by CVIC. The purchase agreement pursuant to which CVIC was sold contains indemnification provisions with
respect to certain liabilities relating to Conseco Life’s period of ownership, including provisions concerning certain business
activities (including marketing activities) of CVIC. Conseco Life and the Company have cooperated with the Attorney
General and the SEC in producing documents responsive to their subpoenas. In January 2004, the Company received
telephonic notification of a potential enforcement action by the Attorney General and a Wells notification from the SEC
regarding alleged market timing on the part of holders of variable annuity policies issued by CVIC. The Company and its
affiliates have not issued any variable annuity policies since the sale of CVIC. The Company and Conseco Life believe,
based on the information obtained and supplied to the investigators to date, that CVIC violated no federal or state law prior to
the October 2002 sale. The investigations are in a preliminary stage and their outcome cannot be predicted with certainty. The
Company and Conseco Life are cooperating fully with the Attorney General and the SEC in these investigations.

The deadline to file administrative claims in the bankruptcy proceeding was October 9, 2003. The Plan provides that
all such claims must be paid in full, in cash. We are reviewing all timely filed administrative claims and may resolve disputes
regarding allowance of such claims in the Bankruptcy Court. The amount of known disputed administrative claims as of
March 1, 2004, was approximately $2.0 million.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

None.




PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS.

MARKET INFORMATION
The following table sets forth the ranges of high and low sales prices per share for our common stock on the New

York Stock Exchange during the period after our emergence from bankruptcy. There have been no dividends paid or
declared on our common stock during this period.

Period Market price
High Low
2003: .
September 11-30, 2003.....ccocovveiireieiree e $22.50 $17.70
Fourth QUArter.........covioiiieeieeneeere e 22.18 18.05

As of February 23, 2004, there were approximately 66,700 holders of the outstanding shares of common stock,
including individual participants in securities position listings.

DIVIDENDS

The Company does not anticipate declaring or paying cash dividends on its common stock in the foreseeable future,
and is currently prohibited from doing so pursuant to its $1.3 billion credit agreement. -
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.

Predecessor
Successor
As of or for the| As of or for the
four months | eight months
ended ended
December 31, | August 31, Years ended December 31,
2003 2003 2002 2001 2000 1999
(Amounts in millions, except per share data)
STATEMENT OF OPERATIONS DATA(a)
Insurance policy INCOME ..........ccovomvvrireeeccirmnniriniines $1,005.8 $2,204.3  $3,602.3 $3,992.7 $4,170.7 $3,990.4
Net investment INCOME ......ccocvirererrirenercrerierereereeraenens 474.6 969.0 1,3343 1,550.0 1,578.1  2,287.7
Net realized investment gains (10Ss€s) .....ccccovvvrererenne. 11.8 (5.4) (556.3) (340.0) (304.8) 80.0
Total TEVENUES......c.cvireeeee et 1,505.5 3,202.2 44504 54920 55814 63153
Interest expense on corporate notes payable and

investment borrowings (contractual interest:

$268.5 for the eight months ended August 31,

2003; and $345.3 for 2002)....c.oeveeicerincinienene 36.8 202.5 341.9 400.0 454.3 300.2
Total benefits and exXpenses .........ccocvcrvervecvvnnecorennene 1,356.0 1,030.0 6,082.6 57354 63589 5,301.2
Income (loss) before income taxes, minority :

interest, discontinued operations and cumulative

effect of accounting change ............coocovevrnrvecenennne. 149.5 2,172.2  (1,6322) (243.4) (777.5) 11,0141
Cumulative effect of accounting change, net of »

INCOME tAX 1euviveerereeerereerinereeresranressessessesseosersessesenes - - (2,949.2) - (55.3) -
Net income (1085).....oocvveveeerrreeicerereerneee e seereenens 96.3 2,201.7  (7,835.7) (405.9) (1,191.2) 595.0
Preferred stock dividends ........cc.coooiininicnninne 27.8 - 2.1 12.8 11.0 1.5
Net income (loss) applicable to common stock ........... 68.5 2,201.7  (7,837.8) (418.7) (1,202.2) 593.5
PER SHARE DATA
Net income, basiC.......ccoiirvieriiviee e $.68
Net income, diluted...........cccovviveviiiiiiiiieeireerecennne, .67
Book value per common share outstanding ................. $19.28
Weighted average shares outstanding for basic

CAITHIIES 1.vvverreevrieesesrereessentnesesaereeerssesneesensessecsnsneas 100.1
Weighted average shares outstanding for diluted

CBITUINZS ..vevervrereriererrerreoesinrereestesstestassneesesansessessesane 143.5
Shares outstanding at period-end...........cccceeevriricinnenns 100.1
BALANCE SHEET DATA - AT PERIOD END
Total investments $22,018.3 $21,783.7 $25,067.1 $25,017.6 $26,431.6
GOOAWILL ...t . 99.4 100.0 3,6954 3,800.8 3,927.8
Total @SSELS .oveeervieiireerecrere e 28,318.1  46,509.0 61,4322 358,589.2 52,1859
Corporate notes payable and commercial paper ......... 1,300.0 - - 4,085.0 5,055.0 4,624.2
Liabilities subject to compromise ..........ccoocvvvveerenanees - 6,951.4 4,873.3 - - -
Total Habilities .........ccevvrerereererreirereecciiriee e 27,102.5 30,519.5  46,637.9 54,764.7 51,810.9 43,990.6
Company-obligated mandatorily redeemable

preferred securities of subsidiary trusts ................ - - 1,921.5 1,9145 2,4039 2,639.1
Shareholders’ equity (deficit) .....cccooeoeeieiirinccrecne 2,817.6 (2,201.4) (2,050.4) 4,753.0 43744 5,556.2
STATUTORY DATA(b)

Statutory capital and SUrplus.......ccoevevveerevverrnninnee $1,514.1 $1,0644 $1,649.8 $1,881.8 $2,170.5
Asset valuation reserve (“AVR™)....cccocvnverrvencecnnnnene 40.9 11.6 105.1 266.8 362.8
Total statutory capital and surplus and AVR............... 1,555.0 1,076.0 1,754.9 2,148.6 2,533.3

(a) Our financial condition and results of operations have been significantly affected during the periods presented by the
discontinued finance operations. Please refer to the section of Management’s Discussion and Analysis of Consolidated
Financial Condition and Results of Operations entitled “Financial Condition and Results of Operations of CFC -
Discontinued Finance Operations” for additional information.

(b) We have derived the statutory data from statements filed by our insurance subsidiaries with regulatory authorities and
have prepared the statutory data in accordance with statutory accounting principles, which vary in certain respects from
GAAP.




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF CONSOLIDATED FINANCIAL
CONDITION AND RESULTS OF OPERATIONS.

In this section, we review the consolidated financial condition of Conseco at December 31, 2003, and the consolidated
results of operations for: (i) the four months ended December 31, 2003; (ii) the eight months ended August 31, 2003; and
(iii) the years ended December 31, 2002 and 2001 and, where appropriate, factors that may affect future financial
performance. Please read this discussion in conjunction with the consolidated financial statements and notes included in this
Form 10-K.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Our statements, trend analyses and other information contained in this report and elsewhere (such as in filings by
Conseco with the Securities and Exchange Commission, press releases, presentations by Conseco or its management or oral
statements) relative to markets for Conseco’s products and trends in Conseco’s operations or financial results, as well as
other statements, contain forward-looking statements. Forward-looking statements typically are identified by the use of
terms such as “anticipate,” “believe,” “plan,” “estimate,” “expect,” “praoject,” “intend,” “may,” “will,” “would,”
“contemplate,” “possible,” “attempts,” “seeks,” “should,” “could,” “goal,” “target,” “on track,” “comfortable with,”
“optimistic” and similar words, although some forward-looking statements are expressed differently. You should consider
statements that contain these words carefully because they describe our expectations, plans, strategies and goals and our
beliefs concerning future business conditions, our results of operations, financial position, and our business outlook or they
state other *‘forward-looking’’ information based on currently available information. The ‘‘Risk Factors’” section of this Item
7 provides examples of risks, uncertainties and events that could cause our actual results to differ materially from the
expectations expressed in our forward-looking statements. Assumptions and other important factors that could cause our
actual results to differ materially from those anticipated in our forward-looking statements include, among other things:

9 Gc

e the potential adverse impact of our Predecessor’s Chapter 11 petition on our business operations, and relationships
with our customers, employees, regulators, distributors and agents;

s  our ability to operate our business under the restrictions imposed by our senior bank credit facility or future credit
facilities;

« our ability to improve the financial strength ratings of our insurance company subsidiaries and the impact of recent
rating downgrades on our business;

¢ our ability to obtain adequate and timely rate increases on our supplemental health products including our long-term
care business;

* general economic conditions and other factors, including prevailing interest rate levels, stock and credit market
performance and health care inflation, which may affect (among other things) our ability to sell products and access
capital on acceptable terms, the market value of our investments, and the lapse rate and profitability of policies;

¢ our ability to achieve anticipated synergies and levels of operational efficiencies;

e  customer response to new products, distribution channels and marketing initiatives;

e mortality, morbidity, usage of health care services, persistency and other factors which may affect the profitability of
our insurance products;

s performance of our investments;

e changes in the Federal income tax laws and regulations which may affect or eliminate the relative tax advantages of
some of our products;

e increasing competition in the sale of insurance and annuities;
- o regulatory changes or actions, including those relating to regulation of the financial affairs of our insurance
companies, including the payment of dividends to us, regulation of financial services affecting (among other things)

bank sales and underwriting of insurance products, regulation of the sale, underwriting and pricing of products, and
health care regulation affecting health insurance products;
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s the ultimate outcome of lawsuits filed against us and other legal and regulatory proceedings to which we are subject;
"~ and

e the risk factors or uncertainties listed from time to time in our filings with the Securities and Exchange Commission.

Other factors and assumptions not identified above are also relevant to the forward-looking statements, and if they
prove incorrect, could also cause actual results to differ materially from those projected.

All written or oral forward-looking statements attributable to us are expressly qualified in their entirety by the
foregoing cautionary statement. Our forward-looking statements speak only as of the date made. We assume no obligation
to update or to publicly announce the results of any revisions to any of the forward-looking statements to reflect actual
results, future events or developments, changes in assumptions or changes in other factors affecting the forward-looking
statements.

OVERVIEW

We are a holding company for a group of insurance companies operating throughout the United States that develop,
market and administer supplemental health insurance, annuity, individual life insurance and other insurance products. We
focus on serving the senior and middle-income markets, which we believe are attractive, high growth markets. We sell our
products through three distribution channels: career agents, professional independent producers (some of whom sell one or
more of our product lines exclusively) and direct marketing.

We conduct our business operations through two primary operating segments, based primarily on method of product
distribution, and a third segment comprised of businesses in run-off. Prior to September 30, 2003, we conducted our
insurance operations through one segment. In the fourth quarter of 2003, we implemented changes contemplated in our
restructuring plan to conduct our business through the following segments:

e  Bankers Life, which consists of the businesses of Bankers Life and Casualty and Colonial Penn. Bankers Life and
Casualty markets and distributes Medicare supplement insurance, life insurance, long-term care insurance and fixed
annuities to the senior market through approximately 4,000 exclusive career agents and sales managers. Colonial
Penn markets graded benefit and simplified issue life insurance directly to consumers through television advertising,
direct mail, the internet and telemarketing. Both Bankers Life and Casualty and Colonial Penn market their products
under their own brand names.

o  Conseco Insurance Group, which markets and distributes specified disease insurance, Medicare supplement
insurance, and certain life and annuity products to the senior and middle-income markets through over 500 IMOs
that represent over 9,100 producing independent agents. This segment markets its products under the ‘‘Conseco”’
brand.

e Other Business in Run-off, which includes blocks of business that we no longer market or underwrite and are
managed separately from our other businesses. This segment consists of long-term care insurance sold through
independent agents and major medical insurance.

We also have a corporate segment, which consists of holding company activities and certain noninsurance company
businesses that are not related to our operating segments.

We have restated all historical periods presented in ‘‘Management’s Discussion and Analysis of Financial Condition
and Results of Operations”’ to reflect our new segments.

We emerged from bankruptcy protection under our Plan, which was confirmed pursuant to an order of the Bankruptcy
Court on September 9, 2003, and became effective on September 10, 2003. Upon the confirmation of the Plan, we
implemented fresh start accounting in accordance with SOP 90-7. Our accounting and actuarial systems and procedures are
designed to produce financial information as of the end of a month. Accordingly, for accounting convenience purposes, we
applied the effects of fresh start accounting on August 31, 2003. The activity of the Company for the period September 1,
2003 through September 10, 2003 is therefore included in the Successor’s statement of operations and excluded from the
Predecessor’s statement of operations. We believe the net income impact of the use of the convenience date is immaterial.

In accordance with SOP 90-7, we restated all of our assets and liabilities to their current estimated value, reestablished
shareholders’ equity at the reorganization value determined in connection with our Plan and recorded the portion of the
reorganization value which could not be attributed to specific tangible or identified intangible assets as goodwill. As a result,
our financial statements for periods following August 31, 2003, are not comparable with those prepared before that date.
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For the four months ended December 31, 2003 (the period after our emergence from bankruptcy), net income after
dividends on our convertible exchangeable preferred stock totaled $68.5 million, or 67 cents per diluted share. Results for
the four month period included net after-tax gains of $3.4 million from realized investment gains and venture capital losses.

Despite low ratings and our decisions to discontinue or curtail sales in certain products in order to conserve capital
coming out of bankruptcy, collected premiums in our core products have been relatively stable in the post bankruptcy period.

The past year was a year of transition for us. We continue to focus on the factors that we believe are most important to
achieving our number one business objective — improved ratings for our insurance subsidiaries:

¢  Combined statutory earnings (loss) (a non-GAAP measure) totaled $286.1 million and $(465.0) million in 2003
and 2002, respectively. Included in such earnings (loss) are net realized capital gains (losses), net of income taxes,
of $32.8 million and $(516.1) million in 2003 and 2002, respectively. The 2003 statutory results included several
positive income items resulting from the sale of the GM building in the third quarter, as well as expense reductions
and other operating improvements. '

¢ Combined statutory capital and surplus (a non-GAAP measure) at December 31, 2003, was $1.5 billion, up from
$1.1 billion at year-end 2002.

¢ Combined RBC ratio (a non-GAAP measure) was 287 percent at December 31, 2003, up from 166 percent at year-
end 2002.

Our other major goals for 2004 are to reduce our capital cost, strengthen our balance sheet and improve cur execution
on the basics of our business by:

¢  Further reducing operating expenses and improving the efficiency of our operations across all business functions.
o Continuing our focus on the acquired blocks of long-term care business in the Other Business in Run-off segment,

¢ Consolidating and streamlining our back-office systems to reduce complexity, lower our costs and improve
customer service.

e Expanding our career agent segment (Bankers Life) into new geographic markets.
CRITICAL ACCOUNTING POLICIES

The preparation of financial statements in accordance with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Management has made estimates in the past that we believed to be appropriate but were subsequently revised to reflect
actual experience. If our future experience differs materially from these estimates and assumptions, our results of
operations and financial condition could be affected.

We base our estimates on historical experience and other assumptions that we believe are reasonable under the
circumstances. We continually evaluate the information used to make these estimates as our business and the economic
environment change. The use of estimates is pervasive throughout our financial statements. The accounting policies and
estimates we consider most critical are summarized below. Additional information on our accounting policies is included
in the note to our consolidated financial statements entitled “Summary of Significant Accounting Policies”.
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Critical Accounting Policies Related to our Continuing Business
Investments

At December 31, 2003, the carrying value of our investment portfolio was $22.8 billion. The accounting risks
associated with these assets relate to the recognition of income, our determination of other-than-temporary impairments and
our estimation of fair values.

We defer any fees received or costs incurred when we originate investments. We amortize fees, costs, discounts and
premiums as yield adjustments over the contractual lives of the investments. We consider anticipated prepayments on
structured securities in determining estimated yields on such securities. Adjustments to'yields as a result of actual
prepayments being different than anticipated are recognized as investment income (loss).

When we sell a security (other than trading securities or venture capital investments), we report the difference between
the sale proceeds and the amortized cost (determined based on specific identification) as a realized investment gain or loss.

We regularly evaluate all of our investments for possible impairment based on current economic conditions, credit loss
experience and other investee-specific developments. If there is a decline in a security’s net realizable value that is other than
temporary, the decline is recognized as a realized loss and the cost basis of the security is reduced to its estimated fair value.
During the four months ended December 31, 2003, we recorded $9.6 million of writedowns of fixed maturities, equity
securities and other invested assets as a result of conditions that caused us to conclude a decline in the fair value of the
investments was other than temporary. During the eight months ended August 31, 2003, we recorded writedowns of fixed
maturity investments, equity securities and other invested assets totaling $51.3 million.

If a decline in value is determined to be other than temporary and the cost basis of the security is written down to fair
value, we review the circumstances which caused us to believe that the decline was other than temporary with respect to other
investments in our portfolio. If such circumstances exist with respect to other investments, those investments are also written
down to fair value. Future events may occur, or additional or updated information may become available, which may
necessitate future realized losses of securities in our portfolio. Significant losses in the carrying value of our investments
could have a material adverse effect on our earnings in future periods.

Our evaluation of investments for impairment requires significant judgments to be made, including: (i) the
identification of potentially impaired securities; (ii) the determination of their estimated fair value; and (ii1) assessment of
whether any decline in estimated fair value is other than temporary. Our periodic assessment of whether unrealized losses are
“‘other than temporary’” also requires significant judgment. Factors considered include: (i) the extent to which market value
is less than the cost basis; (ii) the length of time that the market value has been less than cost; (iii) whether the unrealized loss
is event driven, credit-driven or a result of changes in market interest rates; (iv) the near-term prospects for improvement in
the issuer and/or its industry; (v) whether the investment is investment grade and our security analyst’s view of the
investment’s rating and whether the investment has been downgraded since its purchase; (vi) whether the issuer is current on
all payments in accordance with the contractual terms of the investment and is expected to meet all of its obligations under
the terms of the investment; (vii) our ability and intent to hold the investment for a period of time sufficient to allow for any
anticipated recovery; and (viii) the underlying asset and enterprise values of the issuer. If new information becomes available
or the financial condition of the investee changes, our judgments may change resulting in the recognition of a realized
investment loss at that time. At December 31, 2003, our net accumulated other comprehensive income included gross
unrealized losses on investments of $34.5 million; we consider all such declines in estimated fair value to be temporary.

Estimated fair values for our investments are determined based on estimates from nationally recognized pricing
services, broker-dealer market makers and internally developed methods. Our internally developed methods require us to
make judgments about the security’s credit quality, liquidity and market spread.

Below-investment grade securities have different characteristics than investment grade corporate debt securities. Risk
of loss upon default by the borrower is significantly greater with respect to below-investment grade securities than with other
corporate debt securities. Below-investment grade securities are generally unsecured and are often subordinated to other
creditors of the issuer. Also, issuers of below-investment grade securities usually have higher levels of debt and are more
sensitive to adverse economic conditions, such as recession or increasing interest rates, than are investment grade issuers. We
attempt to reduce the overall risk in the below-investment grade portfolio, as in all investments, through careful credit
analysis, strict investment policy guidelines, and diversification by issuer and/or guarantor and by industry.

During the four months ended December 31, 2003, we sold $604.9 million of fixed maturity investments which
resulted in gross realized investment losses (before income taxes) of $7.3 million. During the first eight months of 2003, we
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sold $2.7 billion of fixed maturity investments which resulted in gross realized investment losses (before income taxes) of
$62.4 million. Securities sold at a loss are sold for a number of reasons including but not limited to: (i) changes in the
investment environment; (i) expectation that the market value could deteriorate further; (iii) desire to reduce our exposure to
an issuer or an industry; (iv) changes in credit quality; and (v) our analysis indicating there is a high probability that the
security is other-than-temporarily impaired.

We seck to manage the relationship between the estimated duration of our invested assets and the expected duration of
our insurance liabilities. When the estimated durations of assets and liabilities are similar, exposure to interest rate risk is
minimized because a change in the value of assets should be largely offset by a change in the value of liabilities. A mismatch
of the durations of invested assets and insurance liabilities could have a significant impact on our results of operations and
financial position. See ‘““— Quantitative and Qualitative Disclosures About Market Risks’’ for additional discussion of the
duration of our invested assets and insurance liabilities.

For more information on our investment portfolio and our critical accounting policies related to investments, see the
note to our consolidated financial statements entitled “Investments™.

Value of Policies Inforce at the Effective Date and Cost of Policies Produced

In conjunction with the implementation of fresh start accounting, we eliminated the historical balances of our
Predecessor’s cost of policies purchased and cost of policies produced as of the Effective Date and replaced them with the
value of policies inforce.

The cost assigned to the right to receive future cash flows from contracts existing at August 31, 2003 is referred to as
the value of policies inforce. We also defer renewal commissions paid in excess of ultimate commission levels related to the
existing policies in this account. The balance of this account is amortized, evaluated for recovery, and adjusted for the impact
of unrealized gains (losses) in the same manner as the cost of policies produced described below. We expect to amortize
approximately 10 percent of the December 31, 2003 balance of value of policies inforce in 2004, 10 percent in 2005, 9
percent in 2006, 8 percent in 2007 and 8 percent in 2008,

The cost of policies produced are those costs that vary with, and are primarily related to, producing new insurance
business. These amounts are amortized using the interest rate credited to the underlying policy: (i) in relation to the estimated
gross profits for investment and universal life-type products; or (ii) in relation to future anticipated premium revenue for
other products. The amortization for investment and universal life-type products is adjusted retrospectively when estimates of
current or future gross profits and margins to be realized from a group of products and contracts are revised.

When we realize a gain or loss on investments backing our universal life or investment-type products, we adjust the
amortization to reflect the change in estimated gross profits from the products due to the gain or loss realized and the effect of
the event on future investment yields. We also adjust the cost of policies produced for the change in amortization that would
have been recorded if actively managed fixed maturity securities had been sold at their stated aggregate fair value and the
proceeds reinvested at current yields. We include the impact of this adjustment in accumulated other comprehensive income
(loss) within shareholders’ equity.

At December 31, 2003, the combined balance of the value of policies inforce and cost of policies produced was 33.1
billion. The recovery of these costs is dependent on the future profitability of the related business.

Each year, we evaluate the recoverability of the unamortized balance of the value of policies inforce and the cost of
policies produced. We consider estimated future gross profits or future premiums, expected mortality or morbidity, interest
earned and credited rates, persistency and expenses in determining whether the balance is recoverable. If we determine a
portion of the unamortized balance is not recoverable, it is charged to amortization expense.

The assumptions we use to amortize and evaluate the recoverability of the value of policies inforce and the cost of
policies produced involve significant judgment. A revision to these assumptions could have a significant adverse effect on
our results of operations and financial position.

Goodwill

Upon our emergence from bankruptey, we revalued our assets and liabilities to current estimated fair value and
established our capital accounts at the reorganization value determined in connection with the Plan. We recorded the $1,141.6
million of the reorganization value which could not be attributed to specific tangible or identified intangible assets as
goodwill. Under current accounting rules (which became effective January 1, 2002) goodwill is not amortized but is subject
to an annual impairment test (or more frequently if there is an indication that an impairment may exist). We obtained an
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independent appraisal of our business in connection with the preparation of the Plan which indicated no impairment of our
goodwill existed. However, we cannot assure you that we will not have to recognize impairment charges in the future.

Although the goodwill balance will not be subject to amortization, it will be reduced by future use of our net deferred
income tax assets (including the deferred tax assets associated with tax operating loss carryforwards) existing at August 31,
2003 (which balance was reduced by $189.4 million in the four months ended December 31, 2003). A valuation allowance
has been provided for the remaining balance of such net deferred income tax assets due to the uncertainties regarding their
realization. See ‘‘— Income Taxes’’ below for further discussion.

Income Taxes

Our income tax expense includes deferred income taxes arising from temporary differences between the financial
reporting and tax bases of assets and liabilities, capital loss carryforwards and net operating loss carryforwards. In assessing
the realization of deferred income tax assets, we consider whether it is more likely than not that the deferred income tax
assets will be realized. The ultimate realization of our deferred income tax assets depends upon generating future taxable
income during the periods in which our temporary differences become deductible and before our net operating loss
carryforwards expire. In addition, the use of our net operating loss carryforwards is dependent, in part, on whether the IRS
ultimately agrees with the tax position we plan to take in our current and future tax returns. With respect to the deferred
income tax assets, we assess the need for a valuation allowance on a quarterly basis.

At the time of our emergence from bankruptcy, we established a valuation allowance for the entire balance of net
deferred income tax assets as we believed that the realization of such net deferred income tax assets in future periods was
uncertain. As of December 31, 2003, we continue to believe that the realization of our net deferred income tax asset is
uncertain and continue to maintain a valuation allowance for the entire balance of net deferred income tax assets. We
reached this conclusion after considering the losses realized by the Company in recent years, the uncertainties related to the
tax treatment for the worthlessness of our investment in CFC (which is more fully discussed below), and the likelihood of
future taxable income exclusive of reversing temporary differences and carryforwards. :

As of December 31, 2003, we had approximately $3.6 billion of net operating loss carryforwards (after taking into
account the reduction in tax attributes described in the paragraph which follows and the loss resulting from the worthlessness
of our Predecessor’s investment in CFC discussed below), which expire as follows: $11.2 million in 2004; $4.6 million in
2005; $.2 million in 2006; $5.8 million in 2007; $6.6 million in 2008; $10.5 million in 2009; $4.2 million in 2010; $2.5
million in 2011; $16.0 million in 2012; $43.4 million in 2013; $6.9 million in 2014; $60.4 million in 2016, $41.5 million in
2017; $3,399.5 million in 2018; $.7 million in 2019; $5.5 million in 2020; and $1.0 million in 2022. The timing and manner
in which we will utilize the net operating loss carryforwards in any year or in total may be limited by various provisions of
the Code (and interpretation thereof) and our ability to generate sufficient future taxable income in the relevant carryforward
period.

The Code provides that any income realized as a result of the cancellation of indebtedness (cancellation of debt
income or *“CODI"*) in bankruptcy will reduce certain tax attributes, including net operating loss carryforwards. We realized
an estimated $2.5 billion of CODI when we emerged from bankruptcy. Accordingly, our net operating loss carryforwards
were reduced by $2.5 billion.

The following paragraphs summarize some of the various limitations and contingencies which exist with respect to the
future utilization of the net operating loss carryforwards.

We realized an estimated $5.4 billion tax loss in 2003 as a result of our investment in CFC. In consultation with our
tax advisors and based on relevant provisions of the Code, we intend to treat this loss as an ordinary loss, thereby increasing
our net operating loss carryforward. We have requested a pre-filing examination by the IRS to confirm that this loss should
be treated as an ordinary loss. If the IRS were to disagree with our conclusion and such determination ultimately prevailed,
the loss would be treated as a capital loss, which would only be available to reduce future capital gains for the next 5 years.
The procedures related to the pre-filing examination are in process, but are not expected to be completed before August 2004,

The Code limits the extent to which losses realized by a non-life entity (or entities) may offset income from a life
insurance company (or companies) to the lesser of: (i) 35 percent of the income of the life insurance company; or (ii) 35
percent of the total loss. There is no limitation with respect to the ability to utilize net operating losses generated by a life
insurance company. Subsequent to our emergence from bankruptcy, we reorganized certain of our subsidiaries to improve
their capital position and, as a result, the loss related to CFC was realized by a life insurance company. Accordingly, we
believe the loss should be treated as a life insurance loss and would not be subject to the limitations described above.
However, if the IRS were to disagree with our conclusion and such determination ultimately prevailed, the loss related to
CFC would be subject to the limitation described in the first sentence of this paragraph.
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The timing and manner in which we will be able to utilize some or all of our net operating loss carryforward may be
limited by Section 382 of the Code. Section 382 imposes limitations on a corporation’s ability to use its net operating losses
if the company undergoes an ownership change. Because we underwent an ownership change pursuant to our reorganization,
we have determined that this limitation applies to us. In order to determine the amount of this limitation we must determine
how much of our net operating loss carryforward relates to the period prior to our emergence from bankruptcy (which amount
will be subject to the Section 382 limitation) and how much relates to the period after emergence (which amount will not be
subject to the Section 382 limitation). Pursuant to the Code, we may: (i) allocate the current year tax loss on a pro rata basis
to determine earnings (loss) post- and pre-emergence; or (ii) specifically identify transactions in each period and record them
in the period in which they actually occurred. We intend to elect the latter, which we believe will result in a substantial
portion of the loss related to CFC being treated as post-emergence and therefore not subject to the Section 382 limitation.
Any losses that are subject to the Section 382 limitation will only be utilized by us up to approximately $140 million per
year, with any unused amounts carried forward to the following year.

The reduction of any portion of our deferred income tax valuation allowance (including the deferred tax assets
associated with net operating loss carryforwards) existing as of August 31, 2003, will be accounted for as a reduction of
goodwill when eliminated pursuant to SOP 90-7. If all goodwill is eliminated, any additional reduction of the valuation
allowance existing at August 31, 2003 will be accounted for as a reduction of other intangible assets until exhausted and
thereafter as an addition to paid-in-capital. Goodwill was reduced by $189.4 million during the four months ended December
31, 2003 due to a reduction in the valuation allowance for net deferred income tax assets established at the Effective Date.

Liabilities for Insurance Products

At December 31, 2003, the total balance of our liabilities for insurance and asset accumulation products was $24.8
billion. These liabilities are often payable over an extended period of time and the profitability of the related products is
dependent on the pricing of the products and other factors. Differences between our expectations when we sold these
products and our actual experience could result in future losses.

We calculate and maintain reserves for the estimated future payment of claims to our policyholders based on actuarial
assumptions. For our supplemental health insurance business, we establish an active life reserve plus a liability for due and -
unpaid claims, claims in the course of settlement and incurred but not reported claims, as well as a reserve for the present
value of amounts not yet due on claims. Many factors can affect these reserves and liabilities, such as economic and social
conditions, inflation, hospital and pharmaceutical costs, changes in doctrines of legal liability and extra-contractual damage
awards. Therefore, the reserves and liabilities we establish are necessarily based on extensive estimates, assumptions and
historical experience. Establishing reserves is an uncertain process, and it is possible that actual claims will materially exceed:
our reserves and have a material adverse effect on our results of operations and financial condition. Our financial results
depend significantly upon the extent to which our actual claims experience is consistent with the assumptions we used in
determining our reserves and pricing our products. If our assumptions with respect to future claims are incorrect, and our
reserves are insufficient to cover our actual losses and expenses, we would be required to increase our liabilities, which
would negatively affect our operating results.

Liabilities for insurance products are calculated using management’s best judgments of mortality, morbidity, lapse
rates, investment experience and expense levels that are based on our past experience and standard actuarial tables.
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In accordance with SOP 90-7, the Successor established insurance liabilities and an asset for the value of policies
inforce at the Effective Date using current assumptions..Adjustments to the Predecessor’s liabilities for insurance and asset
accumulation products as of August 31, 2003 are summarized below (dollars in millions):

Predecessor © Fresh start Successor
balance sheet adjustments ‘balance sheet -
Liabilities for insurance and asset accumulation products:
Traditional and limited payment products: ) ‘
Traditional life insurance products........c..ccoeveevevienrerreviesueceeresennenenes $1,885.3 $ 3203 $ 2,205.6
Limited pay annuities.........ccoeovireveererenririieneieneieneeseereseonecesieneonennes 880.0. 140.0 1,020.0
Individual accident and health ........c..ccovviveiinciiiii e 5,245.8 1,887.9 7,133.7
Group life and health.......c...ocooiviiiinic e 692.0 136.7 828.7
Uneamned premitms ........ocoviiiiniiinirnceesncsnene 3.3 - 33
Total liabilities for traditional and limited payment products...... 8,706.4 : 24849 11,191.3
Interest-sensitive products: : '
INVESHMENT CONITACES o..ivivieiiee et te st e et e e s e eeteseeenons 8,489.8 132.9 8,622.7
Universal life-type products ..........cicoeccorecrinrcrononenenerecne e 3.994.6 _(154) 3,979.2
Total liabilities for interest-sensitive products...........co..ccoceevene. 12,484.4 117.5 12.601.9
Other liabilities for insurance and asset accumulation products: ,
Separate accounts and investment trusts ...........ocovvivirrencrieneiinnnninns 87.7 - 87.7
Claims payable and other policyholder funds ..........c.ocovvveeviinnnenn, 897.1 (10.3) 886.8
Total other liabilities for insurance and asset accumulation :
PIOAUCES 1.t s 984.8 . (10.3) 974.5

Total liabilities for insurance and asset accumulation products................... $22,175.6 $2,592.1 $24,767.7

-The following provides explanations for the fresh-start adjustment to insurance liabilities related to our insurance
inforce at the Effective Date:

Traditional insurance and limited pay products

In accordance with Statement of Financial Accounting Standards No. 60, ‘‘Accounting and Reporting by Insurance
Enterprises’” and Statement of Financial Accounting Standards No. 97, *“Accounting and Reporting by Insurance Enterprises
for certain Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments®” (‘‘SFAS 97°°), the
Predecessor used the original actuarial assumptions determined when traditional long-duration and limited payment insurance
contracts were issued in determining liability calculations through the fresh start date, provided the resulting liabilities were
adequate to provide for future benefits and expenses under the related contracts. This accounting principle is referred to as the
“‘lock in”” principle and is only applicable to traditional insurance and limited pay products. The use of assumptions that are
locked in at the time of issue means that absent loss recognition, the same assumptions are used in accounting for a particular
block of business unless the block is subject to purchase or fresh start accounting.

At the Effective Date, the Successor established insurance liabilities at the present value of future benefits and
expenses associated with the policies, by using current best-estimate assumptions with provisions for adverse deviation. Such
assumptions include estimates as to investment yields, mortality, morbidity, withdrawals, lapses and maintenance expenses.
The current best-estimate assumptions for these blocks of business differ from the original actuarial assumptions determined
when the business was acquired or issued as further described in the following paragraphs.

Due to the current interest rate environment and the requirement to mark the value of the investment portfolio to
market, we changed our assumptions related to future investment earnings. The weighted average expected yield on our
investment portfolio decreased to approximately 5.6 percent at the Effective Date from 6.7 percent at December 31, 2002.
Approximately $.9 billion of the fresh-start increase to insurance liabilities is the result of changes in future expected
investment earnings. ‘ T

The performance of our long-term care business (especially the acquired block originally sold through independent
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agents) has generally been unfavorable relative to the Predecessor’s assumptions established when these blocks of business
were acquired. For example, variance in actual versus estimated morbidity, lapses and expenses have been unfavorable to
original assumptions. Approximately $1.4 billion of the increase to insurance liabilities is the result of changes in non-interest
assumptions for our long-term care policies. Our assumption changes for long-term care business included: (i) changes in
morbidity assumptions from estimates made when the business was acquired to recent Company experience; (it) changes in
mortality assumptions related to certain blocks of this business from the 1958 and 1980 Commissioners Standard Ordinary
Mortality table to the 1983 Group Annuity Mortality table; and (iii) changes in ultimate lapse ratios from a range of
approximately 3 percent to 5.5 percent prior to the adoption of fresh start accounting to a range of 2 percent to 3.5 percent.

Interest-sensitive products subject to requirements of SFAS 97

The insurance liability for asset accumulation products (such as deferred annuities and universal life products) is
generally equal to current policyholder account balances. These balances generally do not change as a result of the adoption
of fresh start accounting. The fresh-start adjustment to insurance liabilities for interest-sensitive products primarily results
from: (i) the adoption of SOP 03-01 as of the Effective Date; and (ii) certain Predecessor insurance liabilities that were
different from the present value of estimated future benefits as of August 31, 2003.

The adoption of SOP 03-01 as of the Effective Date required a change in methodology regarding persistency bonuses
provided to policyholders who continue to keep their policies inforce for a stated period of time. The Predecessor recognized
the cost of this benefit over the period prior to the time the benefit is credited in proportion to estimated gross profits and
assumed a certain number of policies would terminate before the benefit was credited. Under SOP 03-01, the cost for such
benefits is recognized ratably over the period prior to the time the benefit is credited without assuming policy terminations.
Insurance liabilities increased by approximately $.1 billion as a result of the adoption of SOP 03-01.

In addition, the insurance liabilities for certain Predecessor insurance liabilities were different than the present value of
estimated future benefits as of the Effective Date.

The Predecessor had previously established an insurance liability related to certain business, to recognize the future
loss expected to be recognized for the former practice of reducing the cost of insurance charges to amounts below the level
permitted under the provisions of the policy. The Predecessor amortized this liability into income in proportion to estimated
gross profits on the business, consistent with SFAS 97 requirements for unearned revenues. The Predecessor had previously
decided to discontinue the practice of providing this nonguaranteed benefit. Accordingly, the remaining insurance liability
established for this benefit was no longer required at August 31, 2003 resulting in a $.1 billion reduction to reserves in
conjunction with our adoption of fresh-start accounting.

The liabilities established for our equity-indexed annuity products (including the value of options attributable to
policyholders for the estimated life of the annuity contract and accounted for as embedded derivatives) are established
pursuant to different accounting rules than other interest-sensitive products. At the Effective Date, the present value of
estimated future benefits for our equity-indexed products exceeded the value of the Predecessor’s liabilities by $.2 billion,
resulting in a fresh-start adjustment.

Liabilities for Loss Contingencies Related to Lawsuits and Our Guarantees of Bank Loans and Related Interest
Loans

We are involved on an ongoing basis in lawsuits relating to our operations, including with respect to sales practices,
and we and current and former officers and directors are defendants in pending class action lawsuits asserting claims under
the securities laws and in derivative lawsuits. The ultimate outcome of these lawsuits cannot be predicted with certainty. We
recognize an estimated loss from these loss contingencies when we believe it is probable that a loss has been incurred and the
amount of the loss can be reasonably estimated. However, it is difficult to measure the actual loss that might be incurred
related to litigation. The uitimate outcome of these lawsuits could have a significant impact on our results of operations and
financial position.

In conjunction with the Plan, $481.3 million principal amount of bank loans made to certain former directors and
certain current and former officers and key employees to enablé them to purchase common stock of Old Conseco were
transferred to the Company. These loans had been guaranteed by Old Conseco. We received all rights to collect the balances
due pursuant to the original terms of these loans. In addition, we hold loans to participants for interest on the bank loans
which total approximately $220 million. The former bank loans and the interest loans are collectively referred to as the
“0&0 loans.” We regularly evaluate the collectibility of these loans in light of the collateral we hold and the
creditworthiness of the participants. At December 31, 2003, we have estimated that approximately $51.0 million of the D&O
balance (which is included in other assets) is collectible (net of the cost of collection). An allowance has been established to
reduce the recorded balance of the D&O loans to this balance. '
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Pursuant to the settlement that was reached with the Official Committee of the Trust Originated Preferred Securities
(“TOPrS”). Holders and the Official Committee of Unsecured Creditors in the Plan, the former holders of TOPtS (issued by
Old Conseco’s subs:dlary trusts and eliminated in our reorganization) who did not opt out of the bankruptcy settlement, will
be entitled to receive 45 percent of any proceeds from the collection of certain D&O loans in an aggregate amount not to
exceed $30 million. We have established a liability of $23.1 million (which is included in other liabilities), representing our
estimate of the amount which will be paid to the former holders of TOPrS pursuant to the settlement.

RISK FACTORS

Conseco and its businesses are subject to a number of risks including general business and financial risk factors. Any
or all of such factors, which are enumerated below, could have a material adverse effect on the business, financial condition
or results of operations of Conseco. Also see “Cautionary Statement Regarding Forward-Looking Statements” above.

Our recent bankruptcy may continue to disrupt our operations and hamper our efforts to restore confidence in the
“Conseco” brand, which may contribute to lower sales, increased agent attrition and policyholder lapses and
redemptions.

The announcement of our intention to seek a restructuring of our capital in August 2002 and our subsequent filing of
bankruptcy petitions in December 2002 caused significant disruptions in our operations. We believe that adverse publicity in
national and local media concerning our distressed financial condition and disputes with former members of our management
caused sales of our insurance products to decline and policyholder lapses and redemptions to increase. For example, our total
premium collections decreased 8.4 percent to $4,180.9 million for the year ended December 31, 2003, compared to 2002. In
addition, withdrawals from annuities and other investment-type products exceeded deposits received by $615.4 million
during the year ended December 31, 2003. In addition, we experienced increased agent attrition, which in some cases led us
to increase agents’ commissions or sales incentives in order to retain agents. For example, the number of producing agents
selling products through the Conseco Insurance Group segment decreased by approximately 45 percent to 9,100 at December
31, 2003 compared to a year earlier. The number of career agents selling products through the Bankers Life segment
remained at approximately 4,000 throughout 2003. We implemented agent sales incentive programs to retain the career
agency force during periods of negative media coverage, decreased ratings and increased competitive activity from agents
selling competitors’ products. The total cost for the agent incentive programs during 2003 was $17 million.- While we

cannot quantify with specificity the portion of these adverse changes that were caused by our distressed financial condition
and the associated negative publicity, we believe that these events contributed significantly to these frends. Although we
believe that the successful completion of the bankruptcy and our continuing restructuring efforts will reverse these trends and
will enable us to restore confidence in the “Conseco” brand among customers, agents, regulators and our other constituencies,
we only recently emerged from bankruptcy and there have not yet been any significant improvements in these trends, It may
take several quarters of operating results following our emergence to determine the extent of our 0perat10nal and reputational
recovery from these events. .

Legal proceedings that arose in the context of our bankrilptcy may continue to disrupt our operations and hamper
our efforts to restore confidence in the “Conseco” brand, which may negatively impact our financial results and
liquidity.

We continue to be involved in various legal proceedings that arose in the context of our restructuring. For example,
since our August 2002 announcement that we would seek to restructure our capital, we and/or our Predecessor and several of
our former, and in some instances current, officers and directors have been named as defendants in lawsuits, including class
action lawsuits, alleging, among other things, securities fraud and breaches of fiduciary duty under ERISA. While the
Company was discharged from pre-petition obligations, it still owes indemnity to certain officers and directors. Our ultimate
financial exposure on this indemnity may be limited by the availability of insurance, but not all of the cases relating to
periods prior to our bankruptcy are so limited and we cannot predict with certainty what our ultimate liability in such cases
may be.

We are also involved in, and have been subject to subpoena with respect to, federal and/or state mvestlgatlons relating
to the marketing of variable annuities by our Predecessor’s former indirect subsidiary, Conseco Variable Insurance Company,
and the accounting for certain interest-only securities by our Predecessor’s finance subsidiary, which was sold in connection
with our reorganization. We have also commenced litigation against certain of our former officers and directors in
connection with our efforts to collect amounts outstanding under our Predecessor’s director and officer loan programs.

We believe that adverse publicity i'n' national and local media concerning the above proceedings may hamper our
efforts to restore confidence in the “Conseco” brand, and impose impediments to our customers’ willingness to continue to
buy our products and our ability to attract new customers. Similarly, the adverse publicity concerning these proceedings may
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make it more difficult for us to attract and retain agents and independent marketing organizations to market our products.
While we believe that these events have affected, and may continue to affect, our customers” and agents’ willingness to do
business with us, we cannot quantify the extent of these effects with specificity. See “ltem 3. Legal Proceedings”.

A failure to improve and maintain the financial strength ratings of our insurance subsidiaries could cause us to
experience lower sales, increased agent attrition and increased policyholder lapses and redemptions.

An important competitive factor for our insurance subsidiaries is the ratings they receive from nationally recognized
rating organizations. Agents, insurance brokers and marketing companies who market our products and prospective
purchasers of our products view ratings as an important factor in determining which insurer’s products to market or purchase.
This is especially true for annuity, interest-sensitive life insurance and long-term care products. Our insurance companies’
financial strength ratings were downgraded by all of the major rating agencies beginning in July 2002 in connection with the
financial distress that ultimately led to our Predecessor’s bankruptcy. The current financial strength ratings of our insurance
subsidiaries from A.M. Best, S&P and Moody’s are “B (Fair)”, “BB—"and “Ba3”, respectively, except that the current,
financial strength ratings of Conseco Senior Health Insurance Company from A.M. Best, S&P and Moody’s are “B (Fair)”,
“CCC” and “Caal”, respectively. A “B” rating from A.M. Best is the seventh highest of 16 possible ratings. A “BB-* rating
from S&P is the thirteenth highest of 21 possible ratings, and a “CCC” rating from S&P is the eighteenth highest of 21
possible ratings. A “Ba3” rating from Moody’s is the thirteenth highest of 21 possible ratings, and a “Caal” rating from
Moody’s is the seventeenth highest of 21 possible ratings. Most of our competitors have higher financial strength ratings and
we believe it is critical for us to improve our ratings to be competitive. The lower ratings assigned to our insurance
subsidiaries were one of the primary factors causing sales of our insurance products to decline and policyholder redemptions
and lapses to increase during 2002 and 2003. We also experienced increased agent attrition, which in some cases led us to
increase commissions or sales incentives in an effort to retain them. These events have had a negative effect on our ability to
market our products and attract and retain agents, which in turn has negatively affected our financial results.

Our Plan contemplated that our insurance subsidiaries would achieve an “A” category rating from A.M. Best
approximately by the end of 2004. In order to achieve this rating, we believe that we will have to demonstrate to the rating
agencies a sustained improvement in our financial results, a lower debt to total capital ratio, and improved risk-based capital
ratios of our insurance subsidiaries. If we fail to achieve and maintain an *“A” category rating from A.M. Best, sales of our
insurance products could fall further, we may face further defections among our independent and career sales force, and
existing policyholders may redeem or allow their policies to lapse, adversely affecting our financial results. If we experience
a ratings downgrade from our current ratings, our product sales would likely decline significantly, we would likely
experience substantial defections among our independent and career sales force, and our existing policyholders would likely
redeem or atlow their policies to lapse at higher rates. In addition, events that may cause the ratings agencies to downgrade
our financial strength ratings may also cause us to be in breach of covenants under our senijor credit facility, which would
entitle our lenders to accelerate these borrowings. We presently do not have sufficient liquidity to repay these borrowings if
‘they were to be accelerated, and we cannot assure you that we would have such liquidity in the future or that we would be
able to borrow money from other lenders to enable us to refinance these loans. If that is not possible, we may be forced to
seek bankruptcy protection again.

Our senior credit facility may restrict our ability to engage in activities that may be beneficial to our future growth
and profitability.

We continue to have significant indebtedness after our emergence from bankruptcy. The following chart contains the
aggregate amount of our debt payment obligations, including estimated interest, for each of the next five years (dollars in
millions):

5 Year

2004 2005 12006 2007 2008 total
Scheduled principal payments ....... $53.0 $53.0 $103.0 $153.0 $153.0 $515.0
Projected interest payments ........... 107.2 101.3 97.1 88.1 76.2 469.9
Total debtservice....c.oooovvvrricnnn. - $160.2 $1543  $200.% $241.1 $229.2 39849

As of December-31, 2003 our debt to total capital ratio was 32 percent. This ratio is higher than the ratio of most of
our competitors. In order to raise our financial strength ratings, we will need to improve this ratio by lowering our
indebtedness, increasing our equity capital or through a combination of both.

S&P arid Moody’s have assigned ratings on our senior secured debt of “B- (Weak)” and “Caal (Véry Poor)”,
respectively: -In S&P’s view, an obligation rated “B- is more vulnerable to nonpayment, but the obligor currently has the
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capacity to meet its commitment on the obligation. S&P has a total of 22 separate categories in which to rate senior debt,
ranging from “AAA (Extremely Strong)” to “D (Payment Default)”. A “B- rating is the seventeenth highest rating. In
Moody’s view, an obligation rated “Caa” is of poor standing and may be in default, or there may be present elements of
danger with respect to principal or interest. Moody’s has a total of 21 separate categories in which to rate senior debt,
ranging from “Aaa (Exceptional)” to “C (Lowest Rated)”. A “Caa” rating is the seventeenth highest rating. Our current
senior debt ratings may restrict our access to capital, and therefore our ability to refinance our outstanding debt.

We intend to consider from time to time various strategic alternatives to enhance shareholder value, including but not
limited to acquisitions, dispositions, business combinations, joint ventures and strategic alliances. Our ability to enter into
these types of transactions is generally limited by the terms of our senior credit facility, even if we believe that a specific
transaction would contribute to our future growth and profitability. If we do enter into a strategic transaction, that transaction
may cause our indebtedness to increase, may not result in the benefits we anticipate or may cause us to incur greater costs or
suffer greater disruptions in our business than we anticipate, and could therefore negatively impact our business and
operating results.

If we fail to meet or maintain various covenants and financial ratios under our senior credit facility, our lenders
are entitled to accelerate the repayment of these loans; if the loans are accelerated and we do not have sufficient
" liquidity to repay them, we may be forced to seek bankruptcy protection again.

Our senior credit facility imposes a number of covenants and financial ratios that we must meet or maintain. For
example, we must:

+ have earnings before interest, taxes, depreciation and amortization of greater than or equal to $490 million for the
two quarters ended March 31, 2004, and increasing over time to $1,296.0 million for the four quarters ending
March 31, 2010 (such amount was approximately $290 million for the one quarter period ended December 31,
2003);

o have a debt to total capitalization (excluding unrealized gains (losses)) ratio of .356 to 1.0 or less at December 31,
2003 with such ratio decreasing over time to .20 to 1.0 at June 30, 2008 and remaining level thereafter, At
December 31, 2003, such ratio was .334 to 1.0;

» have an interest coverage ratio of greater than 1.0 to 1.0 for the quarter ending December 31, 2003 and increasing
over time to 4.50 to 1.0 for the four quarters ending December 31, 2009 and remaining level thereafter. Such ratio
was greater than 1.25 to 1.0 for the quarter ending December 31, 2003.

Although we believe we are on track to meet and/or maintain these covenants and financial ratios, our ability to do so
may be affected by events outside of our control. If we default under these requirements, the lenders could declare all
outstanding borrowings immediately due and payable, the aggregate amount of which is $1.3 billion as of December 31,
2003. We presently do not have sufficient liquidity to repay these borrowings if they were to be accelerated, and we cannot
assure you that we would have such liquidity in the future or that we would be able to borrow money from other lenders to
enable us to refinance these loans. Accordingly, if we default under these requirements and the loans are accelerated, we may
be forced to seek bankruptcy protection again.

Our ability to meet our obligations may be constrained by our subsidiaries ability to distribute cash to us.

Conseco and CDOC, Inc. (“CDOC”), our wholly owned subsidiary and a guarantor under the senior credit facility, are
holding companies with no business operations of their own. As a result, they depend on their operating subsidiaries for cash
to make principal and interest payments on debt, and to pay administrative expenses and income taxes. The cash they receive
from insurance subsidiaries consists of dividends and distributions, principal and interest payments on surplus debentures,
fees for services, tax-sharing payments, and from our non-insurance subsidiaries, loans and advances. A deterioration in the
financial condition, earnings or cash flow of the significant subsidiaries of Conseco or CDOC for any reason could limit their
ability to pay cash dividends or other disbursements to Conseco and CDOC, which, in turn, would limit the ability of
Conseco and CDOC to meet debt service requirements and satisfy other financial obligations, including payment of any cash
dividends with respect to our preferred stock. :

The ability of our insurance subsidiaries to pay dividends is subject to state insurance department regulations and is
based on the financial statements of our insurance subsidiaries prepared in accordance with statutory accounting practices
prescribed or permitted by regulatory authorities, which differ from GAAP. These regulations generally permit dividends-to
be paid from statutory earned surplus of the insurance company for any 12-month period in amounts equal to the greater of]
or in a few states, the lesser of: . o




e statutory net gain from operations or statutory net income for the prior year; or
« 10 percent of statutory capital and surplus as of the end of the preceding year.

Any dividends in excess of these levels require the approval of the director or commissioner of the applicable state
insurance department. The following table sets forth the aggregate amount of dividends and other distributions that our
insurance subsidiaries would have been able to pay to us in each of the last two fiscal years without obtaining specific
approval from state insurance regulators, assuming that the Texas consent order released in November 2003 had not been in
effect (dollars in millions):

003 2002

DIVIBEIAS 1ttt ettt es et s et et ebeesa e eses s $340.6 $230.8
Surplus debenture interest 52.1 56.0
Total that was available tobe paid ..o 392.7 $286.8

The results of operations of our insurance business will decline if our premium rates are not adequate or if we are
unable to obtain regulatory approval to increase rates.

We set the premium rates on our health insurance policies based on facts and circumstances known at the time we
issue the policies and on assumptions about numerous variables, including the actuarial probability of a policyholder
incurring a claim, the probable size of the claim, maintenance costs to administer the policies and the interest rate earned on
our investment of premiums. In setting premium rates, we consider historical claims information, industry statistics, the rates
of our competitors and other factors, but we cannot predict with certainty what the actual claims on our products will be. If
our actual claims experience proves to be less favorable than we assumed and we are unable to raise our premium rates, our
financial results may be adversely affected.

Most of our supplemental health policies allow us to increase premium rates when warranted by our actual claim
experience. Such rate increases must be approved by the applicable state insurance departments, and we are required to
submit actuarial claims data to support the need for the rate increases. The re-rate application and approval process on
supplemental health products is a normal recurring part of our business operations and reasonable rate increases are typically
approved by the state departments provided that they are supported by actual claim experience and are not unusually lerge in
either dollar amount or percentage increase. For policy types on which rate increases are a normal recurring event, our
estimates of insurance liabilities assume we will be able to raise rates if the blocks warrant such increases in the future.

The loss ratios for our long-term care products included in the Other Business in Run-off segment have increased in
recent periods and exceeded 103 percent during the four months ended December 31, 2003. We will-have to raise rates or
take other actions with respect to.some of these policies or this business will continue to be unprofitable and our financial
results will be adversely affected. During 2002 and 2003, we filed for and received approval on rate increases totaling $44
million and $37 million, respectively, relating to this long-term care business that had approximately $400 million of
collected premium.

We review the adequacy of our premium rates regularly and file proposed rate increases on our products when we
believe existing premium rates are too low. It is possible that we will not be able to obtain approval for premium rate
increases from currently pending requests or requests filed in the future. If we are unable to raise our premium rates because
we fail to obtain approval for a rate increase in one or more states, our net income may decrease. Moreover, in some instances
our ability to exit unprofitable lines of business is limited by the guaranteed renewal feature of the policy. In that situation
we cannot exit the business without regulatory approval, which may require that we continue to service certain products at a
loss for an extended period of time. For example, most of our long-term care business is guaranteed renewable, meaning we
cannot terminate these policies without regulatory approval. Therefore, without approval of necessary rate increases, we may
have no other option but to operate this business at a loss for an extended period of time.

If we are successful in obtaining regulatory approval to raise premium rates, the increased premium rates may reduce
the volume of our new sales and cause existing policyholders to allow their policies to lapse. This could result in significantly
higher claim costs as a percentage of premiums if healthier policyholders who can get coverage elsewhere allow their policies
to fapse, while policies related to less healthy policyholders continue in force. This would reduce our premium income and
profitability in future periods. Increased lapse rates also could require us to expense all or a portion of the value of policies .
inforce and/or the cost of policies produced relating to lapsed policies in the period in which those policies lapse, adversely
affecting our financial results in that period.

37




On home health care policies issued in certain areas of Florida and other states, payments for the benefit of
policyholders have exceeded the premiums we receive by a significant amount. We are currently aggressively seeking rate
increases and pursuing other actions on many of these long-term care policies. Some states have regulatory provisions that
may allow non-renewal of guaranteed renewable policies in cases of extreme financial distress of the insurer. To date; we
have not received any regulatory relief under any of these provisions relating to its troubled long-term care business.

The limited historical claims experience on our long-term care products could negatively impact our operations if .
our estimates prove wrong and we have not adequately set premium rates.

In setting premium rates, we consider historical claims information and other factors, but we cannot predict with
certainty what the actual claims on our products will be. This is particularly true in the context of setting premium rates on
our long-term care insurance products, for which we have relatively limited historical claims experience. Long-term care
products tend to have lower frequency of claims than other health products such as Medicare supplement or specified disease,
but when claims are incurred on long-term care policies they tend to be much higher in dollar amount. Also, long-term care
products have a much longer tail, meaning that claims are incurred much later in the life of the policy, than other
supplemental heaith products. As a result of these product traits, longer historical experience is necessary in order to price
products appropriately.

Our Bankers Life segment has offered long-term care insurance since 1985. Bankers Life’s experience on its long-
term care blocks has generally been within its pricing expectations. Qur acquired blocks of long-term care insurance
included in the Other Business in Run-off segment were acquired through acquisitions completed in 1996 and {997. The
majority of the business was written between 1990 and 1997. The experience on these acquired blocks has generally been
worse than the acquired companies’ original pricing expectations. We have requested and received approval for numerous
premium rate increases in recent years on these blocks. Even with the various rate increases, these blocks experienced loss
ratios of 103 percent in the four months ended December 31, 2003, 170 percent in the eight months ended August 31, 2003,
139 percent in 2002 and 96 percent in 2001, 1f future claims experience proves to be worse than anticipated as our long-term
care blocks continue to age, our financial results could be adversely affected.

Qur reserves for future insurance policy benefits and claims may prove to be inadequate, requiring us to increase
liabilities and resulting in reduced net income and shareholders’ eqitity.

We calculate and maintain reserves for the estimated future payment of claims to our policyholders based on
assumptions made by our actuaries. -For life insurance business, our limit of risk retention for each policy is generally $.8
million or less; amounts above $.8 million are'ceded to reinsurers. For our health insurance business, we establish an active
life reserve plus a liability for due and unpaid claims, claims in the course of settlement, and incurred but not reported claims,
as well as a reserve for the present value of amounts on claims not yet due. For our long-term care insurance business, we
establish reserves based on the same assumptions and estimates of factors that we consider when we set premium rates. Many
factors can affect these reserves and liabilities, such as economic and social conditions, inflation, hospital and pharmaceutical
costs, regulatory actions, changes in doctrines of legal liability and extra-contractual damage awards. Therefore, the reserves
and liabilities we establish are necessarily based on estimates, assumptions and prior years’ statistics. Establishing reserves is
an uncertain process, and it is possible that actual claims will materially exceed our reserves and have a material adverse .
effect on our results of operations and financial condition. We have recently incurred significant losses which have exceeded
our expectations as a result of actual claim costs and persistency of our long-term care business included in the Other
Business in Run-off segment. For example, we increased claim reserves by $130 million during 2002 and $85 million during
the eight months ended August 31, 2003 as a result of adverse developments and changes in our estimates of ultimate claims -
for these products. Our financial performance depends significantly upon the extent to which our actual claims experience is
consistent with the assumptions we used in setting our reserves and pricing our policies. If our assumptions with respect to -
future claims are incorrect, and our reserves are insufficient to cover our actual losses and expenses, we would be required to
increase our liabilities and it could result in a default under our senior credit facility. T




Recently enacted and pending or future legislation could adversely affect the financial performance of our
_ insurance operations.

During recent years, the health insurance industry has experienced substantial changes, including those caused by
healthcare legislation. Recent federal and state legislation and legislative proposals relating to healthcare reform contain
features that could severely limit or eliminate our ability to vary our pricing terms or apply medical underwriting standards
with respect to individuals, which could have the effect of increasing our loss ratios and have an adverse effect on our
financial results. In pamcular Medicare reform and legislation concernmg prescription drugs could affect our ability to price
or sell our products or mamtam our blocks in force.

Proposals currently pending in Congress and some state legislatures may also affect our financial results. These
proposals include the implementation of minimum consumer protection standards for inclusion in all long-term care policies,
including: guaranteed premium rates; protection against inflation; limitations on waiting periods for pre-existing conditions;
setting standards for sales practices for long-term care insurance; and guaranteed consumer access to information about
insurers (including lapse and replacement rates for policies and the percentage of claims denied). Enactment of any of these
proposals could adversely affect our financial results. :

Tax law changes could adversely affect our insurance product sales and profitability.

We sell deferred annuities and certain life insurance products which we believe are attractive to purchasers, in part,
because policyholders generally are not subject to United States Federal income taxes on increases in policy values until
some form of distribution is made. Recently, Congress enacted legislation to lower marginal tax rates, reduce the federal
estate tax gradually over a ten-year period, with total elimination of the federal estate tax in 2010, and increased contributions
which may be made to individual retirement accounts and 401(k) accounts. While these tax law changes will expire at the
beginning of 2011 absent future congressional action, they could in the interim diminish the appeal of our annuity and life
insurance products since the benefit of tax deferral is not as great if tax rates are lower and because fewer people may
purchase these products if they are able to contribute more money to individual retirement accounts and 401(k) accounts.
Additionally, Congress has considered, from time to time, other possible changes to the U.S. tax laws, including elimination
of the tax deferral on the accretion of value within certain annuities and life insurance products, which would make these
products less attractive to prospective purchasers and therefore likely to reduce our sales of these products.

Our results of operations may be negatively impacted if we are unable to achieve the goals of the initiatives we have
undertaken with respect to the restructuring of our principal insurance businesses.

Our Conseco Insurance Group segment has experienced declining sales and expense levels that exceed product
pncmg We have adopted several initiatives designed to improve these operations, including focusing sales efforts on higher
margin products; reducing operating expenses by eliminating or reducing the costs of marketing certain products; personnel
reductions and streamlined administrative procedures; increasing retention rates on our more profitable blocks of inforce
business; stabilizing the profitability of the long-term care block of business in run-off sold through independent agents
through premium rate increases, improved claim adjudication procedures and other actions as necessary; and combining
certain legal insurance entities to improve the efficient use of capital and eliminate the costs of separate financial reporting
requirements, Conseco Insurance Group has 23 separate policy administration systems for its three main lines of business:
life, health and annuities. Many of these redundancies, which our current initiatives are intended to address, result from the
substantial number of acquisitions undertaken by our Predecessor. Between 1982 and 1997, our Predecessor completed 19
transactions involving the acquisition of 44 separate insurance companies. Our future-performance depends, in part, on our
ability to successfully integrate these prior acquisitions. This process of integration may involve unforeseen expenses,
complications and delays, including, among other things, further difficulties in integrating the systems and operations of the
acquired companies, and our current initiatives may be inadequate to address such issues. In addition, some of our initiatives
have only recently been adopted, and we cannot assure you that they will be successfully implemented. Our initiatives
include the elimination of duplicate processing systems by converting all similar business currently accounted for on multiple
systems to a single system, We expect to spend over $35 million on capital expenditures in 2004 (including amounts related
to these initiatives). Even if we are able to successfully implement these measures, we cannot assure you that these measures
alone will improve our results of operations.

Our investment portfolio is subject to several risks which may diminish the value of our invested assets and
negatively impact our profitability.

The values of the assets in our investment portfolio are subject to numerous factors, which are difficult to predict, and
are in many instances beyond our control. These factors include, but are not limited to, the following:
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¢ Changes in interest rates can reduce the vatue of our investments. Actively managed fixed maturity investments
comprised 87 percent of our total investments as of December 31, 2003. The value of these investments can be
affected by changing levels of market interest rates. For example, an increase in interest rates of 10 percent could
reduce the value of our actively managed fixed maturity investments and short-term investments (net of
.corresponding changes in the value of insurance intangibles) by approximately $625 million, in the absence of
- other factors.

o Qur actively managed fixed maturity investments are subject to a deterioration in the ability of the issuer to make
timely repayment of the securities. This risk is significantly greater with respect to below investment grade
securities, which comprised 3.9 percent of our actively managed fixed maturity investments as of December 31,
2003. We have sustained substantial credit-related investment losses in recent periods when a number of large,
highly leveraged issuers experienced significant financial difficulties resulting in our recognition of other-than-
temporary impairments. For example, we have recognized other-than-temporary declines in value of several of
our investments; including K-Mart Corp., Amerco, Inc., Global Crossing, MCI Communications, Mississippi
Chemical, United Airlines and Worldcom, Inc. We have recorded writedowns of fixed maturity investments,
equity securities and other invested assets as a result of conditions which caused us to conclude a decline in the
fair value of the investment was other than temporary as follows: $9.6 million in the four months ended
December 31, 2003; $51.3 million in the eight months ended August 31, 2003; $556.8 million in 2002; and
$361.7 million in 2001.

In order to reduce our exposure to similar credit losses, we have taken a number of specific steps, including:

_ & reducing the percentage of below investfnent grade fixed maturity investments from 5.9 percent at
December 31, 2001 to 3.9 percent at December 31, 2003

e implementing conservative portfolio compliance guidelines which generally limit our exposure to single
issuer risks; and

» expanding our portfolio reporting procedures to proactively identify changes in value related to credit risk
in a more timely manner.

¢  Qur structured security investments, which comprised 29 percent of our actively managed fixed maturity
investments at December 31, 2003, are subject to risks relating to variable prepayment and default on the assets
underlying such securities, such as mortgage loans. To the extent that structured security investments prepay
faster than the expected rate of repayment, refinancing or default on the assets underlying the securities, such
investments, which have a cost basis in excess of par, may be redeemed at par, thus resulting in a loss. In order
to mitigate this risk, we have adopted policies that generally direct our investment in structured securities to
securities with contractual or structured protections against prepayment risk.

o Our need for liquidity to fund substantial product surrenders or policy claims may require that we maintain highly
© liquid, and therefore lower-yielding, assets, or that we sell assets at a loss, thereby further eroding the
performance of our portfolio.
Accordingly, we are subject to the risk that our investments may decline in value. We have sustained substantial
investment losses in the past and may again in the future. Because a substantial portion of our net income is derived from
returns on our investment portfolio, significant losses in the portfolio may have a direct and materially adverse impact on our
result of operations. In addition, losses on our investment portfolio could reduce the investment returns which we are able to
credit to our customers on certain of our products, thereby impacting our sales and further eroding our financial performance.

A decline or increased volatility in the securities markets, and other economic factors, may adversely affect our
business, particularly certain of our life insurance products and annuities.

Fluctuations in the securities markets and other economic factors may adversely affect sales and/or policy surrenders
of our annuities and life insurance policies. For example, volatility in the equity markets may cause potential new purchasers
of equity-indexed annuities to refrain from purchasing these products and may cause current policyholders to surrender their
policies for thie cash value or reduce their investments. -Our sales of these products decreased significantly in 2001 and 2002
during periods of significant declines in the equity markets. In addition, significant or unusual volatility in the general level
of interest rates could negatively impact sales and/or lapse rates on certain types of insurance products.
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We are subject to further risk of loss notwithstanding our reinsurance agreements.

‘We transfer exposure to some of the risks we face to others through reinsurance arrangements. Under these
arrangements, other insurers assume a portion of our losses and expenses associated with reported and unreported claims in
exchange for a portion of policy premiums. As of December 31, 2003, our reinsurance receivables totaled $930.5 million.
Our ceded life insurance in force totaled $23.4 billion. Our seven largest reinsurers accounted for 80 percent of our ceded life
insurance in force. The availability, amount and cost of reinsurance depend on general market conditions and may vary
significantly. Furthermore, we face credit risk with respect to reinsurance. When we obtain reinsurance, we are still liable for
those transferred risks if the reinsurer cannot meet its obligations. Therefore, the inability of our reinsurers to meet their
financial obligations may require us to increase liabilities, thereby reducing our net income and shareholders’ equity.

Our goodwill and other intangible assets are subject to impairment tests, which may require us to reduce
shareholders’ equity.

Upon our emergence from bankruptcy, we revalued our assets and liabilities to estimated fair value as of August 31,
2003 and established our capital accounts at the reorganization value determined in conjunction with our bankruptey plan.
We recorded the $1,141.6 million of reorganization value that could not be attributed to specific tangible or identified
intangible assets as goodwill.

Under GAAP, we are required to evaluate our goodwill and other intangible assets for impairment on an annual basis,
or more frequently if there is an indication that an impairment may exist. If certain criteria are met, we are required to record
an impairment charge We obtained independent appraisals to determine the value of the Company in conjunction with the
preparation of our bankruptcy plan which indicated no.impairments of our goodw111 or other intangible assets existed.
However, we cannot assure you that we will not have to recognize an impairment charge in future periods.

The appraisals prepared to determine the value of our subsidiaries are based on numerous estimates and assumptions
which, though considered reasonable by management, may not be realized, and are inherently subject to significant business,
economic and competitive uncertainties and contingencies, many of which are beyond our control. These estimates and
assumptions had a significant effect on the determination of our reorganization value and the amount of goodwill we
recognized. Accordingly, if our actual experience differs from our estimates and assumptions, it is possible we will have to
recognize an impairment charge in future periods. '

Qur business is subject to extensive regulation, which limits our operating flexibility and could negatively impact
our financial results.

Our insurance business is subject to extensive regulation and supervision in the jurisdictions in which we operate. Our
insurance subsidiaries are subject to state insurance laws that establish supervisory agencies with broad administrative
powers relative to granting and revoking licenses to transact business, regulating sales and other practices, approving
premium rate increases, licensing agents, approving policy forms, setting reserve and solvency requirements, determining the
form and content of required statutory financial statements, hmltmg dividends and prescrlbmg the type and amount of
investments we can make.

We have been operating under heightened scrutiny from state insurance regﬁlatops. For example, our insurance
subsidiaries domiciled in Texas, Bankers National Life Insurance Company and Conseco Life Insurance Company of Texas,
on behalf of itself and its subsidiaries, entered into consent orders with the Commussioner of Insurance for the State of Texas
on October 30, 2002, which were formally released on November 19, 2003. These consent orders applied to all of our
insurance subsidiaries and, among other things, restricted the ability of our insurance subsidiaries to pay.dividends and other
amounts to the parent company without regulatory consent. Notwithstanding the release of these consent orders, we have
agreed with the Texas Department of Insurance to provide prior notice of certain transactions, including up to 30 days prior
notice for the payment of dividends by an insurance subsidiary to any non-insurance company parent, and to periodically
provide information concerning our financial performance and condition. As noted above, state laws generally provide state
insurance regulatory agencies with broad authority to protect policyholders in their jurisdictions. Accordingly, we cannot
assure you that regulators will not seek to assert greater supervision and control over our insurance subsidiaries’ businesses
and financial affairs.

Our insurance subsidiaries are also subject to risk-based capital requirements. These requirements were designed to
evaluate the adequacy of statutory capital and surplus in relation to investment and insurance risks associated with asset
quality, mortality and morbidity, asset and liability matching and other business factors. The requirements are used by states
as an early warning tool to discover potential weakly-capitalized companies for the purpose of initiating regulatory action.
Generally, if an insurer’s risk-based capital falls below specified levels, the insurer would be subject to different degrees of
regulatory action depending upon the magnitude of the deficiency. The 2003 statutory annual statements filed with the state
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insurance regulators of each of our insurance subsidiaries reflected total adjusted capital in excess of the levels subjecting the
subsidiaries to any regulatory action, However, as a result of losses on the long-term care business within the Other Business
in Run-Off segment, the risk-based capital ratio of one of our subsidiaries is near the level which would require it to submit a
comprehensive plan aimed at improving its capital position. Furthermore, we may not be able to maintain the risk-based
capital ratios of our subsidiaries above levels that could give rise to regulatory action. ‘

Our insurance subsidiaries may be required to 1;ay assessments to fund policyholder losses or liabilities and this
may negatively impact our financial results.

The solvency or guaranty laws of most states in which an insurance company does business may require that company
to pay assessments up to certain prescribed limits to fund policyholder losses or liabilities of other insurance companies that
become insolvent. Insolvencies of insurance companies increase the possibility that these assessments may be required.
These assessments may be deferred or forgiven under most guaranty laws if they would threaten an insurer’s financial
strength and, in certain instances, may be offset against future premium taxes. We cannot estimate the likelihood and amount
of future assessments. Although past assessments have not been material, if there were a number of large insolvencies, future
assessments could be material and could have a material adverse effect on our financial results and financial position.

Changing interest rates may adversely affect our results of operations.

Our profitability may be directly affected by the level of and fluctuations in interest rates. While we monitor the
interest rate environment and have previously employed hedging strategies designed to mitigate the impact of changes in
interest rates, our financial results could be adversely affected by changes in interest rates. Our spread-based insurance and
annuity business is subject to several inherent risks arising from movements in interest rates, especially if we fail to anticipate
or respond to such movements. First, interest rate changes can cause compression of our net spread between interest earned
on investments and interest credited on customer deposits, thereby adversely affecting our results. Our ability to adjust for
such a compression is limited by virtue of the guaranteed minimum rates that we must credit to policyholders on certain of
our products, as well as by the fact that we are able to reduce the crediting rates on most of our products only at limited, pre-
established intervals. Approximately 40 percent of our insurance liabilities were subject to interest rates that may be reset
annually; 45 percent have a fixed explicit interest rate for the duration of the contract; 10 percent have credited rates'which
approximate the income we earned; and the remainder have no explicit interest rates. Second, if interest rate changes produce
an unanticipated increase in surrenders of our spread-based products, we may be forced to sell invested assets at a loss in
order to fund such surrenders. The profits from many non-spread-based insurance products, such as long-term care policies,
are adversely affected when interest rates decline because we may be unable to reinvest the cash flows generated from
premiums received and our investment portfolio at the interest rates anticipated when we sold the policies. Finally, changes in
interest rates can have significant effects on the performance of our structured securities portfolio, including collateralized
mortgage obligations, as a result of changes in the prepayment rate of the loans underlying such securities. We follow
asset/liability strategies that are designed to mitigate the effect of interest rate changes on our profitability but do not
currently employ derivative instruments for this purpose. We may not be successful in implementing these strategies and
achieving adequate investment spreads. '

We use computer models to simulate the cash flows expected from our existing insurance business under various
interest rate scenarios. These simulations help us measure the potential gain or loss in fair value of our interest-sensitive
financial instruments. With such estimates, we seek to manage the relationship between the duration of our assets and the
expected duration of our liabilities. When the estimated durations of assets and liabilities are similar, exposure to interest rate
risk is minimized because a change in the value of assets should be largely offset by a change in the value of liabilities. At
December 31, 2003, the adjusted modified duration of our fixed maturity securities and short-term investments was
approximately 6.7 years and the duration of our insurance liabilities was approximately 7.2 years. We estimate that our fixed
maturity securities and short-term investments (net of corresponding changes in the value of insurance intangibles) would
decline in fair value by approximately $625 million if interest rates were to increase by 10 percent from their December 31,
2003 levels. This compares to a decline in fair value of $595 million based on amounts and rates at December 31, 2002. The
calculations involved in our computer simulations incorporate numerous assumptions, require significant estimates and
assume an immediate change in interest rates without any management of the investment portfolio in reaction to such change.

Consequently, potential changes in value of our financial instruments indicated by the simulations will likely be different
from the actual changes experienced under given interest rate scenarios, and the differences may be material. Because we
actively manage our investments and liabilities, our net exposure to interest rates can vary over time.
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. Our net income and revenues will suffer if policyholder surrender levels differ significantly from our assumptions.

Surrenders of our annuities and life insurance products can result in losses and decreased revenues if surrender levels
differ significantly from assumed levels. At December 31, 2003, approximately 18 percent of our total insurance liabilities, or
approximately $4.5 billion, could be surrendered by the policyholder without penalty. The surrender charges that are imposed
on our fixed rate annuities typically decline during a penalty period which ranges.from five to twelve years after the date the
policy is issued. Surrenders and redemptions could require us to dispose of assets earlier than we had planned, possibly at a
loss. Moreover, surrenders and redemptions require faster amortization of the acquisition costs associated with the original
sale of a product, thus reducing our net income. We believe policyholders are generally more likely to surrender their policies
if they believe the issuer is having financial difficulties, or if they are able to reinvest the policy’s value at a higher rate of
return in an alternative insurance or investment product. :

For example, policyholder redemptions of annuity and, to a lesser extent, life products increased following the -
downgrade of our A.M. Best financial strength rating to “‘B (Fair)’’ in August of 2002. When.redemptions are greater than
our previous assumptions, we are required to accelerate the amortization of insurance intangibles to write off the balance
associated with the redeemed policies. We recorded addmonal amortization related to higher redemptions and changes to our
lapse assumptions of $203.2 million in 2002.

Litigation and regulatory investigations are inherent.in our busmess and may harm our financial strength and
" reduce our profitability.

Insurance companies historically have been subject to substantial litigation resulting from claims, disputes and other
matters. In addition to the traditional policy claims associated with their businesses, insurance companies typically face -
policyholder suits and class action suits. The class action and policyholder suits are often in connection with insurance sales
practices, policy and claims administration practices and other market conduct issues. State insurance departments focus on
sales practices and product issues in their market conduct examinations. Negotiated settlements of class action and other
lawsuits have had a material adverse effect on the business, financial condition and results of operations of insurance
companies. We are, in the ordinary course of our business, a plaintiff or defendant in actions arising out of our insurance
business, including class actions and reinsurance disputes, and, from time to time, are also involved in various governmental
and administrative proceedings and investigations. Our subsidiary, Philadelphia Life Insurance Company, which is now
known as Conseco Life Insurance Company, is a defendant in two purported nationwide class action lawsuits alleging
fraudulent sales practices and seeking unspecified damages in Florida federal court.- Five lawsuits were also filed in
Mississippi state court against Conseco Life Insurance Company alleging similar claims. Our former subsidiary, Manhattan
National Life Insurance Company, is a defendant in a purported nationwide class action lawsuit alleging fraud by non-
disclosure of additional charges for policyholders wishing to pay premiums on other than an annual basis and seeking
unspecified damages in New Mexico state court. Four of our subsidiaries have also been named in purported nationwide
class action lawsuits seeking unspecified damages in Colorado state court alleging claims similar to those alleged in the New
Mexico suit naming Manhattan National Life Insurance Company. We believe that these lawsuits are without merit and
intend to defend them vigorously. The ultimate outcome of these lawsuits, however, cannot be predicted with certainty, and
although we do not presently believe that any of these lawsuits, individually, are material, they could, in the aggregate, have a
material adverse effect on our financial condition. Because our insurance subsidiaries were not part of our bankruptcy
proceedings, the bankruptcy proceedings did not result in the discharge of any claims, mcludmg claims-asserted-in litigation,
against our insurance subsidiaries. See ‘‘Item 3 — Legal Proceedmgs above. :

Competition from companies that have greater f inancial resources, broader arrays of products, htgher ratings.and
. stronger financial performance may impair our ability to retain existing customers-and sales representattves, attract
new customers and sales representatives and maintain or improve our f nanual results.

The supplemental health insurance, annuity and individual life insurance markets are highly competitive. Competitors
include other life and accident and health insurers, commercial banks, thrifts, mutval funds and broker-dealers. Many of our
competitors are larger companies that have superior financial strength ratings, and greater capital, technological and
marketing resources, and have access to capital at a lower cost. Recent industry consolidation, including business
combinations among insurance and other financial services companies, has resulted in larger competitors with even greater .
financial resources. Furthermore, recent changes in federal law have narrowed the historical separation between banks and
insurance companies, enabling traditional banking institutions to enter the insurance and annuity markets and further increase
competition. This increasing competition may harm our ability to maintain or increase our profitability. In addition, because
the actual cost of products is unknown when they are sold, we are subject to competitors who may sell a product at a price
that does not cover its actual cost. Accordingly, if we do not also lower our prices for similar products, we may lose market
share to these competitors. If we lower our prices to maintain market share, our profitability will decline. There are many life
and health insurance companies in the United States, most of which currently enjoy higher financial strength ratings than we
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do. Some of these companies may pay higher commissions and charge lower premium rates, and many companies have more
substantial resources. Publicity about our recent financial difficulties, including our bankruptcy, caused agents to place
business with other insurers, and we may not be able to recapture business from these agents following our emergence from
bankruptcy.

We must attract and retain sales representatives to sell our insurance and annuity products. Strong competition exists -
among insurance and financial services companies for sales representatives. We compete with other insurance and financial
services companies for sales representatives primarily on the basis of our financial position, financial strength ratings, support
services and compensation and product features. Our competitiveness for such agents also depends upon the relationships we
develop with these agents. If we are unable to attract and.retain sufficient numbers of sales representatives to sell our
products, our ability to compete and our revenues would suffer.

If we are unable to attract and retain independent agents for the distribution of products sold through the Conseco
Insurance Group segment, sales of our products will decline.

Our Conseco Insurance Group segment markets and distributes its products, including specified disease insurance,
Medicare supplement insurance, equity-indexed life insurance and equity-indexed annuities, exclusively through independent
agents. As a result, our ability to maintain our relationships with these organizations is critical to our financial performance.
This ability is dependent upon, among other things, the compensation we offer independent distributors and the overall
attractiveness of our products to their customers. In addition, the distribution of our life insurance and annuity products
through this channel is particularly sensitive to the financial strength ratings of our insurance subsidiaries. The downgrades of
our ratings in 2002, as well as our bankruptcy, caused significant defections among our independent agents and increased our
costs of retaining them, which had a material adverse effect on our results of operations. In the event that we are unable to
attract and retain qualified independent distributors of our products, our operations and financial results may be materially
adversely affected. .

We may require additional capital in the future, which may not be available or may only be available on
unfavorable terms.

Our future capital requirements depend on many factors, including our ability to write new business successfully and
to establish premium rates and reserves at levels sufficient to cover losses. We may need to raise additional funds through
future financings and, if we are unable to do so, we may need to curtail our growth and reduce our assets. Any equity or debt
financing, if available at all, may be on terms that are not favorable to us. In the case of equity financings, dilution to our
shareholders could result. If we cannot obtain adequate capital on favorable terms or at all, our business, operating results and
financial condition could be adversely affected.

- A broad range of uncertainties arising out of world events may adversely affect the insurance industry and
financial markets.

Terrorist attacks in New York City and Washington, D.C. on September 11, 2001 adversely affected commerce
throughout the United States and resulted in significant disruption to the insurance industry and significant declines and
volatility in financial markets. The continued threat of terrorism within the United States and abroad, the military action and
heightened security measures in response to that threat and the risk of global outbreaks of illnesses such as SARS may cause
additional disruptions to the insurance industry, reduced economic activity and continued volatility in markets throughout the
world, which may adversely impact our financial results.

Our financial results would be negatively impacted if we are required to indemnify the purchasers of businesses
that we have recently sold.

We are subject to retained liabilities and indemnification obligations related to businesses we have sold. For example,
we retained liabilities for certain purported class action litigation in connection with our disposal of Manhattan National Life
Insurance Company in June 2002. In addition, the agreement entered into in connection with our sale of CVIC imposes
continuing indemnification obligations with respect to liabilities relating to our period of ownership of CVIC, and the
agreement entered into in connection with our sale of CFC imposes continuing tax sharing obligations with respect to tax
liabilities relating to our period of ownership of CFC. We cannot assure you that we will not be subject to clalms with respect
to these continuing or residual obligations, or that any such claims would not be material. :
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RESULTS OF OPERATIONS:

Due to the application of fresh start accounting, the reported historical financial statements of our Predecessor for
periods prior to August 31, 2003 generally are not comparable to our financial statements prepared after that date, Therefore,
our results of operations have not been combined with those of our Predecessor. Please read this discussion in conjunction
with the consolidated financial statements and notes included in this Form 10-K.

After our emergence from bankruptcy, we began to manage our business operations through two primary operating
segments, based on method of product distribution, and a third segment comprised of business in run-off. We refer o these
segments as: (i) Bankers Life; (i1) Conseco Insurance Group; and (iii) Other Business in Run-Off. Prior to its disposition
effective March 31, 2003, we also had a finance segment. We also have a corporate segment, which consists of holding
company activities and certain noninsurance company businesses that are not related to our other operating segments. The
following tables and narratives summarize the operating results of our segments for the periods presented as we currently
manage them (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Earnings (losses) before taxes: :
Bankers Life ......ocovveiimiieiieieieteceeie s $85.5 $§ 159.6 $ 1365 $289.3
Conseco [nsurance GroUP........c.ooevvruevireeeeieieere e eve s 943 299.9 (211.5) 186.0
Other Business in Run-off ..., 12.8 (171.3) (216.8) {106.0)
COrporate OPErations ..........ceerreerrrereiertecnieerenereesere e reeesenereens (43.1) 1.884.0 (1.3404)  (612.7)
Income (loss) before income taxes, minority
interest, discontinued operations and ‘
cumulative effect of accounting change.........c.c.ocoveevirrnnne. $149.35 $2,1722 $(1,632.2)  $(243.4)

General: Conseco, Inc. is the top tier holding company for a group of insurance companies operating throughout the
United States that develop, market and administer supplemental health insurance, annuity, individual life insurance and other
msurance procducts. We distribute these products through a career agency force and direct response marketing (which,
together, represent our Bankers Life segment) and through professional independent producers (which represent our Conseco
Insurance Group segment). Our Other Business in Run-off segment consists of: (i) long-term care products written in prior
years through independent agents; (i) small group and individual major medical business which we began to nonrenew in
2001; and (iii) other group major medical business which we no longer actively market. Most of the long-term care business
in run-off relates to business written by certain of our subsidiaries prior to their acquisitions by Conseco in 1996 and 1997.
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Bankers Life (dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended " ended
December 31, August 31, December 31
2003 2003 2002 2001
Premiums and asset accumulation product collections: .
ANIUITIES ...cv.cvovoe ettt s sb st s es e b et raensens $ 2538 $ 6984 $ 7409 8§ 5131
Supplemental health ..o 407.9 .759.6 1,1594 1,097.4
Lfe it e e 58.6 102.7 139.0 286.3
Total premium collections ......covvveiiririniriricieciee e, $ 7203 $1,560.7 $2,039.3 $1,896.8
Average liabilities for insurance products:
Annuities:
Mortality based ........ccoveeiriiiiiiie i e $ 3257 $ 2865 $ 2717 $ 2576
Equity-linked........cccocovenniniinnininines et 262.9 2648  301.0 320.8
DEPOSIE BASEA ... vt es st 3,156.2 2,847.7 2,248.4 1,864.3
Health ..o, e e e 2,620.8 1,916.3 1,712.0 1,497.6
Life: .
INEErESt SENSTHVE....iivervirrieceeeeie s et eniesraeseeveeasrecreseerere s 333.0 3244 311.6 300.0
NON-INErESt SENSIIVE ..o..oviiiiiieiieire et seeveeve e 747.3 652.4 654.0 1,083.2
Total average liabilities for insurance ‘
products, net of reinsurance ceded........coecveceicinrcnnnasn. $7,445.9 $6,292.1  $54987 5,323
Revenues: - ' ' ' ‘ ’
Insurance policy INCOME ..ot § 4568 $ 8927  $1,300.1 $1,400.1
Net investment income:
General account invested assets.......... e Db et nee e . 128.9 2534 382.2 391.9
Equity-indexed produects based.on the change in value of the -
S&P 500 Call Optlons .......................................................... ’ 6.6 48  (14.8) - (15.5)
Trading account income related to pohcyholder and reinsurer ,
ACCOUNES ...ttt eiceieic et eteirn e eng e cbeen e et oneeseraesbee et aseearanie 52 - , - -
Change in value of embedded derwatlves related to modified ‘
COINSUIANCE AZLEEMENLS uvve i irerereteeasaederassenbe e srane 5.2) - - ‘ -
Net realized investment gains (10SS€8).....ccovvivieriviiereireirenens 34 5.5 (128.7) (43.5)
Fee revenue and other INCOME........cc.oocvinvieriiieeesceereer e .5 2 13 1.2
 Total TEVENUES ......ooveveveee it R s 596.2 ©_1,156.6 1,540.1 1,734.2
Expenses:’ ‘ _ ' ‘ :
[nsurance policy benefits. ...........cccoorrvuvermiorruencncrvieins eeveeseeirens 3382 7056 9734 1,002.7
Amounts added to policyholder account balances: ’ . ' o
Annuity products and interest-sensitive life products - ' .
other than those listed below.........c.vieeriiccncien, 50.6 89.5 116.9 105.5
Equity-indexed products based on S&P 500 Index ................. 70 - 6 .6
Amortization related tO Operations..........c..ccoos il lvenreies e 62.3 - 113.4 T 1719 198.4
Amortizatioh related to net realized: investment gains (losses) - S5 32y - (5.0
Interest expense on investment borrowings ..i........... SRR 8 34 . 46 6.1
Other operating costs and XPENSes... ... chreenieieiierernsivnnen - 518 846 . - 94.4:. 130.6
Specxal charges ...... S TUH OO OUOR VR SUTOTPUTU et S - . - 450 « ___ 60
- Total benems and expenses ettt et ene e dae et s 5107 - _997.0 1.403.6 1,444 .9
Income before income taxes mmorlty mterest dlscontlnued ; C
operations and cumulative effect of accounting change.............. $ 855 $1596 $ 136.5 $ 2893

} (continued) |
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(continued from previous page)

Successor Predecessor
Four months | Eight months - Years
ended ended ended
December 31, August 31, __December 31,
2003 2003 2002 2001
Health loss ratios:
All health lines:
Insurance policy benefits .....o.covevvveeccrrrenronerieereresierieennennes $283.7 $578.5 $840.9 $770.8
LOSS FALIO (@) ...vvrverrerernnroerenemnieresiresnsesesssssnsensesssssesssnsosesassenss 73.11% 75.30% 74.06% 70.23%
Medicare Supplement:
Insurance policy benefits ........ccoeovnrvennennsecnniererenienns $133.3 $283.3 $437.6 $443.1
LOSS TALIO (@) .vvreenrrerieririnrieressaessnaeessassessssesisssesaspessserasssrenes 62.79% 66.39% 67.15% 66.87%
Long-Term Care:

. Insurance policy benefits .........cocverrvnnnniineiennneisererennes $148.0 . $287.2 $394.3 $316.2
L 0SS ratio (2) ..o vcvverreeiireeeseesenisesreeneennes e 86.06% 86.08% 83.69% 75.31%
Interest-adjusted loss ratio (b) ......ccocovvreeenne s 60.04% 69.26% 67.95% 60.91%

Other:
Insurance policy benefits.........coevvereeversieeeinicecseeeeeerrenenas $2.4 $8.0 $9.0 $11.5
LOSS FALIO (B)..cvveeereereriernenuerireesionenenseresssesssnnssesmnsessesssarssassnes 63.79% 101.05% 71.21% 76.45%

(a) We calculate loss ratios by taking the related product’s: (i) insurance policy benefits; divided by (ii) insurance policy
income.

{b) We calculate the interest-adjusted loss ratio for Bankers Life’s long-term care products by taking the product’s: (i)
insurance policy benefits less interest income on the accumulated assets which back the insurance liabilities; divided by
(ii) policy income. Interest income is an important factor in measuring losses on this product. The net cash flows from
long-term care products generally result in the accumulation of amounts in the early years of a policy (accounted for as
reserve increases) which will be paid out as benefits in later policy years (accounted for as reserve decreases).
Accordingly, as the policies age, the loss ratio will typically increase, but the increase in the change in reserve will be
partially offset by investment income earned on the assets which have accumulated. The interest-adjusted loss ratio
reflects the effects of the investment income offset.

Total premium collections were $720.3 million in the four months ended December 31, 2003; $1,560.7 million in the
eight months ended August 31, 2003; and $2,039.3 million and $1,896.8 million in 2002 and 2001, respectively. Bankers
Life’s annuity premium collections in 2003 were positively impacted by sales inducements provided to purchasers of our
annuities and sales incentives to our career agents. These programs ended at various times during the second quarter of 2003.
Premium collections on Bankers Life’s other products have been negatively nnpacted by the A.M. Best ratings downgrade to
*‘B (Fair).”” See **— Premium and Asset Accumulation Product Collections’” for further analysis.

Average liabilities for insurance products, net of reinsurance ceded, were $7.4 billion in the four months ended
December 31, 2003; $6.3 billion in the eight months ended August 31, 2003; and $5.5 billion and $5.3 billion in 2002 and
2001, respectively. The increase in such liabilities through August 31, 2003 is primarily due to increases in annuity reserves.
As discussed above under ‘‘— Total premium collections’’, annuity premium collections in our Bankers Life segment were
positively impacted during 2003 by sales inducements and incentives. The increase in such liabilities for the four months
ended December 31, 2003 reflects the adoption of fresh start accounting. Bankers Life’s average life reserves decreased by
$417.6 million, or 30 percent in 2002 as compared to 2001, primarily due to a first quarter 2002 reinsurance transaction
which ceded approximately $400 million of liabilities to the assuming company. The reinsurance transaction is discussed
further in the note to the consolidated financial statements entitled “Summary of Significant Accounting Policies -
Reinsurance.”

Insurance policy income is comprised of: (i) premiums earned on policies which provide mortality or morbidity

coverage; and (ii) fees and other charges made against other policies. See ‘‘Premium and Asset Accumulation Product
Collections®” for further analysis.

" Net investment income on general account invested assets (which excludes income on policyholder and reinsurer
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accounts) was $128.9 million in the four months ended December 31, 2003; $253.4 million in the eight months ended August
31, 2003; and $382.2 million and $391.9 in 2002 and 2001, respectively. The average balance of general account invested
assets was $7.0 billion in the four months ended December 31, 2003; $6.6 billion in the eight months ended August 31, 2003;
and $6.1 billion and $5.7 billion in 2002 and 2001, respectively. The yield on these assets was 5.5 percent in the four months
ended December 31, 2003; 5.7 percent in the eight months ended August 31, 2003; and 6.3 percent and 6.9 percent in 2002
and 2001, respectively. The decrease in yield for the four months ended December 31, 2003, reflects the adoption of fresh
start accounting which effectively reset the yields to market rates at August 31, 2003. The decrease in yield in the other
periods reflects the lower interest rate environment prevailing during the periods presented and the resulting lower rates
earned on invested assets. In 2002, net investment income and the average balance of general account invested assets both
reflect the transfer of a portion of our investment portfolio to the reinsurer pursuant to the above-mentioned first quarter 2002
reinsurance transaction.

Net investment income related to equity-indexed products based on the change in value of the S&P 500 Call
Options represents the change in the estimated fair value of Bankers Life’s S&P 500 Index Call Options which are purchased
in an effort to cover certain benefits accruing to the policyholders of our equity-indexed products. Our equity-indexed
products are designed so that the investment income spread earned on the related insurance liabilities should be more than
adequate to cover the cost of the S&P 500 Call Options and other costs related to these policies. Option costs that are
attributable to benefits provided were $2.9 million in the four months ended December 31, 2003; $7.7 million in the eight
months ended August 31, 2003; and $15.2 million and $16.0 million in 2002 and 2001, respectively. These costs are
reflected in the change in market value of the S&P 500 Call Options included in the investment income amounts. Net
investment income (loss) related to equity-indexed products before this expense was $§9.5 million in the four months ended
December 31, 2003; $12.5 million in the eight months ended August 31, 2003; and $.4 million and $.5 million in 2002 and
2001, respectively. Such amounts were partially offset by the corresponding charge (credit) to amounts added to
policyholder account balances for equity-indexed products based on S&P 500 Index of $7.0 million in the four months
ended December 31, 2003; nil in the eight months ended August 31, 2003; and $.6 million in both 2002 and 2001. Such
income and related charge fluctuate based on the value of options embedded in the segment’s equity-indexed annuity
policyholder account balances subject to this benefit and to the performance of the S&P 500 Index to which the returns on
such products are linked.

Change in value of embedded derivatives related to modified coinsurance agreements are described in the note to
our consolidated financial statements for the period ended December 31, 2003 entitled ‘‘Summary of Significant Accounting
Policies - Accounting for Derivatives.”” We have transferred the specific block of investments related to these agreements to
our tradmg securities account, which we carry at estimated fair value with changes in such value recognized as trading
account income. We expect the change in the value of the embedded derivatives largely to be offset by the change in value of
the trading securities.

Net realized investment gains (losses) fluctuate from period to period. During the four months ended December 31,
2003, net realized investment gains in our Bankers Life segment included: (i) $8.6 million of net gains from the sales of
investments (primarily fixed maturities), net of (ii) $5.2 million of writedowns of fixed maturity investments, equity
securities and other invested assets as a result of conditions which caused us to conclude a decline in fair value of the
investment was other than temporary. During the first eight months of 2003, we recognized net investment gains of $5.5
million. During the first eight months of 2003, the net realized investment gains included: (i) $20.5 million of net gains from
the sales of investments (primarily fixed maturities), net of (i1} $15.0 million of writedowns of fixed maturity investments,
equity securities and other invested assets as a result of conditions which caused us to conclude a decline in fair value of the
investment was other than temporary. During 2002 and 2001, Bankers Life recognized net realized investment losses of
$128.7 million and $43.5 million, respectively. The net realized investment losses during 2002 included: (i) $138.5 million to
write down certain securities to fair value due to an other-than-temporary decline in value (including issuers who have faced
significant problems: K-Mart Corp., Amerco, Inc., Global Crossing, MCI Communications, Mississippi Chemical, United
Airlines and Worldcom, Inc:); and (ii) $9.8 million of net gains from the sales of investments (primarily fixed maturities).
The net realized investment losses during 2001 included writedowns of $69.4 million related to: (i) the impact of higher
default rate assumptions on certain structured investments; (ii) losses on investments held in our private equity portfolio; and
(iii) the writedown of certain securities to fair value due to an other-than-temporary decline in value or our plan to sell the
securities in connection with investment restructuring activities (including issuers who have faced significant problems:
Sunbeam Corp., Enron Corp., Crown Cork & Seal Company Inc., Global Crossing Ltd. and K-Mart Corp.).

Insurance policy benefits fluctuated as a result of the factors summarized in the explanations for loss ratios related to
specific products which follow. Loss ratios are calculated by taking the related insurance product’s: (i) insurance policy
benefits; divided by (ii) policy income.

. The loss ratios on Bankers Life’s Medicare supplement products have generally been approximately equal to our
expectations. Governmental regulations generally require us to attain and maintain a ratio of total benefits incurred to total
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premiums earned (as calculated based on amounts reported for statutory accounting purposes), after three years, of not less
than 65 percent on these products. The loss ratio for the four months ended December 31, 2003, reflected the elimination of
$5.8 million of reserve redundancies based on the ultimate development of reserves at August 31, 2003.

The loss ratios on Bankers Life’s long-term care products have generally been within our range of expectations. The
net cash flows from our long-term care products generally result in the accumulation of amounts in the early years of a policy
(accounted for as reserve increases) which will be paid out as benefits in later policy years (accounted for as reserve
decreases). Accordingly, as the policies age, the loss ratio will typically increase, but the increase in the change in reserve
will be partially offset by investment income earned on the assets which have accumulated. The interest-adjusted loss ratio
for long-term care products is calculated by taking the insurance product’s: (i) insurance policy benefits less interest income
on the accumulated assets which back the insurance liabilities divided by (ii) policy income. The loss ratio on Bankers Life’s
long-term care products during 2001 reflected the elimination of reserve redundancies based on the ultimate development of
reserves at December 31, 2000. The decrease in the interest-adjusted loss ratio for the four months ended December 31,
2003, is primarily due to the adoption of fresh start accounting which increased the reserves on this block of business.

The loss ratios on our other products fluctuate due to the smaller size of these blocks of business. The loss ratios on
this business have generally been within our expectations.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were
$50.6 million in the four months ended December 31, 2003; $89.5 million in the eight months ended August 31, 2003; and
$116.9 million and $105.5 million in 2002 and 2001, respectively. The increases are primarily due to increases in annuity
reserves. The weighted average crediting rates for these products were 4.4 percent for the four months ended December 31,
2003; 4.2 percent for the eight months ended August 31, 2003; and 4.6 percent and 4.9 percent in 2002 and 2001,
respectively.

Amounts added to equity-indexed products based on S&P 500 Index correspond to the related investment income
accounts described above. '

Amortization related to operations includes amortization of the value of policies inforce at the Effective Date, cost of
policies produced and the cost of policies purchased (such amortization is collectively referred to as ‘‘amortization of
insurance intangibles’’). Insurance intangibles are amortized: (i) in relation to the estimated gross profits for universal life-
type and investment-type products; or (i1) in relation to future anticipated premium revenue for other products. Bankers Life’s
amortization expense was generally within our range of expectations given the related premium revenue and gross profits for
the periods. ) ' '

Amortization related to net realized investment gains (losses) represents the increases or decreases in amortization
which result from realized investment gains or losses. When we sell securities at a gain (loss) and reinvest the proceeds at a
different yield, we increase (reduce) the amortization of insurance intangibles in order to reflect the change in future expected
yields. Sales of fixed maturity investments resulted in an increase (decrease) in the amortization of insurance intangibles of
nil in the four months ended December 31, 2003; $.5 million in the eight months ended August 31, 2003; and $(3.2) million
and $(5.0) million in 2002 and 2001, respectively.

Interest expense on investment borrowings fluctuates along with our investment borrowing activities and the interest
rates thereon. Average investment borrowings in our Bankers Life segment (excluding borrowings related to the GM
building) were $173.6 million during the four months ended December 31, 2003; $263.7 million during the eight months
ended August 31, 2003; and $452.2 million and $222.4 million in 2002 and 2001, respectively. The weighted average
interest rates on such borrowings (excluding borrowings related to the GM building) were 1.4 percent during the four months
ended December 31, 2003; 1.9 percent during the eight months ended August 31, 2003; and 1.0 percent and 2.7 percent
during 2002 and 2001, respectively.

Other operating costs and expenses in our Bankers Life segment were $51.8 million in the four months ended
December 31, 2003; $84.6 million in the eight months ended August 31, 2003; and $94.4 million and $130.6 million in 2002
and 2001, respectively. Increases in these expenses in 2003 are primarily related to increased policy acquisition costs which
were non-deferrable. Such expenses decreased in 2002 by $36.2 million, or 28 percent compared to 2001, reflecting cost
cutting programs implemented in the Bankers Life segment.
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Special charges in 2002 included: (i) a loss of $39.0 million on a reinsurance transaction entered into as part of our
cash raising initiatives; and (ii) other items totaling $6.0 million primarily related to severance benefits and costs incurred
with the transfer of certain customer service and backroom operations to our former India subsidiary. Special charges in 2001
were $6.0 million. Such charges primarily related to severance benefits and costs incurred in conjunction with the transfer of
certain customer service and backroom operations to our former India subsidiary.
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Conseco Insurance Group (dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31,
2003 2003 2002 2001
Premiums and asset accumulation product collections:
ANNUILIES 1evivrvivieiieireeieere et er et e s rnan s $ 18.1 $ 740 $ 3519 $ 7106
Supplemental health ..., 272.0 525.3 830.3 784.1
LT oottt e e e 131.5 280.7 498.0 5533
Collections on insurance products ........ceecvorrrevrcerererecnreenrericnns $_ 4216 $ 8800  $1.6802 2,048,
Average liabilities for insurance and asset accumulation:
Annuities:
Mortality based $ 2435 $§ 1710 § 1750 § 198.8
Equity-lnked ..o, 1,561.4 1,514.7 1,983.1 2,311.4
DepOSit DASEM....ovvvoverrovvverssseeressreesesseeneenoe FOTO 40278 | 42454 5352.1 5,993.4
Separate accounts and investment trust liabilities ....................... 50.1 401.3 672.6 738.0
Hefalth .............................................................................................. 2,288.3 2,046.8 1,981.6 1,969.7
Life:
INETeSt SENSIEIVE 1orivviiiireeerrresiie e e ereeere e recr et e svaaceea e 3,349.8 3,407.8 3,798.7 3,733.2
NON-INLETESt SENSITIVE ..evvveriiiieiesiieeeeerireace e rrirear s srarasnaes e senses 1,483.3 1,493.9 1,327.6 1,399.8
Total average liabilities for insurance and asset
accumulation Products.......ccoieieicniniiiiniicrceene e 13.004.2 3132809 $15,290.7 $16,344.3
Revenues:
Insurance poliCy INCOME .......ciraeercrmiremiiiineie et veearn s $ 3985 § 8928 § 14549 §$ 13774
Net investment income:
General account invested aSSetS ......coviviiiiiorniiiineriiiee e 240.9 562.2 982.0 1,114.2
Equity-indexed products based on the change in value of the
S&P 500 Call Options ......cccoovervimiiiee i v 35.5 204 (85.7) (98.7)
Separate aCCOUNLE ASSELS ...eoivviiiiiiinire e e - - - (5.4)
Trading account income related to policyholder and
TEINSUIET ACCOUIES ...vevimtricrereercriiosisosisesress e sesss e be e casssnes 13.2 - - -
Change in value of embedded derivatives related to modified
COINSUTANCE AZIEEIMENLS .ovveereireerrieeirercrinresreeernennesiire e srersesnenne (1.0) - - -
Net realized investment gains (J0SSes) ........cooevniiviicmiiiicccnnine. 9.5 (17.1) (368.1) (209.1)
Fee revenue and other INCOME .......c.covvrciiniiiiiiii e .5 17.0 254 314
TOtAl TEVEIUES ©..eeiiviviieceiiieee s etvseenbire s e erreeseiresesrresesnnereeenene 697.1 1.475.3 2.008.5 2.209.8
Expenses: '
Insurance policy Benefits ........cccooiiievriemiernrnecrenneeee e 290.5 461.3 998.2 977.5
Amounts added to policyholder account balances: -
Annuity products and interest-sensitive life products
other than those listed below .........ccoviviiiiniiinnccnene, 94.9 218.4 379.7 417.8
Equity-indexed products based on S&P 500 Index.......cc.coovvvrenenee 35.8 66.6 (.9) 2
Separate account liabilities. ... - - - 5.4)
Amortization related t0 OPErations.........c..cveveeoreririrneererseereereerecsnnns 63.3 202.7 566.0 356.9
Amortization related to net investment gains (10SS€s) .....covevvevrrvrevenne 1.1 (.9) (24.6) (32.3)
Interest expense on investment bOITOWINES ......oovvvvrninirerrieeecincreninne 1.6 4.7 10.2 . 197
Other operating costs and EXPEnses ........ccouvverinuimiinneiiionneieenen: 115.6 222.6 292.1 273.9
Special Charges .......vccveiiriiiciccr e - - (D 15.5
Total benefits and expenses ... 602.8 1,1754 2,220.0 20238
Income (loss) before income taxes, minority interest, discontinued
operations and cumulative effect of accounting change.................. $ 943 $§ 2999 $_(211.5) $ _186.0

(continued)
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(continued from previous page)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Health loss ratios:
All health lines:
Insurance policy benefits ........ocviivcrriniiicrenieiccrnenn $171.4 $381.3 $550.7 $533.1
LSS TALI0 (@) vttt s 64.92% 70.95% 66.36% 166.97%
Medicare Supplement: ,
Insurance policy benefits........ ettt $86.5 $167.2 $217.6 $192.8
LOSS FALIO (@) . eovereevirireirieienietini ettt 66.57% 65.49% 61.28% 61.81%
Specified Disease:
Insurance policy benefits .......ccoeeiiiinoiiiiiii i $74.5 $184.7 $259.5 $250.9
LOSS TAEIO () 1..vevveiiiieeriieee ettt e 61.61% 75.77% 69.61% 67.35%
Interest-adjusted 10ss ratio (b) ..cocvvverriiieiiieic e 30.64% 46.33% 42.10% 41.70%
Other:
Insurance policy benefits ..o, $10.4 $29.4 $73.6 $89.4
1088 FATIO {8) 1o oviiee i et 79.11% 76.66% 72.22% 80.09%

(@) We calculate loss ratios by taking the related product’s: (i) insurance policy benefits; divided by (ii) insurance policy
income.

(b) We calculate the interest-adjusted loss ratio for Conseco Insurance Group’s specified disease products by taking the
product’s: (i).insurance policy benefits less interest income on the accumulated assets which back the insurance
liabilities; divided by (ii) policy income. Interest income is an important factor in measuring losses on this product. The
net cash flows from specified disease products generally result in the accumulation of amounts in the early years of a
policy (accounted for as reserve increases) which will be paid out as benefits in later policy years (accounted for as
reserve decreases). Accordingly, as the policies age, the loss ratio will typically increase, but the increase in the change
in reserve will be partially offset by investment income earned on the assets which have accumulated. The interest-
adjusted loss ratio reflects the effects of the investment income offset.

Collections on insurance products were $421.6 million in the four months ended December 31, 2003; $880.0 million
in the eight months ended August 31, 2003; and $1.7 billion and $2.0 billion in 2002 and 2001, respectively. Premium
collections through the independent agents in our Conseco Insurance Group segment have been negatively impacted by the
A.M. Best ratings downgrade to ‘‘B (Fair)’’in August 2002 and our decision to de- empha51ze the sale of certain products.
See “‘Premium and Asset Accumulation Product Collections’’ for further analysis.

Average liabilities for insurance and asset accumulation products were $13.0 billion in the four months ended
December 31, 2003; $13.3 billion in the eight months ended August 31, 2003; and $15.3 billion and $16.3 billion in 2002 and
2001, respectively. The decrease in such liabilities is primarily due to the increase in policyholder redemptions and lapses
following the downgrade of our A M. Best financial strength rating to <‘B (Fair)"’in August 2002, See ‘‘+- Liquidity for
insurance operations’’ for additional discussion of the A.M. Best ratings downgrade.

Insurance policy income is comprised of: (i) premiums earned on policies which provide mortality or morbidity
coverage; and (ii) fees and other charges made against other policies. See ‘‘— Premium and Asset Accumulation Product
Collections’” for further analysis.

Net investment income on general account invested assets (which excludes income on policyholder and reinsurer
accounts) was $240.9 million in the four months ended December 31, 2003; $562.2 million in the eight months ended August
31, 2003; and $982.0 million and $1,114.2 million in 2002 and 2001, respectively. The average balance of general account
invested assets was $12.7 billion in the four months ended December 31, 2003; $§13.7 billion in the eight months ended
August 31, 2003; and $15.0 billion and $16.0 billion in 2002 and 2001, respectively. The yield on these assets was 5.7
percent in the four months ended December 31, 2003; 6.2 percent in the eight months ended August 31, 2003; and 6.5
percent and 7.0 percent in 2002 and 2001, respectively. The decrease in yield for the four months ended December 31, 2003
reflects the adoption of fresh start accounting which effectively reset the yields to market rates at August 31, 2003, The
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decrease in yield in 2002 reflected general decreases in market interest rates between 2002 and 2001.

Net investment income related to equity-indexed products based on the change in value of the S&P 500 Call
Options represents the change in the estimated fair value of Conseco Insurance Group’s S&P 500 Index Call Options which
are purchased in an effort to cover certain benefits accruing to the policyholders of our equity-indexed products. Qur equity-
indexed products are designed so that the investment income spread earned on the related insurance liabilities should be more
than adequate to cover the cost of the S&P 500 Call Options and other costs related to these policies. Option costs that are
attributable to benefits provided were $16.3 million in the four months ended December 31, 2003; $45.8 million in the eight
months ended August 31, 2003; and $82.3 million and $103.0 million in 2002 and 2001, respectively. These costs are
reflected in the change in market value of the S&P 500 Call Options included in the investment income amounts. Net
investment income (loss) related to equity-indexed products before this expense was $51.8 million in the four months ended
December 31, 2003; $66.2 million in the eight months ended August 31, 2003; and $(3.4) million and $4.3 million in 2002
and 2001, respectively. Such amounts were partially offset by the corresponding charge (credit) to amounts added to
policyholder account balances for equity-indexed products of $35.8 million in the four months ended December 31, 2003,
$66.6 million in the eight months ended August 31, 2003; and $(.9) million and $.2 million in 2002 and 2001, respectively.
Such income and related charge fluctuate based on the value of options embedded in the segment’s equity-indexed annuity
policyholder account balances subject to this benefit and to the performance of the S&P 500 Index to which the returns on
such products are linked.

Net investment income (loss) from separate account assets is offset by a corresponding charge (credit) to amounts
added to policyholder account balances for separate account liabilities. Such income (loss) and related charge (credit)
fluctuated in relationship to total separate account assets and the return earned on such assets.

Trading account income related to policyholder and reinsurer accounts represents the income on trading security
accounts established on August 31, 2003, which are designed to act as a hedge for embedded derivatives related to: (i)
Conseco Insurance Group’s equity-indexed products; and (ii) certain modified coinsurance agreements. In addition, such
income includes the income on investments backing the market strategies of certain annuity products which provide for
different rates of cash value growth based on the experience of a particular market strategy. The income on our trading
account securities is designed to substantially offset: (i) the change in value of embedded derivatives related to modified
coinsurance agreements described below; and (ii) certain amounts included in insurance policy benefits.

Change in value of embedded derivatives related to modified coinsurance agreements are described in the note to
our consolidated financial statements entitled “*Summary of Significant Accounting Policies - Accounting for Derivatives.”’
We have transferred the specific block of investments related to these agreements to our trading securities account, which we
carry at estimated fair value with changes in such value recognized as trading account income. The change in the value of the
embedded derivatives has largely been offset by the change in value of the trading securities.

Net realized investment gains (losses) fluctuate from period to period. During the four months ended December 31,
2003, we recognized net realized investment gains in our Conseco Insurance Group segment which included: (1) $13.4
million of net gains from the sales of investments (primarily fixed maturities), net of (i1) $3.9 million of writedowns of fixed
maturity investments, equity securities and other invested assets as a result of conditions which caused us to conclude a
decline in fair value of the investment was other than temporary. During the first eight months of 2003, we recognized net
realized investment losses of $17.1 million. During the first eight months of 2003, the net realized investment losses
included: (i) $16.8 million of net gains from the sales of investments (primarily fixed maturities) net of; (ii) $33.9 million of
writedowns of fixed maturity investments, equity securities and other invested assets as a result of conditions which caused
us to conclude a decline in fair value of the investment was other than temporary. During 2002 and 2001, we recognized net
realized investment losses of $368.1 million and $209.1 million, respectively, in our Conseco Insurance Group segment. The
net realized investment losses during 2002 included: (i) $365.2 million to write down certain securities to fair value due to an
other-than-temporary decline in value (including issuers who have faced significant problems: K-Mart Corp., Amerco, Inc.,
Global Crossing, MCI Communications, Mississippt Chemical, United Airlines and Worldcom, Inc.); and (ii) $2.9 million of
net losses from the sales of investments (primarily fixed maturities). The net realized investment losses during 2001 included
writedowns of $209.6 million related to: (i) the impact of higher default rate assumptions on certain structured investments;
(i1) losses on investments held in our private equity portfolio; and (iii) the writedown of certain securities to fair value due to
an other-than-temporary decline in value, or our plan to sell the securities in connection with investment restructuring
activities (including issuers who have faced significant problems: Sunbeam Corp., Enron Corp., Crown Cork & Seal
Company Inc., Global Crossing Ltd. and K-Mart Corp.). ‘

Fee revenue and other income primarily represents income earned by a subsidiary (which was sold in September
2003) which earned fees for marketing insurance products of other companies.

Insurance policy benefits fluctuated as a result of the factors summarized in the explanations for loss ratios related to
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specific products which follow and, in the eight months ended August 31, 2003, as a result of a change in estimates of future
losses on certain policies, as discussed below in further detail. Loss ratios are calculated by taking the related insurance
product’s: (i) insurance policy benefits; divided by (ii) policy income.

The loss ratios on Conseco Insurance Group’s Medicare supplement products have generally been within our range of
expectations. Governmental regulations generally require us to attain and maintain a ratio of total benefits incurred to total
premiums earned (as calculated based on amounts reported for statutory accounting purposes), after three years, of not less
than 65 percent on these products. The loss ratios in 2002 and 2001 reflected eliminations of reserve redundancies based on
the ultimate development of reserves at December 31, 2001 and December 31, 2000.

The loss ratio on Conseco Insurance Group’s specified disease products reflected higher than expected incurred claims
on certain cancer insurance policies during the first eight months of 2003. These policies generally provide fixed or limited
benefits. Payments under cancer insurance policies are generally made directly to, or at the direction of, the policyholder
following diagnosis of, or treatment for, a covered type of cancer. We had favorable claims experience in the four months
ended December 31, 2003. Approximately 76 percent of our specified disease policies inforce (based on policy count) are
sold with return of premium or cash value riders. The return of premium rider generally provides that after a policy has been
inforce for a specified number of years or upon the policyholder reaching a specified age, we will pay to the policyholder, or
a beneficiary under the policy, the aggregate amount of all premiums paid under the policy, without interest, less the
aggregate amount of all claims incurred under the policy. Accordingly, the net cash flows from these products generally
result in the accumulation of amounts in the early years of a policy (accounted for as reserve increases) which will be paid
out as benefits in later policy years (accounted for as reserve decreases). Accordingly, as the policies age, the loss ratio will
typically increase, but the increase in the change in reserve will be partially offset by investment income earned on the assets
which have accumulated. The loss ratios on Conseco Insurance Group’s specified disease products in 2002 and 2001 were
within our expectations. The interest-adjusted loss ratio for specified disease products is calculated by taking the insurance
product’s: (i) insurance policy benefits less interest income on the accumulated assets which back the insurance liabilities;
divided by (ii) policy income. -

The loss ratios on Conseco Insurance Group’s other products fluctuate due to the smaller size of these blocks of
business. The loss ratios on this business have generally been within our expectations.

In August 2003, we decided to change a non-guaranteed element of certain Conseco Insurance Group policies. This
element was not required by the policy and the change will eliminate the former practice of reducing the cost of insurance
charges to amounts below the level permitted under the provisions of the policies. As a result of this decision, our estimates
of future expected gross profits on these products used as a basis for amortization of insurance intangibles and the
establishment of insurance liabilities has changed. We adjusted the total amortization and reserve charge we had recorded
since the acquisition of these policigs as a result of the change to our earlier estimates in accordance with Statement of
Financial Accounting Standards No. 97, ‘“Accounting and Reporting by Insurance Enterprises of Certain Long-Duration
Contracts and for Realized Gains and Losses from the Sale of Investments.”” The effect of the change in estimate was a
$220.2 million reduction to insurance policy benefits and a $39.8 million reduction to amortization recorded in the eight
months ended August 31, 2003.

Amounts added to policyholder account balances for annuity products and interest-sensitive life products were
$94.9 million in the four months ended December 31, 2003; $218.4 million in the eight months ended August 31, 2003; and
$379.7 million and $417.8 million in 2002 and 2001, respectively. The decreases during the 2003 periods and 2002 are
primarily due to a smaller block of annuity business inforce and changes in the weighted average crediting rates. The
weighted average crediting rates for these products were 4.0 percent for the four months ended December 31, 2003; 4.4
percent for the eight months ended August 31, 2003; and 4.3 percent and 4.4 percent in 2002 and 2001, respectively.

Amounts added to equity-indexed products based on S&P 500 Index correspond to the related investment income
accounts described above.

Amortization related to operations includes amortization of insurance intangibles. Conseco Insurance Group’s
amortization recorded in the eight months ended August 31, 2003 was affected by the change in estimates of future losses on
certain policies described above under ‘‘insurance policy benefits.”” Policyholder redemptions of annuity and, to a lesser
extent, life products increased following the downgrade of our A.M. Best financial strength rating to ‘B (Fair)”’ in August of
2002. When redemptions are greater than our previous assumptions, we are required to accelerate the amortization of
insurance intangibles to write off the balance associated with the redeemed policies. Amortization in the periods presented
has fluctuated as a result of the acceleration of the amortization of insurance intangibles associated with policy redemptions
and changes in future lapse assumptions with respect to the policies inforce. In 2002, we changed the lapse assumptions used
to determine the amortization of insurance intangibles related to certain universal life products and our annuities to reflect our
then current estimates of future lapses. For certain universal life products, we changed the ultimate lapse assumption from:
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(i) a range of 6 percent to 7 percent to; (ii) a tiered assumption based on the level of funding of the policy of a range of 2
percent to 10 percent. We recorded additional amortization related to higher redemptions and changes to our lapse
assumptions of $203.2 million in 2002. Policyholder redemptions during the 2003 periods have generally been consistent
with our revised lapse assumptions.

As a result of economic developments, actual experience of our products and changes in our expectations, we changed
our investment yield assumptions used in calculating the estimated gross profits to be earned on our annuity products in 2001.
Such changes resulted in additional amortization of insurance intangibles of $27.8 million in 2001.

Amortization related to net realized investment gains (losses) represents the increases or decreases in amortization
which result from realized investment gains or losses. When we sell securities at'a gain (loss) and reinvest the proceeds at a
different yield, we increase (reduce) the amortization of insurance intangibles in order to reflect the change in future expected
yields. Sales of fixed maturity investments resulted in an increase (decrease) in the amortization of insurance intangibles of
$1.1 million in the four months ended December 31, 2003; $(.9) million in the elght months ended August 31, 2003; and
$(24.6) million and $(32.3) million in 2002 and 2001, respectively.

Interest expense on investment borrowings fluctuates along with Conseco Insurance Group’s investment borrowing
activities and the interest rates thereon. Average investment borrowings (excluding borrowings related to the GM building)
were $304.2 million during the four months ended December 31, 2003; $403.4 million during the eight months ended August
31, 2003; and $639.1 miliion and $618.1 million during 2002 and 2001, respectively. The weighted average interest rates on
such borrowings (excluding borrowings related to the GM building) were 1.6 percent during the four months ended

December 31, 2003; 1.7 percent during the eight months ended August 31, 2003; and 1.6 percent and 3.2 percent durmg 2002
and 2001, respectively. :

Other operating costs and expenses were $115.6 million in the four months ended December 31, 2003; $222.6 million
in the eight months ended August 31, 2003; and $292.1 million and $273.9 million in 2002 and 2001, respectively. Increases
in these expenses in 2003 and 2002 are primarily related to increased policy acquisition costs which were non-deferrable.

Special charges in 2002 included: (i) a gain of $4.0 million on asset sale transactions entered into as part of our cash
raising initiatives; and (ii) other expenses totaling $3.3 million primarily related to severance benefits and costs incurred with
the transfer of certain customer service and backroom operations to our former India subsidiary. Special charges in 2001 were
$15.5 million. The 2001 charges primarily related to severance benefits and costs incurred in conjunction with the transfer of
certain customer service and backroom operations to our former India subsidiary.
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Other Business in Run-Off (dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Premiums and asset accumulation product collections: .
LONG-EIT CAIE ..ottt et $134.6 $ 268.0 $434.5 $463.0
MaJOr MEAICAL ...oueeviieeiieeieiiii ettt eeeerane 393 156.4 409.5 737.1
Total premium ColECtions .........o.cocvvererererernenerns 1739 | $.4244  $8440 $1200.
Average liabilities for other business in run-off: ‘ ‘ i ’
LONG-TEIM CATE ..cvvereviiniciirie ettt sie ettt e bbb $3,296.2 $1,977.9 $1,768.7  $1,639.0
Major MEAICAl ...ccviiereiieiriiericn et 103.8 120.0 225.2 407.1
Total average liabilities for other business in run-off, .
net of reinsurance ceded ..o $3,400.0 $2,097.9 $1.9939  §$2,046.1
Revenues: . : : ‘
Insurance poliCy IMCOME ..c....ccoveririeertiiorrrrercnere e $ 1505 $ 4188 @ $ 8473 81,2152
Net investment income on general account invested assets .......... 55.3 101.5 155.8 166.7
Net realized investment gains (10SS€S) ......ccocviiviiniiiicniciiiin (7 6.3 (58.2) (24.6)
Fee revenue and other inCOME..........ccccvveimioieicens i : 9 - 8 1.2
TOLA] TEVENUES ..o et sescererre 206.0 526.6 9457 13585
Expenses:
Insurance policy benefits.......coevvvmrireieri e 150.7 597.3 864.6 1,089.6
Amortization related t0 OPerations..........ccooveovereereecconceinenesinnnns 6.3 257 112.2 160.1
Interest expense on investment bOrroOWings ........ccccevvccrcvrreconnennen ‘ - 2 .6 2.0
Other operating costs and EXPenses......ccvvvevivervrriercrrereneeens 36.2 74.7 185.1 212.8
Total benefits and eXPenses .....ooccvvvcverirerericverenerensee e 193.2 697.9 1,162.5 1,464.5
Income (loss) before income taxes, minority interest,
discontinued operations and cumulative effect of _
accounting Change ..., § 128 $ (171.3) $. (216.8) $(106.0)
Health loss ratios:
Long-Term Care:
Insurance pPolicy bENefits .....ocevivvereiveirireircnire e $136.9 $458.1 $595.9 $446.4
LOSS FALIO {2) .vevireiuereeiereie ettt ettt neete s eae e ©103.32% 169.76%  139.11% 96.44%
Interest-adjusted 10Ss ratio (B) .ovvvrveeiriniinieninrece e e 65.84% 134.58% 110.19% 73.13%
Major medical:
Insurance policy benefits . ....ccoovovveriiirrecniire e easeea $13.8 §139.2 8268.7 $643.2
LOSS TATT0 (@) 1.vevevreiiecrnieireiereteiet et ee e ne e nnbeeanesenr et 77.29% 1 93.43%  64.15% 85.61%

(a) We calculate loss ratios by taking the related product’s: (i) insurance policy benefits; divided by (ii) insurance policy
Income.

(b) We calculate the interest-adjusted loss ratio for long-term care products included in this segment by taking the
product’s: (i) insurance policy benefits less interest income on the accumulated assets which back the insurance
liabilities; divided by (ii) policy income. Interest income is an important factor in measuring losses on this product. The
net cash flows from long-term care products generally result in the accumulation of amounts in the early years of a
policy (accounted for as reserve increases) which will be paid out as benefits in later policy years (accounted for as
reserve decreases). Accordingly, as the policies age, the loss ratio will typically increase, but the increase in the change
in reserve will be partially offset by investment income earned on the assets which have accumulated. The interest-
adjusted loss ratio reflects the effects of the investment income offset.
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Total premium collections in this segment were $173.9 million in the four months ended December 31, 2003; $424.4
million in the eight months ended August 31, 2003; and $844.0 million and $1,200.1 million in 2002 and 2001, respectively.
We have ceased marketing the long-term care business included in this segment. Accordingly, collected premiums will
decrease over time. Decreases in long-term care premium collections are the result of policy lapses, partially offset by
premium rate increases. We have ceased marketing and have not renewed our major medical business, which has resulted in
the significant reduction in major medical collected premiums. See ‘‘— Premium and Asset Accumulation Product
Collections’’ for further analysis.

Average liabilities for other business in run-off, net of reinsurance ceded were $3.4 billion in the four months ended
December 31, 2003; $2.1 billion in the eight months ended August 31, 2003; and $2.0 billion in both 2002 and 2001. The
increase in 2003 reflects the adoption of fresh start dccounting as further discussed under ‘‘~— Critical Accounting Policies —
Liabilities for Insurance Products.”

Insurance policy income is comprised of premiums earned on the segment’s long-term care and major medical
policies. See ““— Premium and Asset Accumulation Product Collections’’ for further analysis.

Net investment income on general account invested assets was $55.3 million in the four months ended December 31,
2003; $101.5 million in the eight months ended August 31, 2003; and $155.8 million and $166.7 million in 2002 and 2001,
respectively. The average balance of general account invested assets was $2.8 billion in the four months ended December 31,
2003; $2.5 billion in the eight months ended August 31, 2003; and $2.4 billion and $2.3 billion in 2002 and 2001,
respectively. The yield on these assets was 5.8 percent in the four months ended December 31, 2003; 6.1 percent in the eight
months ended August 31, 2003; and 6.6 percent and 7.2 percent in 2002 and 2001, respectively. The decrease in yield for the
four months ended December 31, 2003 reflects the adoption of fresh start accounting which effectively reset the yields to
market rates at August 31, 2003.

Net realized investment gains (losses) fluctuate from period to period. During the four months ended December 31,
2003, net realized investment losses in our Other Business in Run-off segment included: (i) $.2 million of net losses from the
sales of investments; and (ii) $.5 million of writedowns of investments as a result of conditions which caused us to conclude a
decline in fair value of the investment was other than temporary. During the first eight months of 2003, we recognized net
realized investment gains of $6.3 million. During the first eight months of 2003, the net realized investment gains included:
(1) $8.7 million of net gains from the sales of investments (primarily fixed maturities); net of (ii) $2.4 million of writedowns
of fixed maturity investments, equity securities and other invested assets as a result of conditions which caused us to
conclude a decline in fair value of the investment was other than temporary. During 2002 and 2001, we recognized net
realized investment losses in the Other Business in Run-off segment of $58.2 million and $24.6 million, respectively. The net
realized investment losses during 2002 included: (i) $51.8 million to writedown certain securities to fair value due to an
other-than-temporary decline in value (including issuers who have faced significant problems: K-Mart Corp., Amerco, Inc.,
Global Crossing, MCI Communications, Mississippi Chemical, United Airlines and Worldcom, Inc.); and (ii) $6.4 million of
net losses from the sales of investments (primarily fixed maturities). The net realized investment losses during 2001 included
writedowns of $21.9 million related to: (i) the impact of higher default rate assumptions on certain structured investments;
(i1) losses on investments held in our private equity portfolio; and (iii) the writedown of certain securities to fair value due to
an other-than-temporary decline in value or our plan to sell the securities in connection with investment restructuring
activities (including issuers who have faced significant problems: Sunbeam Corp., Enron Corp., Crown Cork & Seal
Company Inc., Global Crossing Ltd. and K-Mart Corp.).

Insurance policy benefits fluctuated primarily as a result of the factors summarized below related to loss ratios in the
blocks of long-term care business in this segment. Loss ratios are calculated by taking the product’s: (i) insurance policy
benefits; divided by (ii) policy income.

This segment includes long-term care insurance inforce, substantially all of which was issued through independent
agents by certain of our subsidiaries prior to their acquisitions by Conseco in 1996 and 1997. The loss experience on these
products has been worse than we expected. Although we anticipated a higher level of benefits to be paid out on these
products as the policies age, the paid claims have exceeded our projections. We are experiencing adverse developments on
home health care policies issued in certain areas of Florida and other states. This adverse experience is reflected in the higher
loss ratios in the eight months ended August 31, 2003. We are aggressively seeking rate increases and pursuing other actions
on certain of these long-term care policies. We hired an actuarial consulting firm to help evaluate the adequacy of this
segment’s long-term care reserves given our recent adverse experience and claim reserve deficiencies. Based on the results of
their study and our internal evaluations, we modified our claim continuance tables to reflect longer benefit payment periods
consistent with our current estimate of future loss experience. Accordingly, claim reserves increased by approximately §85
million in the eight months ended August 31, 2003, most of which was due to the new continuance tables. Excluding the
increase in claim reserves, the loss ratio for the eight months ended August 31, 2003, would have been 138 percent and the

57




interest-adjusted loss ratio for the eight months ended August 31, 2003, would have been 103 percent. The decrease in the
long-term care loss ratio for the four months ended December 31, 2003 reflects the adoption of fresh start accounting.

During 2002, we conducted an extensive examination of the assumptions used to estimate our claim reserves for long-
term care products sold through our independent agent distribution channel. The examination was prompted by the
continuing claim reserve deficiencies that we were experiencing based on the assumptions and estimates made by our
actuaries. We engaged an independent actuarial firm to assist in the examination.

Our prior estimates for long-term care reserves were based on claim continuance tables using experience for the period
from January 1, 1990 through September 30, 1999. These tables are used to estimate the length of time an insured will
receive covered long-term care for an incurred event. In 2002, we completed studies which indicated that the average length
of time an insured will receive covered care had increased in recent periods. In addition, we have experienced significant
fluctuations in claim inventories for these products. Accordingly, our actuaries and the independent actuarial firm concluded
that estimates of future claim payments for incurred claims using the more recent data reflecting the longer covered care time |
periods were more appropriate than estimates based on prior data. The changes iri estimation in calculating the reserves ‘
resulted in an increase to insurance policy benefits of $130.0 miilion in 2002. Excluding this adjustment related to the change
in estimate, insurance policy benefits on long-term care policies would have been $465.9 million, the loss ratio for the year [
ended December 31, 2002 would have been 109 percent, and the interest-adjusted loss ratio for the year ended December 31,
2002 would have been 80 percent.

The net cash flows from long-term care products generally result in the accumulation of amounts in the early years of
a policy (accounted for as reserve increases) which will be paid out as benefits in later policy years (accounted for as reserve
decreases). Accordingly, as the policies age, the loss ratio will typically increase, but the increase in the change in reserve
will be partially offset by investment income earned on the assets which have accumulated. The interest-adjusted loss ratio
for long-term care products is calculated by taking the insurance product’s: (i) insurance policy benefits less interest income
on the accumulated assets which back the insurance liabilities; divided by (ii) policy income.

The loss ratio on the major medical business increased in the eight months ended August 31, 2003, primarily due to
adverse claim experience. The loss ratio on the major medical business decreased during 2002. This decrease resulted
primarily from lower than expected claims experience as the business began running off following our decision, in 2001, to
begin nonrenewing major medical business.

Amortization related to operations includes amortization of insurance intangibles. The decrease in amortization
expense for the four months ended December 31, 2003 reflects the adoption of fresh start accounting, and also reflects the
relatively small amount of value of policies inforce associated with the business comprising this segment. In 2001, we
stopped renewing portions of our major medical lines of business in several unprofitable states in accordance with the
contractual terms of the policies. As a result, we determined that approximately $77.4 million of insurance intangibles would
not be recoverable. Such amount is recorded as amortization related to operations.

Interest expense on investment borrowings fluctuates along with our investment borrowing activities which have not
been significant in this segment.

Other operating costs and expenses were $36.2 million in the four months ended December 31, 2003; $74.7 million in
the eight months ended August 31, 2003; and $185.1 million and $212.8 million in 2002 and 2001, respectively. The
decreases in expenses were due primarily to expense reductions in the major medical operations. Since our decision in 2001
to nonrenew the small group and individual major medical business, the total number of employees dedicated to major
medical has been reduced by approximately 550 during the period June 30, 2001 through December 31, 2003.
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Corporate (dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Corporate operations:

Interest expense on corporate debt ............cccoconiviciiniiiiiiiiniiniiins $(34.4) $(194.2) $(325.5) $(369.6)
INVEStMENt INCOME ...eoviiiirirriieie e e e aen et se s i 16.2 14.0 39.7
Provision for losses related to stock purchase plan ...........c.co.cc..... - (55.6) (240.0) (169.6)
Venture capital income (loss) related to investment in AT&T

Wireless Service, Inc. (“*"AWE’’), net of related expenses.......... (5.5) 10.5 (99.3) (23.4)
Fee revenue and Other iNCOME .........ccccvreereviinreienrcrcnree s 11.4 17.1 59.2 68.5
Net realized investment 10SSES.......coovvevvivcrcriniereeoie e (4 D (1.3) (62.8)
Other TIMS 1o ettt (14.9) (40.4) (182.7) (137.8)
Goodwill amMOTtIZAtION.....c.occiiiriice e - - - (108.2)
Gain on sale of interest in riverboat...........cccoccovviricicniiiiicoiiiiienas - - - 192.4
Special Charges.......ccoviiniiiiniriiei - - (52.2) (58.9)
Gain on extinguishment of debt ..., - - 1.8 17.0
Goodwill IMPaIrMENt ... v - - (500.0) -
Reorganization IeINS .........ocveuirermeeeerurir e seemessirereseneeeseens - 2.130.5 (14.4) -

Income (loss) before income taxes and minority interest ............ 3(43.1) $1.884.0  3(1,340.4) $(612.7)

Interest expense on corporate debt in the four months ended December 31, 2003 includes interest expense on the
Senior Credit Facility. Interest expense decreased in the eight months ended August 31, 2003 primarily as a result of our
ceasing to accrue interest on notes payable (excluding Predecessor’s senior credit facility, the guaranteed senior notes and
certain secured senior notes). Interest expense decreased in 2002 as a result of the repayment of debt and lower interest rates.
The average debt outstanding was $4.1 billion and $4.5 billion in 2002 and 2001, respectively. The average interest rate on
such debt was 8.0 percent and 8.2 percent in 2002 and 2001, respectively. ‘

Investment income primarily included income earned on short-term investments held by the Corporate segment and
the income from our investment in a riverboat casino (prior to its sale in the first quarter of 2001) and miscellaneous other
income. '

Provision for losses and expense related to stock purchase plan represents the non-cash provision we established in
connection with our guarantees of bank loans to approximately 155 current and former directors, officers and key employees
and our related loans for interest. The funds from the bank loans were used by the participants to purchase approximately
18.0 million shares of our Predecessor’s common stock. In the first eight months of 2003 and in 2002 and 2001, we
established provisions of $55.6 million, $240.0 million and $169.6 million, respectively, in connection with these guarantees
and loans. We determined the reserve based upon the value of the collateral held by the banks. At December 31, 2002, the
reserve for losses on the loan guarantees totaled $660.0 million. The outstanding principal balance on the bank loans was
$481.3 million. In addition, our Predecessor provided loans to participants for interest on the bank loans totaling $179.2
million. During 2002, our Predecessor purchased $55.5 million of loans from the banks utilizing cash held in a segregated
cash account as collateral for our guarantee of the bank loans (including accrued interest, the balance on these loans was
$56.7 million at December 31, 2002).

In conjunction with the Plan, the $481.3 million principal amount of bank loans was transferred to the Company. We
received all rights to collect the balances due pursuant to the original terms of these loans. In addition, we hold loans to
participants for interest on the bank loans which total approximately $220 million. The former bank loans and the interest
loans are collectively referred to as the “D&O loans.” We regularly evaluate the collectibility of these loans in light of the
collateral we hold and the creditworthiness of the participants. At December 31, 2003, we have estimated that approximately
$51.0 million of the D&O balance (which is included in other assets) is collectible (net of the cost of collection). An
allowance has been established to reduce the recorded balance of the D&O loans to this balance.

Venture capital income (loss) relates to our investment in AT&T Wireless (‘‘AWE”’), a company in the wireless
communication business. Our investment in AWE was carried at estimated fair value, with changes in fair value recognized
as investment income (loss). We sold all of our holdings in AWE during the fourth quarter of 2003.

Fee revenue and other income includes: (i) revenues we receive for managing investments for other companies; and
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(ii) fees received for marketing insurance products of other companies. In 2002 and 2001, this amount included $16.7 million
and $5.4 million, respectively, of affiliated fee revenue earned by our subsidiary in India. Such revenue is eliminated in
consolidation. Excluding such affiliated income, fee revenue and other income decreased primarily as a result of a decrease in
the market value of investments managed for others, upon which these fees are based. We sold our India subsidiary in the
fourth quarter of 2002 and have substantially eliminated the customer service and other operations coriducted there. Fee
revenue and other income in the four months ended December 31, 2003, includes $3.6 million of interest received on a
Federal income tax refund.

Net realized investment losses often fluctuate from period to period. During 2002 and 2001, we recorded writedowns
in the Corporate segment totaling $1.3 million and $60.7 million, respectively, on certain securities due to an other than
temporary decline in value. :

Other items include general corporate expenses, net of amounts charged to subsidiaries for services provided by the
corporate operations. During the first eight months of 2003, disputes with certain of our insurance carriers were resolved and
a previously established liability of $40 million {which was established in 2002) was released which was substantially offset
by increases to various litigation reserves of $30 million. This amount includes expenses in 2002 and 2001 related to our
subsidiary in India Wthh was sold in the fourth quarter of 2002.

Goodwill amortization in 2001 was $108.2 million. Pursuant to Statement of Financial Accounting Standards No. 142,
““Goodwill and Other Intangible Assets™ (*‘SFAS 142°’), intangible assets with an indefinite life are no longer amortized in
periods subsequent to December 31, 2001, but are subject to annual 1mpa1rment tests (or more frequently under certain
circumstances) effective January 1, 2002.

Gain on sale of interest in riverboat represents the gain recognized in the first quarter of 2001 as a result of our sale of
our 29 percent ownership interest in the riverboat casino in Lawrenceberg, Indiana, for $260 million.

Special charges in the Corporate segment for 2002 included: (i) a loss of $20.0 million associated with the sale of our
India subsidiary; (ii) $17.7 million related to debt modification and refinancing transactions; (iii) other items totaling $22.0
million; partially offset by (iv) net gains of $7.5 million related to the sale of certain non-core assets. Special charges in this
segment for 2001 included: (i) litigation accrual and expenses of $23.8 million; (i1) severance benefits of $2.9 million; (iii)
losses related to office closings and the sale of artwork totaling $6.8 million; (iv) losses related to disputed remsurance
balances totaling $8.5 million; and (v) other losses totaling $16.9 million.

During 2002, we recognized a gain on the extinguishment of debt as we repurchased $77.4 million par value of our
Predecessor’s notes payable resulting in a gain of $1.8 million.

During 2001, we repurcﬁased $893.8.million par value of our Predecessor’s notes payable resulting in a gain of $17.0
million,

In 2002, we recognized a goodwill impairment of $500.0 million as discussed in greater detail in the hotes to the
consolidated financial statements.

Reorganization items in the eight months ended August 31, 2003 included: (i) $3,151.4 million related to the gain on
the discharge of prepetition liabilities; (i) $(950.0) million related to fresh start adjustments; and (iii) $(70.9) million related
to professional fees associated with our bankruptcy proceedings which are expensed as incurred in accordance with SOP 90-
7. In 2002, we incurred reorganization items of $14.4 million related to-professional fees associated with our bankruptcy
proceedings.

PREMIUM AND ASSET ACCUMULATION PRODUCT COLLECTIONS

In accordance with GAAP, insurance policy income as shown in our consolidated statement of operations consists of
premiums earned for policies that have life contingencies or morbidity features. For annuity and universal life contracts
without such features, premiums collected are not reported as revenues, but as deposits to insurance liabilities. We recognize
revenues for these products over time in the form of investment income and surrender or other charges.

Agents, insurance brokers and marketing companies who market our products and prospective purchasers of our
products use the ratings of our insurance subsidiaries as an important factor in determining which insurer’s products to
market or purchase. Ratings have the most impact on our annuity and interest-sensitive life insurance products. Our insurance
companies’ financial strength ratings were downgraded by all of the major rating agencies beginning in July, 2002, in
connection with the financial distress that ultimately led to our Predecessor’s bankruptcy. The current financial strength
ratings of our insurance subsidiaries (with the exception of Conseco Senior Health Insurance Company) from A.M. Best,
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S&P and Moody’s are B (Fair), BB— and Ba3, respectively. The current financial strength ratings of Conseco Senior Health
Insurance Company from A.M. Best, Standard & Poor’s and Moody’s are B (Fair), CCC and Caal, respectively. For a
description of the ratings issued by these firms and additional information on our ratings, see ‘‘Management’s Discussion and
Analysis of Financial Condition and Results of Operations — Liquidity for Insurance Operations.”” Many of our competitors
have higher financial strength ratings and we believe it is critical for us to improve our ratings to be competitive. The Jowered
ratings assigned to our insurance subsidiaries were one of the primary factors causing sales of our insurance products to
decline and policyholder redemptions and lapses to increase during 2002 and 2003. We also experienced increased agent
attrition, which in some cases led us to increase commissions or sales incentives in an effort to retain them.

We set the premium rates on our health insurance policies based on facts and circumstances known at the time we
issue the policies and on assumptions about numerous variables, including the actuarial probability of a policyholder
incurring a claim, the probable size of the claim, and the interest rate earned on our investment of premiums. In setting
premium rates, we consider historical claims information, industry statistics, the rates of our competitors and other factors. If
our actual claims experience proves to be less favorable than we assumed and we are unable to raise our premium rates, our
financial results may be adversely affected. Our estimates of insurance liabilities assume we will be able to raise rates if
future experience results in blocks of our health insurance business becoming unprofitable. We generally cannot raise our
health insurance premiums in any state unless we first obtain the approval of the insurance regulator in that state. We review
the adequacy of our premium rates regularly and file rate increases on our products when we believe existing premium rates
are too low. It is possible that we will not be able to obtain approval for premtum rate increases from currently pending
requests or requests filed in the future. If we are unable to raise our premium rates because we fail to obtain approval for a
rate increase in one or more states, our net income may decrease. If we are successful in obtaining regulatory approval to
raise premium rates due to unfavorable actual claims experience, the increased premium rates may reduce the volume of our
new sales and cause existing policyholders to allow their policies to tapse. This could result in anti-selection if healthier
policyholders allow their policies to lapse. This would reduce our premium income and profitability in future periods.
Increased lapse rates also could require us to expense all or a portion of our insurance intangibles relating to lapsed policies
in the period in which those policies lapse, adversely affecting our financial results in that period.

Our insurance segments sell insurance products through three primary distribution channels — career agents and direct
marketing (our Bankers Life segment) and independent producers (our Conseco Insurance Group segment). Our career
agency force in the Bankers Life segment sells primarily Medicare supplement and long-term care insurance policies, senior
life insurance and annuities. These agents visit the customer’s home, which permits one-on-one contact with potential
policyholders and promotes strong personal relationships with existing policyholders. Bankers Life’s direct marketing
distribution channel is engaged primarily in the sale of *‘graded benefit life’” insurance policies which are sold directly to the
policyholder. Our independent producer distribution channel in the Conseco Insurance Group segment consists of a general
agency and insurance brokerage distribution system comprised of independent licensed agents doing business in all fifty
states, the District of Columbia, and certain protectorates of the United States. Independent producers are a diverse network
of independent agents, insurance brokers and marketing organizations.
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Total premiums and accumulation product collections were as follows:

Bankers Life (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 ‘ 2003 2002 2001
Premiums collected:
Annuities: ,
Equity-indexed (fIrsSt-Year) .......cccouvrveerervnnicceireceescenceneceenes $ 5.1 $§ 100 $_ 304 $ 414
Other fixed (FIrST-YEar) ... ooviveirene e asreeaas 247.7 685.4 707.1 469.1
Other fixed (renewal) ..o 1.0 3.0 3.4 2.6
Subtotal - other fixed annuities.......ccoverrreiireri e 248.7 688.4 710.5 471.7
Total ANMUILES ..ovviveeiereireereee e s e s et s eabe e e 253.8 698.4 7409 S13.1
Supplemental health:
Medicare supplement (first-year) .....ccovoveiieiniionirinnn 20.5 37.6 758 . 744
Medicare supplement (renewal) ..........cceceevniinienncncnecneeneen 205.1 381.5 588.1 582.3
Subtotal - Medicare SUPPIEMENT .....c.eovirirrririrereierrrerereaeeennns 225.6 419.1 663.9 656.7
Long-term care (fIrst-Year)......cooeevoerrreerceemiiireeeeesen e siesrnvenienes 24.6 48.7 87.7 87.8
Long-term care (renewal)........ccococcvviiiininnreicncnnncen, 1533 282.8 395.2 337.5
Subtotal - lONZ-TEIM CATE ........ooovveereevce e srerrte e e seanes 177.9 331.5 482.9 4253
Other health (fIrSE=-YEAr) ... .ocoieviieieie it 3 .8 1.0 1.2
Other health (renewal)..........cocovrviviinmiiionc 4.1 8.2 11.6 14.2
Subtotal - other health.. ... e 44 9.0 12.6 154
Total supplemental health...............oooii 407.9 759.6 1,1594  1.0974
Life insurance:
FITST-YAT ..ttt e e 153 251 375 50.2
RENEWaL ittt 433 77.6 101.5 236.1
Total Jife INSUTANCE ...ocverviieriicrveiiercccieeienivsieiseiaeivsceissccrans 58.6 102.7 139.0 286.3
Collections on insurance products:
Total first-year premium collections on insurance products ......... 313.5 807.6 939.5 724.1
Total renewal premium collections on insurance products ........... 406.8 753.1 1,099.8 1.172.7
Total collections on insurance ProQuCcts............cvvvemveevevrernrvnenn. 720.3 $1.560.7 $2,039.3 $1,896.8

Annuities in the Bankers Life segment include equity-indexed and other fixed annuities sold to the senior market
through our career agents. In order to maintain our career agency distribution force during the parent company’s Chapter 11
reorganization process, we provided certain sales inducements to purchasers of annuities and sales incentives to our career
agents. These programs ended at various times during the second quarter of 2003. Annuity collections from career agents
totaled $253.8 million in the four months ended December 31, 2003; $698.4 million in the eight months ended August 31,
2003; and $740.9 million and $513.1 million in 2002 and 2001, respectively. Annuity premium collections in 2003 were
favorably impacted by the sales inducements and incentives discussed above. In addition, the minimum guaranteed crediting
rates on certain of our annuity products were very attractive. We recently introduced new annuity products which have lower
minimum guaranteed crediting rates. As a result of the elimination of the sales inducements and incentives and the lower
minimum guaranteed crediting rates, sales of fixed rate annuity products have declined.

Supplemental health products in the Bankers Life segment include Medicare supplement, long-term care and other
insurance products distributed through our career agency force. Qur profits on supplemental health policies depend on the
overall level of sales, the length of time the business remains inforce, investment yields, claim experience and expense
managemert.
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Collected premiums on Medicare supplement policies in the Bankers Life segment were $225.6 million in the four
months ended December 31, 2003; $419.1 million in the eight months ended August 31, 2003; and $663.9 million and $656.7
million in 2002 and 2001, respectively. Collected premiums have been affected by new sales levels, which have declined in
the Bankers Life segment since our ratings downgrades.

Premiums collected on Bankers Life’s long-term care policies totaled $177.9 million in the four months ended
December 31, 2003; $331.5 million in the eight months ended August 31, 2003; and $482.9 million and $425.3 million in
2002 and 2001, respectively. New sales of long-term care policies through our career agents have declined since our ratings
downgrades, as reflected in the declines in first-year collected premiums in 2003.

Other health products include various other health insurance products which we have not been actively marketing.
Premiums collected totaled $4.4 million in the four months ended December 31, 2003; $9.0 million in the eight months ended
August 31, 2003; and $12.6 million and $15.4 million in 2002 and 2001, respectively.

Life products in our Bankers Life segment are sold primarily to the senior market through our career agents and our
direct response distribution channel. Life premiums collected in this segment totaled $58.6 million in the four months ended
December 31, 2003; $102.7 million in the eight months ended August 31, 2003; and $139.0 million and $286.3 million in
2002 and 2001, respectively. The decrease in life premiums collected in 2002 and 2003 compared to 2001 is primarily due to
a first quarter 2002 reinsurance transaction. The reinsurance transaction is discussed further in the note to the consolidated
financial statements entitled “Summary of Significant Accounting Policies — Reinsurance”. The A.M. Best ratings
downgrade to ‘‘B (Fair)”’ has not had a significant impact on sales of life products through these channels.
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Conseco Insurance Group (dollars in millions)

Successor Predecessor
* Four months - | Eight months Years
ended ended - ended
December 31, |  August 31, December 31,
2003 2003 2002 2001
Premiums collected: - -
Annuities: - ~
Equity-indexed (fIrst-YEar) ......covrvrreneiericirenmeiirecesianes e § 52 $328 § 1626 § 3062
Equity-indexed (renewal).........cco.cooiiricmiiiniiiiiiceecns 4.2 12.1 27.1 33.3
Subtotal - equity-indexed annuities ........ccocoerrerereeviinnniienennes 9.4 44.9 189.7 339.5
Other fixed (firSt-Year) .......ccovcvvririiciniiiiciceenc e 1.6 14.3 1349 339.8
Other fixed (IeNeWal) .c...ccoveiiiiiniiiereicce et 7.1 14.8 27.3 313
Subtotal - other fixed aNNUILES ..o 8.7 29.1 162.2 371.1
TOMA] ANMUIIES ....oreeoe oo oo oo 8.1 74.0 3519 __7106
Supplemental health: '
Medicare supplement (firSt-year) .........ococvcreiinmicincneninienininnne, 16.0 36.5 90.8 47.0
Medicare supplement (renewal) ........cccccoccnniniicinniniin, 118.2 2139 279.1 2714
Subtotal - Medicare supplement ..........cccoorernirecencerenninierennn. 134.2 2504 369.9 3184
Specified disease (first-Year) .......cooomrerivrirrirernceerccneee e 10.0 19.7 36.8 42.1
Specified disease (renewal) ..., 108.7 216.7 331.8 329.7
Subtotal - specified disease.........ccvvireiiniiie, 118.7 236.4 368.6 371.8
Other health (firSt-year)......cccovvieniiniiinnd e 4.3 9.7 12.9 10.3
Other health (renewal)......cccocinereiniciiciiinie e, 14.8 28.8 78.9 83.6
Subtotal - other health........cccocoriceiiiee e, 19.1 38.5 91.8 93.9
Total supplemental health........c...ccoooviiii, 272.0 5253 830.3 784.1
Life insurance:
FAMSt-YRAT ..ttt e 9.0 20.6 59.2 69.9
RENEWAL.....cciviviiiiiiiriecre et 122.5 260.1 438.8 483.4
Total life INSUMANCE ..ovvveririerriceccercerererere et s 131.5 280.7 498.0 5533
Collections on insurance products:
Total first-year premium collections on insurance products ........... 46.1 133.6 497.2 815.3
Total renewal premium collections on insurance products ............. 3755 - 7464 1.183.0 1.232.7
Total collections on insurance Products.....covveeciviiencninneneeenens $421.6 $880.0 $1,680.2 $2,048.0

Annuities in our Conseco Insurance Group segment include equity-indexed annuities and other fixed annuities sold
through professional independent producers. Many professional independent producers discontinued marketing our annuity
products after A.M. Best lowered our financial strength ratings. Accordingly, we took actions to reduce our expenses related
to marketing these products through this distribution channel, and began to focus instead on the sale of products that were
less ratings sensitive. Total annuity collected premiums in this segment were $18.1 million in the four months ended
December 31, 2003; $74.0 million in the eight months ended August 31, 2003; and $351.9 million and $710.6 million in
2002 and 2001, respectively.

We introduced our first equity-indexed annuity product in 1996. The accumulation value of these annuities is credited
with interest at an annual guaranteed minimum rate of 3 percent (or, including the effect of applicable sales loads, a 1.7
percent compound average interest rate over the term of the contracts). These annuities provide for potentially higher returns
based on a percentage of the change in the S&P 500 Index during each year of their term. We purchase S&P 500 Call
Options in an effort to hedge increases to policyholder benefits resulting from increases in the S&P 500 Index. Total
collected premiums for this product were $9.4 million in the four months ended December 31, 2003; $44.9 million in the
eight months ended August 31, 2003; and $189.7 million and $339.5 million in 2002 and 2001, respectively. The decreases
can be attributed to (i) the general stock market performance in recent years which has made other investment products more
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attractive to certain customers and (ii) the effect of the A.M. Best ratings downgrade to ‘B (Fair).”’

Other fixed rate annuity products include SPDAs, FPDAs and SPIAs, which are credited with a declared rate. SPDA
and FPDA policies typically have an interest rate that is guaranteed for the first policy year, after which we have the
discretionary ability to change the crediting rate to any rate not below a guaranteed minimum rate. The interest rate credited
on SPIAs is based on market conditions existing when a policy is issued and remains unchanged over the life of the SPIA.
Annuity premiums on these products were $8.7 million in the four months ended December 31, 2003; $29.1 million in the
eight months ended August 31, 2003; and $162.2 million and $371.1 million in 2002 and 2001, respectively. The decreases
can be attributed to the effect of the A.M. Best ratings downgrade.

Supplemental health products in our Conseco Insurance Group segment include Medicare supplement, specified
disease and other insurance products distributed through professional independent producers. Our profits on supplemental
health policies depend on the overall level of sales, the length of time the business remains inforce, investment yields, claim
experience and expense management.

Collected premiums on Medicare supplement policies in the Conseco Insurance Group segment were $134.2 million in
the four months ended December 31, 2003; $250.4 million in the eight months ended August 31; 2003; and $369.9 million
and $318.4 million in 2002 and 2001, respectively. Collected premiums have been affected by the decrease in new Medicare
supplement sales since our ratings downgrades.

Premiums collected on specified disease products totaled $118.7 million in the four months ended December 31, 2003;
$236.4 million in the eight months ended August 31, 2003; and $368.6 million and $371.8 million in 2002 and 2001,
respectively. Collected premiums have been affected by decreases in new sales since our ratings downgrades.

Other health products include disability income, dental and various other health insurance products. We no longer
actively market many of these products. The disability income and dental products have been marketed to school systems
located in nearly all states. Premiums collected totaled $19.1 million in the four months ended December 31, 2003; $38.5
million in the eight months ended August 31, 2003; and $91.8 million and $93.9 million in 2002 and 2001, respectively.

Life products in the Conseco Insurance Group segment are sold through professional independent producers. Life
premiums collected totaled $131.5 million in the four months ended December 31, 2003; $280.7 million in the eight months
ended August 31, 2003; and $498.0 million and $553.3 million in 2002 and 2001, respectively. The A.M. Best ratings
downgrade to ‘B (Fair)”’ has negatively affected our sales of life products. We stopped actively marketing many of our life
insurance products sold through the professional independent producer channel in the second quarter of 2003.
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Other Business in Run-Off (dollars in millions)

Premiums collected:

Long-term care:

Major medical:

Group (fIrSt-year) ...c..oevevreriverreimniniiniicesone e,
Group (renewal) ..., -
Subtotal - group major medical.........ccoviviininnns

Individual (first-year) ......cccoevvvviincminiienen
Individual (renewal).....ccooocivviieiiiniiininecinea,
Subtotal — mdmdual major medical ....c..covenen.

Total major medical ...

Collections on insurance products:

Total first-year premium collections on insurance products .......

Total renewal premium collections on insurance products

Total collections on insurance products.........0........

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 2003 2002 2001
$§ 6 § 32 $ 10.0 $ 174
134.0 264.8 424.5 445.6
134.6 268.0 434.5 463.0
- - 5 16.4
36.7 152.4 315.1 354.5
36.7 152.4 315.6 370.9
- - 15.6 112.8
2.6 4.0 78.3 2534
2.6 4.0 93.9 366.2
39.3 156.4 409.5 737.1
.6 3.2 26.1 146.6
1733 4212 817.9 1.053.5
$1739 424 .4 $844.0 $1.200.1

As described elsewhere, the Other Business in Run-off segment includes: (i) long-term care products written in prior

years through independent agents; and (ii) group and individual major medical business in run-off.

Long-term care premiums collected in this segment totaled $134.6 million in the four months ended December 31,
2003; $268.0 million in the eight months ended August 31, 2003; and $434.5 million and $463.0 million in 2002 and 2001,
respectively. Most of the long-term care premiums in this segment relate to business written by certain of our subsidiaries
prior to their acquisitions by Conseco in 1996 and 1997. We ceased selling new long-term care policies through professional
independent producers in the second quarter of 2003. As a result, decreases in this segment’s long-term care collected
premiums reflect policy lapses partially offset by premium rate increases.

Group major medical premiums totaled $36.7 million in the four months ended December 31, 2003; $152.4 million in
the eight months ended August 31, 2003; and $315.6 million and $370.9 million in 2002 and 2001, respectively. We no
longer actively market new sales of group products. In early 2002, we decided to stop renewing all inforce small group

business and discontinued new sales.

Individual major medical premiums collected were $2.6 million in the four months ended December 31, 2003; $4.0
million in the eight months ended August 31, 2003; and $93.9 million and $366.2 million in 2002 and 2001, respectively. In
the second half of 2001, we stopped renewing a large portion of our major medical lines of business. In early 2002, we

decided to stop renewing all inforce individual major medical business and discontinued new sales.

INVESTMENTS

Our investment strategy is to: (i) maintain a predominately investment-grade fixed income portfolio; (ii) provide
adequate liquidity to meet our cash obligations to policyholders and others; and (iii) maximize current investment income and
total investment return through active investment management. Consistent with this strategy, investments in fixed maturity
securities, mortgage loans and policy loans made up 94 percent of our $22.8 billion investment portfolio at December 31,
2003. The remainder of the invested assets were equity securities, venture capital investments and other invested assets.
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The following table summarizes the composition of our investment portfolio as of December 31, 2003 (dollars in
millions):

Carrying Percent of
value  total investments

Actively managed fixed maturities ..........ooccevenrcorernrererernvenns ettt - $19,840.1 87%
EQUILY SECUTTHES ...coeviiieiiiiiit ettt st s 74.5 -
MOTEEAZE J0BNS. ...c.eiviiiiitiitciiet ettt sttt st es e et eas 1,139.5 5
POLICY L0BIS ....oviierciciicer ettt e b e 5034 2
TradiNg SECUTTTIES ...evviiiiviiieiterteciese oo re e ebe e sere et era e beas e s s bas e sseaneneesaesbssnbasteaas 915.1 4
Partnership INVESHMEIIES ......cccooviririimicrene ettt et 192.6 1
Other INVESTEA ASSEIS ...veivireerieierireirieei ettt eae et sne st st et st enesssaes 131.5 1
Total INVESIMENLS ...ttt eas e .. $22.796.7 100%

Insurance statutes regulate the type of investments that our insurance subsidiaries are permitted to make and limit the
amount of funds that may be used for any one type of investment. In light of these statutes and regulations and our business
and investment strategy, we generally seek to invest in United States government and government-agency securities and
corporate securities rated investment grade by established nationally recognized rating organizations or in securities of
comparable investment quality, if not rated.

The following table summarizes the carrying values of our fixed maturity securities by industry category as of
December 31, 2003 (dollars in millions):

Percent of
Carrying value fixed maturities

MOrtgage-backed SECUTIEIES ........uveueveeriereerrieres s seees ettt et $ 5,851.0 29.5%
Bank & Finance ..........ccceueeeee. bt ehet et bttt eEea ettt s et ae b aerea s et et et eresbesesebe et ateneerentas 2,713.5 13.7
Manufacturing.......ccovviecviiimie i s et b s 2,169.6 10.9
U@ 1o eveeee ettt ettt bbb ebe a2 eb e e b et b et et b e ebe s bt e aesreneeb et ne s eb et e e sns e e 1,322.1 6.7
S BTVICES 1ot erteteteeteesrereeseestertestesabesaeetbasbestees s e s besbe skt et b et b e st assasbee st e s on b et easaasea b et b teareeess e 1,142.6 58
COMMUNICALIONS ....vevivveviiieceseereetertceseieeeessesaeessreesesaesas e sbesearassessasessassassesatessenserensonsessanes 1,058.6 5.3
ASSet-Dacked SECUITEIES ..ve.vieriieiecccccrteccecirr ettt e e 761.6 3.8
AGE/FOrestry/MINING ......c.coviiiiiinieirnenteceiets ettt v Ceeereees 761.1 3.8
Government (US)....c..cooiierereiirciinrcirn et re e sae e e b et s 733.6 37
TEANSPOTLALION 11vvieveeirerireteete it ettt steeee e ser e ba et et e bee e saeesb e easeeeasnesbeebesenatsebasbestnebsnrassesread 498.3 2.5
Retail/WholeSale .....overeiviiiiiiiieiiiiii ettt e s st e 486.2 2.5
OLNET L.ttt r e ekttt ek s etk ekt st e et b resaas e bt s 2.341.9 11.8
Total fixed MAtUrity SECUTTHES......covrirteriireireeire ettt rese e as e e $19,840.1 100.9%

Our fixed maturity securities consist predominantly of publicly traded securities. We classify securities issued in the
Rule 144A market as publicly traded. Our privately traded securities comprise less than 1 percent of our total fixed maturity
securities portfolio and consist almost entirely of mortgage-backed securities.

The following table sets forth fixed maturity investments at December 31, 2003, classified by rating categories. The
category assigned is the highest rating by a nationally recognized statistical rating organization or, as to $661.5 million fair
value of fixed maturities not rated by such firms, the rating assigned by the NAIC. For purposes of the table, NAIC Class 1
is included in the "A" rating; Class 2, "BBB-"; Class 3, "BB-"; and Classes 4-6, "B+ and below" (dollars in millions).
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Percent of

Amortized Carrying fixed
Investment rating cost value maturities

AAA oo ettt $ 70696 . $7,131.8 36%
AU o e e er e 1,592.5 1,624.5 8
A\ e bt ekttt ettt e ra e s 4,918.2 5,0183 25
BB Bttt e e e e e 1,959.1 2,013.8 10
BBB ..ottt ettt e e 2,401.9 2,450.4 13
BBB- ..o et e b 794.9 825.3 _4
INVEStMENt rade ......oovooverveeereieeresnisceereenes OO 18,736.2 19,064.1 96
53 SOOI e 191.2 199.0 1
B e bR a e et n e n s 156.4 163.5 1
BB ettt 149.0 158.5 1
B and BEIOW ..cciiiiiiiriieie ettt 237.9 255.0 1
Below investment grade ..o 734.5 776.0 _4

Total fixed maturity SECUTILIES .ovvovvvvreivsieirs $19,470.7 - $19,840.1 100%

The following table summarizes investment yields earned over the past three years on the general account invested
assets of our insurance subsidiaries. General account investments exclude our venture capital investment in AWE, separate
account assets, the value of S&P 500 Call Options and the investments held by CFC (dollars in millions).

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
Weighted average general account invested assets as defined: ’
AS TEPOTLEA .evevrieiiicice e $23,045.4 $23311.5  $23,407.2 $23,716.2
Excluding unrealized appreciation (depreciation) (a)........... 22,499.5 22,777.3 23,4810 23,9923
Net investment income on general account invested assets............ 425.1 917.1 1,520.0 1,672.8
Yields earned:
AS 1EPOTted ... SRV 5.5% 5.9% 6.5% 7.1%
Excluding unrealized appreciation (depreciation) (a) .......... 5.7% 6.0% 6.5% 7.0%

(a)  Excludes the effect of reporting fixed maturities at fair value as described in the note to our consolldated financial
statements entitled “Investments”.

Although investment income is a significant conmiponent of total revenues, the profitability of certain of our insurance
products is determined primarily by the spreads between the interest rates we earn and the rates we credit or accrue to our
insurance liabilities. At December 31, 2003, the average yield, computed on the cost basis of our actively managed fixed
maturity portfolio, was 5.6 percent, and the average interest rate credited or accruing to our total insurance liabilities
{excluding interest rate bonuses for the first policy year only and excluding the effect of credited rates attributable to variable
or equity-indexed products) was 4.7 percent.

Actively Managed Fixed Maturities

Our actively managed fixed maturity portfolio at December 31, 2003, included primarily debt securities of the United
States government, public utilities and other corporations, and structured securities. Structured securities included mortgage-
backed securities, collateralized mortgage obllgatlons (*CMOs"), asset-backed securities and commercial mortgage-backed

securities.

At December 31, 2003, our fixed maturity portfolio had $403.8 million of unrealized gains and $34.4 million of
unrealized losses, for a net unrealized gain of $369.4 million. Estimated fair values for fixed maturity investments were
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determined based on estimates from: (i) nationally recognized pricing services (92 percent of the portfolio); (ii) broker-dealer
market makers (5 percent of the portfolio); and (iii} internally develpped methods (3 percent of the portfolio).

At December 31, 2003, approximately 3.4 percent of our invested assets (3.9 percent of fixed maturity investments)
were fixed maturities rated below-investment grade by nationally recognized statistical rating organizations (or, if not rated
by such firms, with fatings below Class 2 assigned by the NAIC). We plan to maintain approximately the present level of
investments in below-investment-grade fixed maturities. These securities generally have greater risks than other corporate
debt investments, including risk of loss upon default by the borrower, and are often unsecured and subordinated to other
creditors. Below-investment-grade issuers usually have higher levels of indebtedness and are more sensitive to adverse
economic conditions, such as recession or increasing interest rates, than are investment-grade issuers. We are aware of these
risks and monitor our below-investment-grade securities closely. At December 31, 2003, our below-investment-grade fixed
maturity investments had an amortized cost of $734.5 million and an estimated fair value of $776.0 million.

We continually evaluate the creditworthiness of each issuer whose securities we hold. We pay special attention to
those securities whose market values have declined materially for reasons other than changes in interest rates or other general
market conditions. We evaluate the realizable value of the investment, the specific condition of the issuer and the issuer’s
ability to comply with the material terms of the security. Information reviewed may include the recent operational results and
financial position of the issuer, information about its industry, information about the variety of factors affecting the issuer’s
performance and other information. 40|86 Advisors employs a staff of experienced securities analysts in a variety of
specialty areas who compile and review such data. If evidence does not exist to support a realizable value equal to or greater
than the carrying value of the investment, and such decline in market value is determined to be other than temporary, we
reduce the carrying amount to its fair value, which becomes the new cost basis. We report the amount of the reduction as a
realized loss. We recognize any recovery of such reductions in the cost basis of an investment as investment income over the
remaining life of the investment (but only to the extent our current valuations indicate such amounts will ultimately be
collected), upon the sale, repayment or other disposition of the investment. We recorded writedowns of fixed maturity
investments, equity securities and other invested assets totaling $9.6 million in the four months ended December 31, 2003
and $51.3 million in the eight months ended August 31, 2003. Our investment portfolio is subject to the risks of further
declines in realizable value. However, we attempt to mitigate this risk through the diversification and active management of
our portfolio. »

As of December 31, 2003, our fixed maturity investments in substantive default (i.e., in default due to nonpayment of
interest or principal) or technical default (i.e., in default, but not as to the payment of interest or principal) had an amortized
cost of $15.1 million and a carrying valae of $16.6 million. 40{86 Advisors employs a staff of experienced professionals to
manage non-performing and impaired investments. There were no other fixed maturity investments about which we had
serious doubts as to the ability of the issuer to comply with the material terms of the instrument on a timely basis.

When a security defaults, our policy is to discontinue the accrual of interest and eliminate all previous interest
accruals, if we determine that such amounts will not be ultimately realized in full. Investment income forgone due to
defaulted securities was $5.3 million in the four months ended December 31, 2003; $12.1 million in the eight months ended
August 31, 2003; and $60.4 million and $17.6 million for the years ended December 31, 2002 and 2001, respectively.

At December 31, 2003, fixed maturity investments included $5.9 billion of structured securities (or 29 percent of all
fixed maturity securities). CMOs are backed by pools of mortgages that are segregated into sections or “tranches” that
provide for reprioritizing of retirement of principal. Pass-through securities receive principal and interest payments through
their regular pro rata share of the payments on the underlying mortgages backing the securities. The yield characteristics of
structured securities differ from those of traditional fixed-income securities. Interest and principal payments for mortgage-
backed securities occur more frequently, often monthly. Mortgage-backed securities are subject to risks associated with
variable prepayments. Prepayment rates are influenced by a number of factors that cannot be predicted with certainty,
including: the relative sensitivity of the underlying mortgages backing the assets to changes in interest rates; a variety of
economic, geographic and other factors; and the repayment priority of the securities in the overall securitization structures.

In general, prepayments on the underlying mortgage loans and the securities backed by these loans increase when
prevailing interest rates decline significantly relative to the interest rates on such loans. The yields on mortgage-backed
securities purchased at a discount to par will increase when the underlying mortgages prepay faster than expected. The yields
on mortgage-backed securities purchased at a premium will decrease when the underlying mortgages prepay faster than
expected. When interest rates decline, the proceeds from the prepayment of mortgage-backed securities may be reinvested at
lower rates than we were earning on the prepatd securities. When interest rates increase, prepayments on mortgage-backed
securities decrease, as fewer underlying mortgages are refinanced. When this occurs, the average maturity and duration of
the mortgage-backed securities increase, which decreases the yield on mortgage-backed securities purchased at a discount,
because the discount is realized as income at a slower rate, and increases the yield on those purchased at a premium as a
result of a decrease in the annual amortization of the premium.
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Pursuant to fresh start reporting, we were required to mark all of our investments to market value. The current interest
rate environment is much lower than when most of our investments were purchased. Accordingly, the fresh start values of
our investments generally exceed the par values of such investments. The amount of value exceeding par is referred to as a
“purchase premium” which is amortized against future income. If prepayments in any period are higher than expected,
purchase premium amortization is increased. In periods of unexpectedly high prepayment activity, the increased amortization
will reduce net investment income.

The following table sets forth the par value, amortized cost and estimated fair value of mortgage -backed securities,
surnmarized by interest rates on the underlying collateral at December 31, 2003 (dollars in millions):

Par Amortized ~ Estimated

value cost fair value

BeloW 4 PErCent .....cocoviiriiiiiiiiieiiecetre e e e § 604 $ 634 § 638
4 PEICENT — 5 PEICENT...uiiiiiiiriiriiinte e enereeerenecnre st b e e v emeetesaesaeene s eenobesreone 1,193.1 1,138.2 1,145.8
5 PEICENL — 6 PEICEME....couirriririrreriereenrereeeresterieanssbesre e st ebestesnastne s e imeasemcberes 998.6 990.5 1,005.8
6 PETCENL — 7 PEICENL . ...ecvveiiiricvierieeirereetes e sreetessessesaessaraaseesesreseeaesrssessansessessenes 2,816.2 2,916.6 2,932.2
T PETCENE — 8 PEICENT...ccuiiiiiiiiiic ittt ettt st s 579.5 613.4 618.6
8 percent and abOVE .....ociiiieeii e 79.8 84.7 84.8
Total structured SECULItIES (B) ..evvvvrvereriereieeererierieerieea e eee e eas $5,727.6 $5,806.8 $5,851.0

(a) Includes below-investment grade structured securities with an amortized cost and estimated fair value of $2.1 million.

The amortized cost and estimated fair value of structured securities at December 31, 2003, summarized by type of
security, were as follows (dollars in millions):

Estimated Fair Value

Percent of
Amortized fixed
Type Cost Amount maturities
Pass-throughs and sequential and targeted amortization classes ........coovorvnenee £3,690.6 $3,718.1 19%
Planned amortization classes and accretion-directed bonds .........cocoveeveeviennnee 714.0 713.6 3
Commercial mortgage-backed SECUTTLIES ....ocoviveericiiiiiicri e 1,215.8 1,234.7 6
Subordinated classes and mezzanine tranches .......coovvevceiivioviiecrennneercereeens 183.8 181.9 1
101111 OO PO USSP OO RO SO SRURRUPPRUPU 2.6 2.7 -
Total structured SECUTIHES () ...ovevirriieerieieieeieireseere e caeee e seseresbesae e e enea $5,806.8 $5.851.0 29%

(a) Includes below-investment grade structured securities with an amortized cost and estimated fair value of $2.1 million.

Pass-throughs and sequential and targeted amortization classes have similar prepayment variability. Pass-throughs
historically provide the best liquidity in the mortgage-backed securities market. Pass-throughs are also used frequently in the
dollar roll market and can be used as the collateral when creating collateralized mortgage obligations. Sequential classes are
a series of tranches that return principal to the holders of the transaction’s various tranches in sequence. Targeted
amortization classes offer slightly better structure in return of principal than sequentials when prepayment speeds are close to
the speed at the time of creation.

Planned amortization classes and accretion-directed bonds are generally some of the most stable and liquid instruments
in the mortgage-backed securities market. Planned amortization class bonds adhere to a fixed schedule of principal payments
as long as the underlying mortgage collateral experiences prepayments within a certain range. Changes in prepayment rates
are first absorbed by support or companion classes. This insulates the planned amortization class from the consequences of
both faster prepayments (average life shortening) and slower prepayments (average life extension).

Commercial mortgage-backed securities (“CMBS™) are bonds secured by commercial real estate mortgages.
Commercial real estate encompasses income producing properties that are managed for economic profit. Property types
include multi-family dwellings including apartments, retail centers, hotels, restaurants, hospitals, nursing homes, warehouses,
and office buildings. The CMBS market currently offers high yieids, strong credits, and call protection compared to similar-
rated corporate bonds. Most CMBS have strong call protection features where borrowers are locked out from prepaying their
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mortgages for a stated period of time. If the borrower does prepay any or all of the loan, they will be required to pay
prepayment penalties.

Subordinated and mezzanine tranches are classes that provide credit enhancement to the senior tranches. The rating
agencies require that this credit enhancement not deteriorate due to prepayments for a period of time, usually five years of
complete lockout followed by another period of time where prepayments are shared pro rata with senior tranches.
Subordinated and mezzanine tranches bear a majority of the risk of loss due to property owner defaults. Subordinated bonds
are generally rated “AA” or lower; we typically do not hold securities rated lower than “BB”.

During the four months ended December 31, 2003, we sold $604.9 million of fixed maturity investments which
resulted in gross investment losses (before income taxes) of $7.3 million. During the first eight months of 2003, we sold $2.7
billion of fixed maturity investments which resulted in gross investment losses (before income taxes) of $62.4 million.
Securities sold at a loss are sold for a number of reasons including but not limited to: (i) changes in the investment
environment; (ii) expectation that the market value could deteriorate further; (iii) desire to reduce our exposure to an issuer or
an industry; (iv) changes in credit quality; and (v) our analysis indicating there is a high probability that the security is other-
than-temporarily impaired. As discussed in the notes to our consolidated financial statements, the realization of gains and
losses affects the timing of the amortization of the cost of policies produced and the cost of policies purchased related to
universal life and investment products.

Venture Capital Investment in AT&T Wireless Services, Inc.

Our venture capital investment in AWE was made by our subsidiary which engages in venture capital investment
activity. AWE is a company in the wireless communication business. In December 2003, we sold the remaining 4.1 million
shares of AWE common stock. In 2002, we sold 10.3 million shares of AWE common stock which generated proceeds of
$75.7 million. At December 31, 2002, we held 4.1 million shares of AWE common stock with a value of $25.0 million. We
recognized venture capital investment income (losses) of $(5.5) million in the four months ended December 31, 2003; $10.5
million in the eight months ended August 31, 2003; and $(99.3) million and $(42.9) million in 2002 and 2001, respectively,
related to this investment.

Other Investments

At December 31, 2003, we held mortgage loan investments with a carrying value of $1,139.5 million (or 5.0 percent of
total invested assets) and a fair value of $1,174.1 million. Mortgage loans were substantially comprised of commercial loans.
Noncurrent mortgage loans were insignificant at December 31, 2003. Realized losses on mortgage loans were not
significant in any of the past three years. At December 31, 2003, we had no allowance for losses on mortgage loans
(mortgage loans were recorded at market values at August 31, 2003, in conjunction with our adoption of fresh start
accounting). Approximately 8 percent, 7 percent, 7 percent and 6 percent of the morstgage loan balance were on properties
located in New York, Massachusetts, Florida and Pennsylvania, respectively. No other state accounted for more than 5
percent of the mortgage loan balance.

The following table shows the distribution of our mortgage loan portfoho by property type as of December 31, 2003
(dollars in millions):

Number of Carrying

loans value

RELAIL ..ottt ettt s s 415 $ 9072
OFfice BUILAING . ....eiie ettt 48 159.9
INAUSTTIAL ..o eirii ettt st caste s e e e s e e st e satesbasbeabeanseteerearsens 18 39.1
MUIE-FAIMELY .ottt 13- ‘ 16.3
L8 5o T3 OO U ST OO OO 53 . 17.0
Total MOortgage Loans.......c.ociiiiviii e 547 1,139.5
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The following table shows our mortgage loan portfolio by loan size (dollars in millions): .

Number Principal

of loans balance
UNAET $5 MION c..cvievicveceieeiceieeecte et ettt v tevseaae et s sesveeasasse s aese s sstonssasansenas 491 $ 719.7
$5 million but less than $10 MILHOM c....ooveiiciiicricece v 43 296.4
$10 million but less than $20 MIIHON ....vcveieve v 13 149.7
Total MOItGAage L0ANS.....vicveiiicriieiircrte sttt bbb seees 547 $1,165.8

The following table summarizes the distribution of maturities of our mortgage loans (dollars in millions):

Number Principal
of loans balance
2004 ..ot sh e e et 13 $ 7.1
2005 et et n 14 7.1
2006 ..eeieiieirie itttk ettt 14 2.3
ZOO0T coeeieieeereiet ettt b et vt b e s e e e bt et b s 28 8.7
2008 ..ottt b bbb 21 243
AIEEE 2008 ...ttt st 457 1.116.3
Total MOrtgage I0aNS. .....cciiiriiei b 547 1,165,

At December 31, 2003, we held $915.1 million of trading securities. We carry trading securities at estimated fair
value; changes in fair value are reflected in the statement of operations. At August 31, 2003, we established trading security
accounts which are designed to act as a hedge for embedded derivatives related to: (i) our equity-indexed annuity products;
and (ii) certain modified coinsurance agreements. See the note to the consolidated financial statements entitled “Summary of
Significant Accounting Policies - Accounting for Derivatives” for further discussion regarding the embedded derivatives and
the trading accounts. In addition, the trading account includes the investments backing the market strategies of our
multibucket annuity products.

Other invested assets also include: (i) S&P 500 Call Options; and (ii) certain nontraditional investments, including
investments in limited partnerships and promissory notes.

As part of our investment strategy, we enter into reverse repurchase agreements and dollar-roll transactions to increase
our return on investments and improve our liquidity. Reverse repurchase agreements involve a sale of securities and an
agreement to repurchase the same securities at a later date at an agreed-upon price. Dollar rolls are similar to reverse
repurchase agreements except that the repurchase involves securities that are only substantially the same as the securities
sold. We enhance our investment yield by investing the proceeds from the sales in short-term securities pending the
contractual repurchase of the securities at discounted prices in the forward market. In many cases, such transactions arise
from the market demand for mortgage-backed securities to form CMOs. At December 31, 2003, we had investment
borrowings of $387.3 million. Such investment borrowings (excluding borrowings related to the GM building) averaged
approximately $488.9 million during the four months ended December 31, 2003; and $689.1 million during the eight months
ended August 31, 2003 and were collateralized by investment securities with fair values approximately equal to the loan
value. The weighted average interest rate on such borrowings (excluding borrowings related to the GM building) was 1.5
percent during the four months ended December 31, 2003; and 1.8 percent during the eight months ended August 31, 2003.
The primary risk associated with short-term collateralized borrowings is that the counterparty might be unable to perform
under the terms of the contract. Our exposure is limited to the excess of the net replacement cost of the securities over the
value of the short-term investments (which was not material at December 31, 2003). We believe that the counterparties to
our reverse repurchase and dollar-roll agreements are financially responsible and that counterparty risk is minimal.
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CONSOLIDATED FINANCIAL CONDITION
Changes in the Consolidated Balance Sheet

Changes in our consolidated balance sheet between December 31, 2003 and December 31, 2002, reflect: (i) the
reorganization of our capital structure pursuant to the Plan; and (ii) the effect of the sale of CFC.

In accordance with GAAP, we record our actively managed fixed maturity investments, equity securities and certain
other invested assets at estimated fair value with any unrealized gain or loss (excluding impairment losses which are
recognized through earnings), net of tax and related adjustments, recorded as a component of shareholders’ equity. At
December 31, 2003, we increased the carrying value of such investments by $375.2 million as a result of this fair value
adjustment.

Our capital structure was determined in accordance with the terms of the Plan and consisted of: (i) our $1.3 billion
Senior Credit Facility; (ii) Class A Preferred Stock with an aggregate liquidation preference of $887.5 million as of
December 31, 2003; (iii) warrants to purchase six million shares of common stock; and (iv) 100 million shares of new
common stock. Our capital structure as of December 31, 2003, is as follows (dollars in millions):

Total capital:

Corporate notes payable ... $1,300.0
Shareholders’ equity:
Class A Preferred stOCK ...o.ooovinimiiiicicr e 887.5
COMMON SLOCK vttt ererrennes 1.0
Additional paid-in capital .........ccoveiirereiriieni s 1,641.9
Accumulated other cOMPIenensive iNCOME ......ccccorererivrreereeriercreoreneenercenens 218.7
Retained CarMinEs «.o..ocvirrereeriireirenei st et s 68.5
Total shareholders’ €quity ..., 28176
Total CapItal......ccoviiiiiiiiiiic e $4,117.6
The following table summarizes certain financial ratios as of and for the four months ended December 31, 2003:
Book value per common Share .......coooieviivivciicrcr v e - $19.28
Ratio of earnings 10 fixed Charges ........cocvivvvvre v s 1.79x
Ratio of earnings to fixed charges and preferred dividends ........c.occcerurrerenvnee, 1.46x
Debt to total capital ratios:
Corporate debt to total capital.........ccccoveiviiniiiri e 32%
Corporate debt and preferred stock to total capital ........ccococceviivirecinccreinriienennns 53%

Contractual Obligations
The Company’s significant contractual obligations as of December 31, 2003, are set forth below (dollars in millions):

Payment due in

Total 2004 2005-2006 2007-2008 Thereafter
Notes payable ....ccooovivveriiciieinnen, $1,300.0 $ 53.0 $156.0 © $306.0 $ 785.0
Insurance liabilities (a) ......c.ooceevenenine 792.4 91.0 1343 85.4 481.7
Investment borrowings ........c...oee.e.... 387.3 387.3 - - -
Operating 1ases........ccoocovvcrennrennnne 117.0 23.0 40.2 29.7 24.1
Total e 2,596.7 §5543 $330.5 421. $1,290.8

(@) Such liabilities are comprised primarily of supplemental contracts without life contingencies and structured
settlements.

Refer to the notes to the consolidated financial statements entitled “Notes Payable — Direct Corporate Obligations™ and
“Commitments and Contingencies” for additional information on notes payable and operating leases.
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Liquidity for Insurance Operations

Our insurance operating companies generally receive adequate cash flow from premium collections and investment
income to meet their obligations. Life insurance and annuity liabilities are generally long-term in nature. Policyholders may,
however, withdraw funds or surrender their policies, subject to any applicable surrender and withdrawal penalty provisions.
We seek to balance the duration of our invested assets with the estimated duration of benefit payments arising from contract
liabilities.

In July 2002, A.M. Best downgraded the financial strength ratings of our primary insurance subsidiaries from *‘A-
(Excellent)’” to *‘B++ (Very good)’” and placed the ratings ‘ ‘under review with negative implications.”” On August 14, 2002,
A.M. Best again lowered the financial strength ratings of our primary insurance subsidiaries from ‘‘B++ (Very Good)’ to “‘B
(Fair)”’. A.M. Best ratings for the industry currently range from “*A++ (Superior)’’ to *‘F (In Liquidation)’’ and some
companies are not rated. An ‘‘A++’’ rating indicates superior overall performance and a superior ability to meet ongoing
obligations to policyholders. The “‘B’” rating is assigned to companies which have, on balance, fair balance sheet strength,
operating performance and business profile, when compared to the standards established by A.M. Best, and a fair ability in
A.M. Best’s opinion to meet their current obligations to policyholders, but are financially vulnerable to adverse changes in
underwriting and economic conditions. The rating reflected A.M. Best’s view of the uncertainty surrounding our
restructuring initiatives and the potential adverse financial impact on our subsidiaries. On September 11, 2003, A. M. Best
affirmed its financial strength ratings of our primary insurance companies (‘‘B (Fair)’”) and removed the ratings from under
review, indicating that the ratings outlook is positive. On October 3, 2003, A.M. Best assigned a positive outlook to all of our
ratings. According to a press release issued by A.M. Best, the assignment of a positive outlook to Conseco’s ratings reflects
their favorable view of our bankruptcy reorganization and a number of management initiatives including the sale of the GM
building, sale of CFC, restructuring of our investment portfolios, expense reductions, merging of certain subsidiaries,
stabilization of surrenders and a commitment in the near-to- medlum term to focus on selling higher margin products with
lower capital requirements.

On August 2, 2002, S&P downgraded the financial strength rating of our primary insurance companies from BB+ to
B+. On November 19, 2003, S&P assigned a ‘“BB—"" counterparty credit and financial strength rating to our primary
insurance companies, with the exception of Conseco Senior Health Insurance Company, which was assigned a “*“CCC”’
rating. S&P financial strength ratings range from **AAA’’ to *‘R’’ and some companies are not rated. Rating categories from
“BB’’ to ““CCC’’ are classified as ‘‘vulnerable’’, and pluses and minuses show the relative standing within a category. In
S&P’s view, an insurer rated ‘“BB’” has marginal financial security characteristics and although positive attributes exist,
adverse business conditions could lead to an insufficient ability to meet financial commitments. In S&P’s view, an insurer
rated ““CCC”’ has very weak financial security characteristics and is dependent on favorable business conditions to meet
financial commitments. On July 1, 2003, Moody’s downgraded the financial strength rating of our primary insurance
companies from “Ba3” to “B3”. On December 4, 2003, Moody’s assigned a *‘Ba3’’ rating to our primary insurance
companies with the exception of Conseco Senior Health Insurance Company, which was assigned a ‘‘Caal’’ rating. Moody’s
financial strength ratings range from ‘“Aaa’’ to *“C*’. Rating categories from ‘“Ba’’ to “‘C’’ are classified as ‘‘vulnerable’” by
Moody’s, and may be supplemented with numbers **1°*, “*2°’, or “‘3”’ to show relative standing within a category. In
Moody’s view, an insurer rated ‘‘Ba’” offers questionable financial security and the ability of the insurer to meet policyholder
obligations may be very moderate and thereby not well safeguarded in the future. In Moody’s view, an insurer rated *‘Caa”
offers very poor financial security and may default on its policyholder obligations or there may be elements of danger with
respect to punctual payment of policyholder obligations and claims.

The lowered ratings assigned to our insurance subsidiaries caused sales of our insurance products to decline and
policyholder redemptions and lapses to increase during 2002 and 2003. We also experienced increased agent attrition, which
in some cases led us to increase commissions or sales incentives we must pay in order to retain them. These events have had
a material adverse effect on our financial results.

As more fully described in the note to our consolidated financial statements entitled “Statutory Information”, our two
insurance subsidiaries domiciled in Texas entered into consent orders with the Texas Department of Insurance, which were -
formally released on November 19, 2003. The consent orders applied to all of our insurance subsidiaries and, among other
things, restricted the ability of our insurance subsidiaries to pay any dividends or other distributions to any non-insurance
company parent without prior approval. State laws generally provide state insurance regulatory agencies with broad authority
to protect policyholders in their jurisdictions. Accordingly, we cannot assure you that the regulators will not seek to assert
greater supervision and control over our insurance subsidiaries’ businesses and-financial affairs. We have agreed with the
Texas Department of Insurance to provide prior notice of certain transactions, including up to 30 days prior notice for the
payment of dividends by an insurance subsidiary to any non-insurance company parent, and periodic reporting of information
concerning our financial performance and condition.
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Our insurance subsidiaries experienced increased lapse rates on annuity policies during 2002. Aggregate annuity
surrenders have declined in 2003. We believe that the diversity of the investment portfolios of our insurance subsidiaries and
the concentration of investments in high-quality, liquid securities provide sufficient liquidity to meet foreseeable cash
requirements of our insurance subsidiaries. We believe our insurance subsidiaries could readily liquidate sufficient portions
of their investments, if lapses were to increase to the levels experienced in 2002.

Liquidity of the Holding Companies

Pursuant to the Plan, we entered into the Senior Credit Facility. The Senior Credit Facility consists of two tranches:
Tranche A — $1.0 billion; and Tranche B — $0.3 billion. See the note to the consolidated financial statements entitled
“Notes Payable ~ Direct Corporate Obligations” for further discussion related to the Senior Credit Facility. Principal
repayments are due as foliows (dollars in millions):

Tranche A Tranche B
JUNE 30, 2004 ...ttt e $ 50.0 $ 3.0
JUne 30, 2005 et e 50.0 3.0
JUNE 30, 2000.......iieeieeeieee e e e 50.0 1.5
December 31, 2006........coooiiiiiiiieciieee et 50.0 1.5
JUNE 30, 2007 oot et 75.0 1.5
December 31, 2007 ..o it 75.0 1.5
JUNE 30, 2008 ....cviiiiiieieiee et e 75.0 1.5
December 31, 2008... ..o e s 75.0 1.5
JUne 30, 2000 ... e e - 1.5
September 10, 2009 .....ccorivrriiireece et et 500.0 -
December 31, 2009 ..ot screrese et - 1.5
September 10, 2010 oo - 282.0

$1.000.0 $300.0

At December 31, 2003, Conseco Inc. and CDOC held unrestricted cash of $27.9 million and additional restricted cash
of $17.3 million held in trust for the payment of bankruptcy-related professional fees. In addition, our other non-life
insurance companies held unrestricted cash of approximately $61.0 million which could be upstreamed to the parent
companies if needed.

Conseco Inc. and CDOC are holding companies with no business operations of their own; they depend on their
operating subsidiaries for cash to make principal and interest payments on debt, and to pay administrative expenses and
income taxes. The cash Conseco and CDOC receive from insurance subsidiaries consists of dividends and distributions,
principal and interest payments on surplus debentures, fees for services, tax-sharing payments, and from our non-insurance
subsidiaries, loans and advances. A further deterioration in the financial condition, earnings or cash flow of the material
subsidiaries of Conseco or CDOC for any reason could further limit such subsidiaries’ ability to pay cash dividends or other
disbursements to Conseco and/or CDOC, which, in turn, would limit Conseco’s and/or CDOC’s ability to meet debt service
requirements and satisfy other financial obligations.

The ability of our insurance subsidiaries to pay dividends is subject to state insurance department regulations and is
based on the financial statements of our insurance subsidiaries prepared in accordance with statutory accounting practices
prescribed or permitted by regulatory authorities, which differ from GAAP. These regulations generally permit dividends to
be paid from statutory earned surplus of the insurance company for any 12-month period in amounts equal to the greater of
(or in a few states, the lesser of): (i) statutory net gain from operations or net income for the prior year; and (ii) 10 percent of
statutory capital and surplus as of the end of the preceding year. Any dividends in excess of these levels require the approval
of the director or commissioner of the applicable state insurance department. Also, we have agreed with the Texas
Department of Insurance to provide up to 30 days prior notice of the payment of dividends by an insurance subsidiary to any
non-insurance company parent. As described under the caption *‘— Statutory Information’’, we recently were subject to
consent orders with the Commissioner of Insurance for the State of Texas that, among other things, restricted the ability of
our insurance subsidiaries to pay any dividends to any non-insurance company parent without prior approval, If our financial
condition were to deteriorate, we may be required to enter into similar orders in the future. In addition, we may need to
contribute additional capital to improve the RBC ratios of our insurance subsidiaries and this could affect the ability of our
top tier insurance subsidiary to pay dividends.

Our cash flow may be affected by a variety of factors, many of which are outside of our control, including insurance
and banking regulatory issues, competition, financial markets and other general business conditions. We cannot assure you
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that we will possess sufficient income and liquidity to meet all of our liquidity requirements and other obligations.

If an insurance company subsidiary were to be liquidated, that liquidation would be conducted under the insurance law
of its state of domicile by such state’s insurance regulator as the receiver with respect to such insurer’s property and business.
In the event of a default on our debt or our insolvency, liquidation or other reorganization, our creditors and stockholders will
not have the right to proceed against the assets of our insurance subsidiaries or to cause their liquidation under federal and
state bankruptey laws.

We have adopted several initiatives designed to reduce the expense levels that exceed product pricing at our Conseco
Insurance Group segment. These initiatives include the elimination of duplicate. processing systems by converting all similar-
systems to a single system. We expect to spend over $35 million on capital expenditures in 2004 (including amounts related
to the aforementioned initiatives). We believe we have adequate cash flows from operations to fund these initiatives.

Under our Senior Credit Facility, we have agreed to a number of covenants and other provisions that restrict our ability
to engage in various financing transactions and pursue certain operating activities without the prior consent of the lenders
under the Senior Credit Facility. We have also agreed to meet or maintain various financial ratios. Our ability to meet these
financial covenants may be affected by events beyond our control. These requirements represent significant restrictions on
the manner in which we may operate our business. If we default under any of these requirements (subject to certain
remedies), the lenders could declare all outstanding borrowings, accrued interest and fees to be immediately due and payable.
If that were to occur, we cannot assure you that we would have sufficient liquidity to repay or refinance this indebtedness or
any of our other debts. In January 2004, the Senior Credit Facility was amended to remove requirements that our insurance
subsidiaries maintain minimum A.M. Best financial strength ratings. In March 2004, the Senior Credit Facility was amended
to change the definition of a financial ratio we are required to maintain. The change was needed to clarify how the ratio is
calculated. The definition in the amended facility is consistent with calculations used to determine the original covenant
levels. <

MARKET-SENSITIVE INSTRUMENTS AND RISK MANAGEMENT

Our spread-based insurance business is subject to several inherent risks arising from movements in interest rates,
especially if we fail to anticipate or respond to such movements. First, interest rate changes can cause compression of our net
spread between interest earned on investments and interest credited on customer deposits, thereby adversely affecting our
results. Second, if interest rate changes produce an unanticipated increase in surrenders of our spread-based products, we may
be forced to sell investment assets at a loss in order to fund such surrenders. At December 31, 2003, approximately 18
percent of our total insurance liabilities (or approximately $4.5 billion) could be surrendered by the policyholder without
penalty. Finally, changes in interest rates can have significant effects on the performance of our structured securities
portfolio, including collateralized mortgage obligations, as a result of changes in the prepayment rate of the loans underlying
such securities. We follow asset/liability strategies that are designed to mitigate the effect of interest rate changes on our
profitability. However, there can be no assurance that management will be successful in implementing such strategies and
achieving adequate investment spreads. ‘ '

We seek to invest our available funds in a manner that will fund future obligations to policyholders, subject to
appropriate risk considerations. We seek to meet this objective through investments that: (i) have similar cash flow
characteristics to the liabilities they support; (ii) are diversified among industries, issuers and geographic locations; and (iii)
make up a predominantly investment-grade fixed maturity securities portfolio. Many of our products incorporate surrender
charges, market interest rate adjustments or other features to encourage persistency.

We seek to maximize the total return on our investments through active investment management. Accordingly, we
have determined that our entire portfolio of fixed maturity securities is available to be sold in response to: (i) changes in
market interest rates; (ii) changes in relative values of individual securities and asset sectors; (iii) changes in prepayment
risks; (iv) changes in credit quality outlook for certain securities; (v} liquidity needs; and (vi) other factors. From time to
time, we invest in securities for trading purposes, although such investments account for a relatively small portion of our total
portfolio,

The profitability of many of our products depends on the spreads between the interest yield we earn on investments
and the rates we credit on our insurance liabilities. In addition, changes in competition and other factors, including the
impact of the level of surrenders and withdrawals, may limit our ability to adjust or to maintain crediting rates at levels
necessary to avoid narrowing of spreads under certain market conditions. Approximately 40 percent of our insurance
liabilities were subject to interest rates that may be reset annually; 45 percent have a fixed explicit interest rate for the
duration of the contract; 10 percent have credited rates which approximate the income earned by the Company; and the
remainder have no explicit interest rates. As of December 31, 2003, the average yield, computed on the cost basis of our
actively managed fixed maturity portfolio, was 5.6 percent, and the average interest rate credited or accruing to our total
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insurance liabilities (excluding interest rate bonuses for the first policy year only and excluding the effect of credited rates
attributable to variable or equity-indexed products) was 4.7 percent.

We use computer models to simulate the cash flows expected from our existing insurance business under various
interest rate scenarios. These simulations help us to measure the potential gain or loss in fair value of our interest rate-
sensitive financial instruments. With such estimates, we seek to manage the relationship between the duration of our assets
and the expected duration of our liabilities. When the estimated durations of assets and liabilities are similar, exposure to
interest rate risk is minimized because a change in the value of assets should be largely offset by a change in the value of
liabilities. At December 31, 2003, the adjusted modified duration of our fixed maturity securities and short-term investments
was approximately 6.7 years and the duration of our insurance liabilities was approximately 7.2 years. We estimate that our
fixed maturity securities and short-term investments (net of corresponding changes in the value of insurance intangibles)
would decline in fair value by approximately $625 million if interest rates were to increase by 10 percent from their
December 31, 2003 levels. This compares to a decline in fair value of $595 million based on amounts and rates at December
31,2002. The calculations involved in our computer simulations incorporate numerous assumptions, require significant
estimates and assume an immediate change in interest rates without any management of the investment portfolio in reaction
to such change. Consequently, potential changes in value of our financial instruments indicated by the simulations will likely
be different from the actual changes experienced under given interest rate scenarios, and the differences may be material.
Because we actively manage our investments and liabilities, our net exposure to interest rates can vary over time.

We are subject to the risk that our investments will decline in value. This has occurred in the past and may occur
again. During the four months ended December 31, 2003, we recognized net realized investment gains of $11.8 million.
The net realized investment gains during the four months ended December 31, 2003, included: (i) $21.4 million of net gains
from the sales of investments (primarily fixed maturities) which generated proceeds of $5.2 billion; net of (ii) $9.6 million of
writedowns of fixed maturity investments, equity securities and other invested assets as a result of conditions which caused
us to conclude a decline in fair value of the investment was other than temporary.- During the first eight months of 2003, we
recognized net realized investment losses of $5.4 million. The net realized investment losses during the first eight months of
2003 included: (i) $45.9 million of net gains from the sales of investments (primarily fixed maturities) which generated
proceeds of $5.4 billion; net of (if) $51.3 million of writedowns of fixed maturity investments, equity securities and other
invested assets as a result of conditions which caused us to conclude a decline in fair value of the investment was other than
temporary. During 2002, we recognized net realized investment losses of $556.3 million, compared to net realized
investment losses of $340.0 miilion during 2001. The net realized investment losses during 2002 included: (i) $556.8 million
of writedowns of fixed maturity investments, equity securities and other invested assets as a result of conditions which
caused us to conclude a decline in fair value of the investment was other than temporary; net of (i) $.5 million of net gains
from the sales of investments (primarily fixed maturities) which generated proceeds of $19.5 billion. During 2002, we
recognized other-than-temporary declines in value of several of our investments including K-Mart Corp., Amerco, Inc.,
Global Crossing, MCI Communications, Mississippi Chemical, United Airlines and Worldecom, Inc.

The operations of the Company are subject to risk resulting from fluctuations in market prices of our equity securities
and venture-capital investments. In general, these investments have more year-to-year price variability than our fixed
maturity investments. However, returns over longer time frames have been consistently higher. We manage this risk by
limiting our equity securities and venture-capital investments to a relatively small portion of our total investments.

Our investment in S&P 500 Call Options is closely matched with our obligation to equity-indexed annuity holders.
Market value changes associated with that investment are substantially offset by an increase or decrease in the amounts added
to policyholder account balances for equity-indexed products.

Inflation

Inflation rates may impact the financial statements and operating results in several areas. Fluctuations in rates of
inflation influence interest rates, which in turn impact the market value of the investment portfolio and yields on new
investments. Inflation also impacts the portion of our insurance policy benefits for certain medical coverages affected by
increased costs. Operating expenses, including payrolls, are impacted to a certain degree by the inflation rate.
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FINANCIAL CONDITION AND RESULTS OF OPERATIONS OF CFC - DISCVONTINUED FINANCE
OPERATIONS

As part of our Chapter 11 reorganization, we sold substantially all of the assets of our Predecessor’s finance business
and exited from this line of business. Our finance business was conducted through our Predecessor’s indirect wholly-owned
subsidiary, CFC. We accounted for our finance business as a discontinued operation in 2002 once we formalized our plans to
sell it. On April 1, 2003, CFC and 22 of its direct and indirect subsidiaries, which collectively comprised substantially all of
the finance business, filed liquidating plans of reorganization with the Bankruptcy Court in order to facilitate the sale of this
business. The sale of the finance business was completed in the second quarter of 2003. We did not receive any proceeds
from this sale in respect of our interest in CFC, nor did any creditors of our Predecessor. The consolidated statement of
operations reflects the operations of the discontinued finance business in the caption “Discontinued operations™ for all
periods. The following tables and narratives discuss CFC’s financial condition and results of operations during the periods
presented in our consolidated financial statements. .
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Operating Results of the Discontinued Finance Operations (dollars in millions):

2002 2001
Contract originations: _
ManUACHUTEd BOUSINE ... .vievevee vttt b et ea s ere st et saese st tecrntesenssbensenana $1,0267 $ 2,4995
IMOTEZAZE SEIVICES .everireriresireieertiee ettt et st sa et sa et et s et bbb b et eneseanes 2,5359 3,043.7
REtAIL CTEUIE ..ottt ettt ettt e et e e et ettt b e e e et e sbe st e e tnenteseesaesasssbe s ebsasaeraensans 3,237.9 3,585.8
Consumer finance - closed-end ... e ebre e st 37.1 -
Other lines (discontinued in early 2002 or previous periods)....cc.ovvveereienerenieee v srecreens 476.8 2,188.3
1Y SO SO OO UROS SO $7.3144  $11.3173
Sales of finance receivables:
Manufactured housing ..o vrvvneneinens ettt ettt b e sttt ee s oot § 3988 $ 36
IMOTTZALZE SEIVICES 1uvvvueeriirierieierentsirerereseeeeseaesbessestaesbestt e st e saeshes s s e sessastentessbasbessesanerebesbestesssenss 1,738.7 833.8
Consumer finance - closed-end ... 33 -
Other lines (discontinued in early 2002 or previous periods)....ccoeeeieencrivrnininnriree e 462.9 802.3
TOLAL e e ettt ce et bbbt st nre s sas e b et s $ 2,603.7 $1.639.7
Managed receivables (average):
ManufACtured BOUSING .....covvoreiieiririiirere sttt ettt st b e abe s saasens $24,482.8 $25,979.1
MOTZAZE SEIVICES oiivviieeceeie vttt ees s bt es s re st s 10,643.5 12,555.5
RETAIL CEAT Lo ieirie ittt ettt ettt s e e ta s s bt st s aa b s sets b e sbea s rtaa s etaesersbesa bt e s s naessareenaanes 2,702.7 2,248.0
Consumer finance - CloSEd-BNd .. oo e et etee e 1,218.6 1,735.2
Other lines (discontinued in early 2002 or previous periods).........vccvvevmecirnernnceinsesisereannas 709.4 1,856.4
TOUAL 1ottt st e a et sea b e aree b sheare e Carabe st sbe s bestesaesedennen s e nr et b s 39,757 $44.374.2
Revenues:
Net investment income:
Finance receivables and Other. ..ot $ 2,0742 $ 2,169.7
RetaIned INTETEST ....c.ereiiviiecrreie ettt ettt et s en e se et 75.0 1253
Gain (loss) on sale of finance receivables ... (49.5) 26.9
Impairment Charges ......ccooveverrreneenrecreee e et nnenceesernrenensnneneniee (1,449.9) (386.9)
Fee revenue and other INCOME.....ccoiivririnieecrcie et sereeesesa e eveeaestbaane s 273.8 3358
TOLA] TEVEIULS L..ooviiiir ettt et s ses e e st et ran et ebea e s saenennees 923.6 2,270.8
Expenses: , ‘
Provision for 10SSes .....ceveiervriciiiccrce e v [T OU U RPPOON 950.0 537.7
FINance iNterest EXPEISE. ......coveviireiircerenereirrieriireeeenesitseesesseteisesssnessenes s 1,130.0 1,234.4
Gain on extinguishment 0f debt .....c.ovviviiciic e e (6.3) 9.9
Other operating costs and expenses..............c...... et erre e s r e s e etae et et eesueenareeas e 616.0 642.4
Special Charges ... ..o e 121.9 21.5
REOTZANIZAtON ILEINS....eeivitiiietee sttt e st b et et b e bbb n e 17.3 -
TOLA] EXPENSES L.ttt et ene et 2.828.9 2.426.1
Loss before income taxes................iveueeee.. ettt RSSO o $(1,905.3) 1553
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General: CFC had historically provided financing for manufactured housing, home equity, home improvements,
consumer products and equipment, and consumer and commercial revolving credit. As a result of the formalization of the
plan to sell the finance business and the filing of petitions under the Bankruptcy Code, the finance business is being
accounted for as a discontinued business in Conseco’s consolidated financial statements. See the note to our consolidated
financial statements entitled “Our Recent Emergence From Bankruptcy” for additional information. CFC’s finance products
included both fixed-term and revolving loans and leases. CFC also marketed physical damage and other credit protection
relating to the loans it serviced.

After September 8, 1999, CFC no longer structured securitizations in a manner that resulted in recording a sale of the
loans. Instead, new securitization transactions were structured to include provisions that entitled CFC to repurchase assets
transferred to the special purpose entity when the aggregate unpaid principal balance reached a specified level. Until these
assets were repurchased, however, the assets remained the property of the special purpose entity and were not available to
satisfy the claims of creditors of CFC. In addition, CFC’s securitization transactions were structured so that CFC, as servicer
for the loans, was able to exercise significant discretion in making decisions about the serviced portfolio. Pursuant to
Financial Accounting Standards Board Statement No. 140, “Accounting for the Transfer and Servicing of Financial Assets
and Extinguishments of Liabilities” (“SFAS 1407), such discretion required the securitization transactions to be accounted for
as secured borrowings whereby the loans and securitization debt remained on the balance sheet, rather than as sales.

The change to the structure of CFC’s securitizations had no effect on the total profit CFC recognized over the life of
each new loan, but it changed the timing of profit recognition. Under.the portfolio method (the accounting method required
for CFC securitizations which were structured as secured borrowings), CFC recognized: (i) earnings over the life of new
loans as interest revenues were generated; (ii) interest expense on the securities which were sold to investors in the loan
securitization trusts; and (iii) provisions for losses. As a result, CFC’s reported earnings from new loans securitized in
transactions accounted for under the portfolio method were lower in the period in which the loans were securitized (compared
to CFC’s historical method) and higher in later periods, as interest spread was earned on the loans.

0Old Conseco’s leveraged condition and liquidity difficulties severely impacted the operations of CFC, principally by
eliminating CFC’s access to the securitization markets. The securitization markets had been CFC’s main source of funding.
The loss of access to the securitization markets severely affected CFC’s ability to originate, purchase and sell loans. In
addition, CFC historically relied on these markets to finance the sale of repossessed manufactured housing units which had
historically lowered the loss on defaulted loans. CFC’s inability to access this market for repossessed manufactured housing
units forced CFC to utilize the wholesale channel to dispose of its repossessed units, resulting in higher losses on these
portfolios. Increased losses resulted in significant reductions in cash flow from servicing and residual income, as well as-
CFC being obligated to incur increased amounts of guarantee liabilities on certain securitizations. Additionally, market
valuations of CFC’s securitization trusts decreased due to uncertainty regarding CFC’s liquidity position and its ability to
continue to provide servicing for the securitized portfolios, thereby, reducing the value of CFC’s retained interest pledged as
collateral on its residual facility. "

CFC’s liquidity sources (excluding its bank subsidiaries) were a warehouse and a residual facility with Lehman and a
postpetition financing facility. CFC’s diminished access to the securitization markets and the constrained liquidity under its
other funding sources had a material adverse effect on CFC’s business and results of operations, resulting in CFC’s petition
for relief under the Bankruptcy Code. On December 19, 2002, shortly after the filing of the Chapter 11 Cases, CFC obtained
debtor-in-possession (“DIP”) financing provided by U.S. Bank and FPS DIP LLC, an affiliate of Fortress Investment Group
LLC (“Fortress™), J.C. Flowers & Co. LLC. ("Flowers") and Cerberus Capital Management, L.P. (“Cerberus”). The DIP
financing motion was granted by the Bankruptcy Court on January 14, 2003. On April 14, 2003, the Bankruptcy Court
approved an amendment to the DIP facility to increase the maximum permitted borrowings thereunder, from $125 million to
$150 million.

At December 31, 2002, CFC was in violation of several financial covenants required by its warehouse and residual
facilities. CFC entered into a forbearance agreement with Lehman pursuant to which Lehman agreed to temporarily refrain
from exercising any rights arising from events of default that occurred under the warehouse and residual facilities as of the
date of such forbearance agreement, including certain events of default triggered by CFC not being in compliance with
certain financial covenants.

CFC’s residual facility was collateralized by retained interests in securitizations. CFC was required to maintain
collateral based on curtent estimated fair values in accordance with the terms of such facility. Due to the decrease in the
estimated fair value of its retained interests, CFC’s collateral was deficient at December 31, 2002 (as calculated in
accordance with the relevant transaction documents). Under the terms of the forbearance agreement, Lehman agreed not to
cause accelerated repayment of the residual facility based on the collateral deficiency. However, Lehman retained certain
cash flows from CFC’s retained interests pledged to this facility and applied these cash flows to the margin deficit.
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On October 22, 2002, Conseco announced that its board of directors approved a plan to seek new investors or
acquirers for CFC’s businesses and that it had engaged the investment banking firms of Lazard Fréres & Co., LLC and Credit
Suisse First Boston to pursue various alternatives, including securing new investors and/or selling CFC’s three primary lines
of business: (i) manufactured housing; (ii) mortgage services; and (iii) consumer finance. On December 19, 2002, CFC
announced that it had signed a purchase agreement for the sale of substantially all of its assets to CFN. The Bankruptcy
Court approved bidding and sales procedures pursuant to which the assets of CFC were sold in a public auction supervised by
the Trustee appointed by the Bankruptcy Court, on March 4 and 5 of 2003. On March 14, 2003, the Bankruptcy Court
approved the sale of substantially all of the CFC assets to CFN and GE. These sales transactions were completed in the
second quarter of 2003.

Prior to Conseco’s October 22, 2002 announcement, CFC was undertaking efforts to restructure its manufactured
housing business. Originations had been significantly curtailed and CFC began analyzing potential approaches to reducing
the negative cash flow that resulted from the servicing of this portfolio and the payment of guarantees on the B-2 securities
issued in connection with securitizations of manufactured housing receivables. As a result of CFC’s decreased liquidity
position and inability to sell manufactured housing loans in the wholesale market at reasonable prices, CFC suspended
originating manufactured housing loans November 25, 2002. As part of the Chapter 11 bankruptcy filing, CFC requested a
change in the servicing fee structure for the servicing of manufactured housing portfolios. The contractual servicing rate was
50 bps per annum on receivable balances. On December 18, 2002 the Bankruptcy Court approved an interim order to
increase the servicing rate for the manufactured housing portfolios to the lesser of 125 bps per annum based on the balance of
the receivables or the costs incurred to service the manufactured portfolio as defined in the motion. During the first quarter
of 2003, CFC reached an agreement with bondholders to amend the servicing agreement for the manufactured housing
portfolios, which was approved by the Bankruptey Court on March 14, 2003. The amendment provided for an increase in the
servicing fee to 125 bps per annum for one year following closing of the sale of the assets to CFN Investment Holdings, LLC

and to 115 bps per annum for subsequent periods based on average unpaid principal balance of finance receivables, excluding
those in repossession status.

During 2000 and 2001, management completed several actions with respect to CFC, including: (1) the sale, closing or
runoff of several units (including asset-based lending, vendor leasing, bankcards, transportation and park construction, which
are collectively referred to as the “other lines™); (ii) monetization of certain on-balance sheet financial assets through sales or
as collateral for additional borrowings; and (iii) cost savings and restructuring of ongoing businesses such as streamlining of
loan origination operations in the manufactured housing and home equity divisions. The transactions CFC completed to raise
cash during 2001 and 2000 included: (i) the sale of a $568.4 million portfolio of high-loan-to-value loans (which generated
$80 million of cash after repayment of debt collateralized by the loans); (ii) the sale of a $802.3 million portfolio of vendor
services loans (which generated $180 million of cash after repayment of debt collateralized by the loans); (iii) the sale of a 15
percent interest in the interest-only securities and new borrowing agreements collateralized by the interest-only securities
{which generated cash of $100 million); (iv) the sale of substantially all of the bankcard (Visa and Mastercard) portfolio
(which generated $154 million of cash); (v) the sale of $216.1 million of asset-backed loans (which generated $43 million of
cash after repayment of debt collateralized by the loans); (vi) the sale of a $566.0 million portfolio of loans which financed
the purchase of trucks (which generated $30 million of cash after repayment of debt collateralized by the loans); and (vii)
new or revised borrowing agreements which provided financing for loans not previously pledged under other borrowing
agreements (which generated over $300 million of cash). The cash generated from these transactions was primarily used
toward the reduction of debt due to Old Conseco of $674.1 million in 2000 and $537.2 million in 2001. These courses of
action have caused significant fluctuations in account balances.

Loan originations in 2002 were $7.3 billion, down 35 percent from 2001. Loan originations in 2001 were $11.3
billion, down 33 percent from 2000. Given CFC’s limited liquidity and inability to access the securitization market, CFC
discontinued originating certain types of loans. CFC limited future originations primarily to loans that could be sold at 2
profit in whole-loan sale transactions. CFC discontinued originating manufactured housing loans in November 2002. These

decisions and continued constraints on liquidity resulted in origination volume which is significantly lower than in prior
periods.

Sales of finance receivables in 2002 and 2001 include the sale of $2.1 billion and $.8 billion, respectively, of finance
receivables, on which CFC recognized a loss of $17.1 million and a gain of $26.9 million, respectively. These sales are
further explained below under "Gain on sale of finance receivables”, CFC also sold $.5 billion and $.8 billion of certain
other finance receivables in 2002 and 2001, respectively, as part of CFC’s cash raising arrangements.

Managed receivables include finance receivables recorded on CFC’s consolidated balance sheet and those managed by
CFC but held by trusts applicable to holders of asset-backed securities sold in securitizations structured in a manner that

resulted in gain-on-sale revenue. Average managed receivables decreased to $39.8 billion in 2002, down 10 percent from
2001.

81




Net investment income on finance receivables and other consists of: (i) interest earned on finance receivables; and (ii)
interest income on short-term and other investments. Such income decreased by 4.4 percent, to $2,074.2 million, in 2002 and
increased by 17 percent, to $2,169.7 million, in 2001, consistent with the changes in average on-balance sheet finance
receivables. The weighted average yields earned on finance receivables and other investments were 11.5 percent and 12.6
percent during 2002 and 2001, respectively. The average yields decreased due to the declining interest rate environment,
change in product mix of the portfolio and rising delinquencies primarily in CFC’s manufactured housing business.

Net investment income on retained interests is the income recognized on the retained interests in securitizations CFC
retained after it sold finance receivables. Such income decreased by 40 percent, to $75.0 million, in 2002 and by 31 percent,
to $125.3 million, in 2001. The decrease was consistent with the change in the average balance of retained interests. The
weighted average yields earned on retained interests were 12.3 percent and 14.4 percent during 2002 and 2001, respectively.
As a result of the change in the structure of CFC’s securitizations, securitization transactions were accounted for as secured
borrowings and CFC did not recognize gain-on-sale revenue or additions to retained interests from such transactions. In
addition, the balance of the retained interests was reduced by $1,077.2 million in 2002 and $264.8 million in 2001 due to
impairment charges. Impairment charges are further explained below. The weighted average yield was also adversely
affected by the decline in guarantee payments received on certain lower-rated securities in the fourth quarter of 2002.

Gain (loss) on sales of finance receivables resulted from various loan sale transactions in 2002 and 2001. During
2002, CFC sold $2.1 billion of finance receivables which generated net losses of $17.1 million. In 2002, CFC also
recognized a $32.4 million loss to reduce the value of unsecuritized finance receivables, which were being held for eventual
sale and had market values below their cost basis. During 2001, CFC sold $1.6 billion of finance receivables which included:
(1) $802.3 million vendor services loan portfolio (the value of which was reduced in the fourth quarter of 2000 since the
market value of these loans exceeded their cost basis, and no additional gain or loss was recognized in 2001); (i1) $568.4
million of high-loan-to-value mortgage loans; and (iii) $269.0 million of other loans. These sales resulted in net gains of
$26.9 million.

Fee revenue and other income included servicing income, commissions earned on insurance policies written in
conjunction with financing transactions and other income from late fees. Such income decreased by 18 percent, to $273.8 .
million, in 2002 and by 8.2 percent, to $335.8 million, in 2001. Such decreases were primarily due to decreases in
commission income as a result of reduced origination activities and the termination of sales of single premium credit life
insurance. In addition, as a result of the change in the structure of CFC’s securitizations, CFC no longer recorded an asset for
servicing rights at the time of its securitizations, nor did CFC record servicing fee revenue; instead, the entire amount of
interest income was recorded as investment income. The amount of servicing income (which is net of the amortization of
servicing assets and liabilities) was $83.9 million in 2002 and $115.3 million in 2001.

Provision for losses related to finance operations increased by 77 percent, to $950.0 million, in 2002 and by 56
percent, to $537.7 million, in 2001. These amounts relate to CFC’s on-balance sheet finance receivables. CFC’s credit
losses as a percentage of related loan balances for the on-balance sheet portfolio increased over the last several quarters (2.26
percent, 2.36 percent, 2.53 percent, 2.61 percent, 2.76 percent and 3.74 percent for the quarters ended September 30, 2001,
December 31, 2001, March 31, 2002, June 30, 2002, September 30, 2002 and December 31, 2002, respectively). The
increases to the provision and CFC’s credit losses were due to many factors including: (i) CFC’s inability to finance the sale
of repossessed assets, resulting in CFC’s use of wholesale markets to sell such assets through which recovery rates were -
significantly lower; (ii) the natural increase in delinquencies in some of CFC’s products as they aged into periods in which
CFC had historically experienced higher delinquencies; (iii) the increase in retail credit receivables which typically
experienced higher credit losses; (iv) economic factors which had resulted in an increase in defaults; and (v) a decrease in the
manufactured housing recovery rates when repossessed properties were sold given current industry levels of repossessed -
assets. At December 31, 2002 and 2001, the 60-days-and-over delinquencies as a percentage of on-balance sheet finance
receivables were 3.21 percent and 2.19 percent, respectively. Under the portfolio method, CFC estimated an allowance for
credit losses based upon its assessment of current and historical lass experience, loan portfolio trends, the value of collateral,
prevailing economic and business conditions, and other relevant factors. Increases in CFC’s allowance for credit losses were
recognized as expense based on CFC’s current assessments of such factors. For loans previously recorded as sales, the
anticipated discounted credit losses over the expected life of the loans were reflected through a reduction in'the gain-on-sale
revenue recorded at the time of securitization or through impairment charges when assessments of estimated losses had
changed. ‘

At December 31, 2002, CFC had a total of 20,918 unsold manufactured housing properties (11,939 of which relate to
off-balance sheet securitizations) in repossession, compared to 15,057 properties (10,814 of which relate to off-balance sheet
securitizations) at December 31, 2001. CFC reduced the value of repossessed property to its estimate of net realizable value
upon repossession. CFC liquidated 25,017 managed manufactured housing units at an average loss severity rate (the ratio of
the loss realized to the principal balance of the foreclosed loan) of 65 percent in 2002 compared to 25,750 units at an average
loss severity rate of 57 percent in 2001. The loss severity rate related to the on-balance sheet manufactured housing portfolio
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was 59 percent in 2002, compared to 49 percent in 2001. The higher industry levels of repossessed manufactured homes
which existed in the marketplace in 2002, adversely affected recovery rates, specifically wholesale severity, as other lenders
(including lenders who had exited the manufactured home lending business) acted to more quickly dispose of repossessed
manufactured housing inventory. Additionally, the higher level of repossessed inventory that existed in the marketplace
made it more difficult for CFC to liguidate its inventory at rates it had recovered in the past. CFC also believed the higher
average severity rate in 2002 related to the on-balance sheet manufactured housing portfolio was partially due to the
increased age of such portfolio.

During the quarter ended September 30, 2002, CFC’s ability to access the securitization markets was eliminated. The
securitization markets had been CFC’s main source of funding for loans made to purchasers of repossessed manufactured
homes. CFC believed that its severity rates had been historically positively impacted when it used retail channels to dispose
of repossessed inventory (where the repossessed units were sold through company-owned sales lots or its dealer network).
Since CFC was no longer able to fund the loans made on repossessed homes sold through these channels, sales through these
channels decreased and CFC had to rely on the wholesale channel to dispose of repossessed manufactured housing units,
through which recovery rates were significantly lower.

CFC believed that its historical loss experience had been favorably affected by various loss mitigation policies. Under
one such policy, CFC worked with the defaulting obligor and its dealer network to find a new buyer who met CFC’s
underwriting standards and was willing to assume the defaulting obligor’s loan. Under other loss mitigation policies, CFC
permitted qualifying obligors (obligors who were currently unable to meet the obligations under their loans, but were
expected to be able to meet them in the future under modified terms) to defer scheduled payments or CFC reduced the
interest rate on the loan, in an effort to avoid loan defaults.

Due to the prevailing economic conditions in 2002 and 2001, CFC increased the use of the aforementioned mitigation
policies. Based on past experience, CFC believed these policies would reduce the ultimate losses it recognized. If CFC
applied loss mitigation policies, CFC generally reflected the customer’s delinquency status as not being past due.
Accordingly, the loss mitigation policies favorably impacted CFC’s delinquency ratios. CFC attempted to appropriately
reserve for the effects of these loss mitigation policies when establishing loan loss reserves. These policies were also
considered when CFC determined the value of its retained interests in securitization trusts. Loss mitigation policies were
applied to 10.7 percent of average managed accounts in 2002 compared to 8.8 percent in 2001. Such loss mitigation policies
were applied to 3.0 percent, 2.7 percent, 2.8 percent and 2.2 percent of average managed accounts during the first, second,
third and fourth quarters of 2002, respectively. Due to CFC’s liquidity limitations, many loss mitigation policies were
curtailed in the fourth quarter of 2002.

Finance interest expense decreased by 8.5 percent, to $1,130.0 million, in 2002 and increased by 7.1 percent, to
$1,234.4 million, in 2001. Such decrease was primarily the result of: (i) lower average borrowing rates; and (ii) decreased
borrowings to fund the decreased finance receivables. CFC’s average borrowing rate was 6.1 percent and 7.0 percent during
2002 and 2001, respectively. The decrease in average borrowing rates in 2002 as compared to 2001 was primarily due to the

decrease in the general interest rate environment between periods and the repurchase and retirement of some of CFC’s public
debt.

Other operating costs and expenses included the costs associated with servicing CFC’s managed receivables, non-
deferrable costs related to originating new loans and other operating costs. Such expense decreased by 4.1 percent, to $616.0
million, in 2002 and by 15 percent, to $642.4 million, in 2001. In 2002, CFC accrued $26.8 million pursuant to judgments
issued in two arbitration proceedings. Excluding the litigation accrual, such costs had decreased due to the realization of the
benefits from cost saving initiatives and a decrease in origination volumes. In 2001, CFC began to realize some of the cost
savings from its restructuring.

Special charges in 2002 included: (i) the loss of $96.0 million related to the sales of certain finance receivables of
$463 million and §1.6 million of additional loss related to receivables required to be repurchased from the purchaser of the
vendor services receivables pursuant to the repurchase clauses in the agreements; (i) a $39.4 million charge for costs
associated with various modifications to financing arrangements and recognition of deferred expenses for terminated
warehouse facilities; (iii) a $16.3 million charge for the abandonment of computer processing systems; (iv) a $38.1 million
benefit due to the reduction in the value of the warrant held by Lehman to purchase five percent of CFC, which was expected
to have no value due to CFC’s bankruptcy proceedings; and (v) restructuring and other charges of $6.7 million. Special
charges recorded in 2001 included: (i) the loss related to the sale of certain finance receivables of $11.2 million; (ii)
severance benefits, litigation reserves and other restructuring charges of $12.8 million; (iii) a $7.5 million charge related to
the decision to discontinue the sale of certain types of life insurance in conjunction with lending transactions; and (iv) a $10.0
million benefit due to the reduction in the value of the warrant held by Lehman to purchase five percent of CFC which was
caused by a decrease in the value of CFC. These charges are described in greater detail in the note to Conseco’s consolidated
financial statements entitled “Financial Information Regarding CFC.”
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Reorganization items were professional fees associated with CFC’s bankruptcy proceedings which were expensed as
incurred in accordance with SOP 90-7.

Impairment charges represented reductions in the value of CFC’s retained interests in securitization trusts (including
interest-only securities and servicing rights) recognized as-a loss. CFC carried interest-only securities at estimated fair value
and servicing rights at the lower of cost or fair value. Fair value was determined by discounting the projected cash flows
over the expected life of the receivables sold using current prepayment, default, loss, interest rate and servicing cost
assumptions. CFC considered any potential payments related to the guarantees of certain lower-rated securities issued by the
securitization trusts in the projected cash flows used to determine the value of its retained interests. When declines in value
considered to be other than temporary occurred, CFC reduced the amortized cost to estimated fair value and recognized a
loss. The assumptions used to determine new values were based on the internal evaluations of CFC’s management. Under
accounting rules (pursuant to Emerging Issues Task Force Issue No. 99-20, “Recognition of Interest Income and Impairment
on Purchased and Retained Beneficial Interests in Securitized Financial Assets” (“EITF 99-20")) which were adopted on July
1, 2000, declines in the value of CFC’s retained interests were recognized when: (i) the fair value of the security was less
than its carrying value; and (ii) the timing and/or amount of cash expected to be received from the security had changed
adversely from the previous valuation which determined the carrying value of the security. When both occurred, the security
was written down to fair value. The assumptions used to determine new values for CFC’s retained interests were based on
internal evaluations.

The determination of the value of CFC’s retained interests in securitization trusts required significant judgment. CFC
recognized significant charges when the retained interests did not perform as well as anticipated based on CFC’s assumptions
and expectations. In securitizations to which these retained interests related, CFC had retained certain contingent risks in the
form of guarantees of certain lower-rated securities issued by the securitization trusts. As of December 31, 2002, the total
amount of these guarantees was approximately $1.4 billion. CFC considered any potential payments related to these
guarantees in the projected cash flows used to determine the value of its retained interests. See the note to Conseco’s
consolidated financial statements entitled “Financial Information Regarding CFC.”

During 2002, CFC’s ability to access the securitization markets was eliminated. The securitization markets had been
CFC’s main source of funding for loans made to purchasers of repossessed manufactured homes. CFC believed that its loss
severity rates historically had been positively impacted when it used retail channels to dispose of repossessed inventory
(where the repossessed units were sold through company-owned sales lots or CFC’s dealer network). -Since CFC was no
longer able to fund the loans made on repossessed homes, sales through these channels ceased and CFC relied on the
wholesale channel to dispose of repossessed manufactured housing units, through which recovery rates were significantly
lower. Accordingly, CFC changed the loss severity assumptions used to value its retained interests to reflect the higher loss
severity CFC expected to experience in the future. In addition, CFC’s previous assumptions reflected its belief that the
adverse manufactured housing default experience in recent periods would continue through the first half of 2002 and then
improve over time. Default experience did not improve as expected. Accordingly, CFC increased the default assumptions
used to value its retained interests to reflect CFC’s future expectations based on then current default rates.

CFC’s access to liquidity was further limited during the fourth quarter of 2002. CFC was unable to access alternative
funding sources to replace the financing it previously obtained through the securitization markets. Further, CFC continued to
experience high levels of delinquencies and foreclosures. As a result of the inability to obtain financing, CFC was required to
suspend all originations of manufactured housing loans, including the financing of repossessed manufactured housing units,
in the fourth quarter of 2002. In addition, CFC discontinued the use of some of its loss mitigation strategies including its
inventory loan assumption program. Prices of used manufactured housing units in the wholesale channels were at historical
lows due to the high levels of repossessed manufactured housing inventories available in the market. Accordingly, CFC
increased the loss severity and default assumptions used to value its retained interests to reflect CFC’s future expectations
based on current experience. During 2002, CFC increased the assumption for the expected rates of loss severity (the
expected weighted average ratio of losses realized to the principal balance of the foreclosed loans) from 65.4 percent to 89.5
percent. CFC increased the assumption for the expected rates of default (the expected weighted average constant ratio of
defaulting loans to the balance of all loans sold) from 2.34 percent to 2.97 percent.

As a result of the requirements of EITF 99-20 and the assumption changes described above, CFC recognized an
impairment charge of $1,077.2 million in 2002 for the retained interests. CFC also recognized a $336.5 million increase in
the valuation allowance related to its servicing rights as a result of the changes in assumptions in 2002. The valuation
allowance related to the servicing rights increased as a result of changes to the expected future cost of servicing the finance
receivables. The levels of delinquent and defaulting loans caused servicing costs to increase. Such assumptions reflected the
subordination of the servicing fees to other cash flows in certain securitization transactions. In addition, CFC recognized
impairment charges of> (i) $29.3 million to establish a valuation allowance for advances CFC was required to make to the
securitization trusts which are estimated to be uncollectible; and (ii) $6.9 million to establish a liability of guarantee

84




————

payments due to certain holders of lower-rated securities issued by the securitization trusts which CFC was unable to pay.

CFC recognized an impairment charge of $386.9 million in 2001 which included an impairment charge of $264.8
million related to its interest-only securities. During 2001, CFC’s interest-only securities did not perform as well as
anticipated. In addition, CFC’s expectations regarding future economic conditions changed. Accordingly, CFC increased its
loss severity assumptions related to the performance of the underlying loans to be consistent with its expectations. CFC
increased the assumption for the expected rates of loss severity (the expected weighted average ratio of losses realized to the
principal balance of the foreclosed loans) from 59.8 percent to 65.4 percent. The impairment charge also included a $122.1
million increase in the valuation allowance related to CFC’s servicing rights as a result of the changes in assumptions. CFC
carries its servicing rights at the lower of carrying value or estimated fair value. Refer to “Finance Receivables and Retained
Interests in Securitization Trusts - Retained Interests in Securitization Trusts” for additional discussion of the impairment
charge and interest-only securities. ‘
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Finance Receivables and Retained Interests in Securitization Trusts Held by CFC

Finance Receivables

CFC completed several actions in an attempt to raise cash and improve its financial position and results of operations.
These actions caused significant fluctuations in account balances. See the section above entitled “Operating Results of the
Discontinued Finance Operations” for a description of such actions. Finance receivables, including receivables which serve
as collateral for the notes issued to investors in securitization trusts of $12,460.0 million at December 31, 2002, summarized
by business line and categorized as either a part of CFC’s primary lines or a part of other lines (discontinued in previous
periods), were as follows  (dollars in millions):

December 31

2002

Primary lines:
ManUfACTUrEd BOUSING......vivevieirietireeiereeririne e st b et ncose e s ere e tsan s e seneseseseacansereerens $7,124.8
IMOTTZAZE SEIVICES ..vruvretireiericeteiieerectestesriie e b et ettt st sr b b et s e ket eb s sn e bt bbb b e en s 5,266.6
REEAIL CTEAIL 1t ittt et e s srb e e saere s s bsesssbeesasba e ssseasartsaeant reeeesaenaenrbeyennnennen 2,240.6
Consumer finance ~ CLOSE-ENd .........coeiiiiiriie e ertbe st e e e e e st s e seeaeenenae s 443.5
15,075.5
Less allowance TOr CTEAIL LOSSES ..oiviiiuiriiviiiiecrree e e et e rre st bt eseeeesbe st e seee e e e sesaenae st rennesannas 646.9
Net finance receivables - for primary HHES...coccoviriiei e e ens 14.428.6
Other lines (discontinued in previous Periods) ..o s 71.4
Less allowance O CTEAIE LOSSES ...ovviiemirireertieeeiceerseeeeeerseeseeereseesaseeseetsetunssesaeesssensesresansesnnns 16.9
Net finance receivables - for Other LINES .........ooviiiivieeececene et ve e seaseans e v enaesiean 54.5
Total fINANCE TECEIVADIES .oiiviiviiiirt et re et e ear e s sb e e er s eraee s eeer e e straeenteeseevneas $14,483.1

Managed finance receivables by loan type were as follows (dollars in millions):

December 31

2002
Primary lines:
FIXEO LI 1t eveete et s ettt e eve et e e e b eaeer s b etsateeseanseranbeasaseassaasassansessaness sasansntsasonsensrssnsans $32,901.6
REVOIVINEG CTEAIE....ceiniciriiieetic e s eb e 2,255.5
Other lines (discontinued in previous PEriods) .......ovvvirmerirniiieriiiins s 1254
TOLAL ettt ettt et b e e b e e st bbb bkt b et sa e s e ne e sre et e sns $35,282.5
Number of contracts serviced:
Fixed term contracts - CONtinUing HNes ......coovvviimircineinirinricin et 978,000
Revolving credit accounts - continuing Jnes .......ccooeevemeriririiniiriinii s 835,000
Other lines (discontinued in previous Periods).......ccueivieniiiiiii 54,000
TOAL ... eissiet et et v s era s b sttt s et b ns ettt n e s skt bk b e bRt ekt n et Rt ettt s h et e n s 1,867,000

Approximately 9 percent, 8 percent, 7 percent and 6 percent of the loans that CFC serviced were in Texas, North
Carolina, Florida and Georgia, respectively. No other state comprised more than 5 percent of the loans serviced. In addition,
no single contractor, dealer or vendor accounted for more than 1 percent of the total contracts CFC originated.
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The credit quality of managed finance receivables was as follows:
‘ December 31

2002
60-days-and-over delinquencies as a percentage of managed finance
receivables at period end:
Manufactured ROUSINE «.....oouveriieriirirccrc et ere s sre e b e a e e beeb s sreababeenenbenee e 3.62%
MOTtZAZE SETVICES (@) cvevuviiiiieiriiniiiircre ittt et ebe et bttt ca b assasba e e estasnbes st eresrseaaes 1.47
RELAT] CrEdit ..ottt ettt ar e s s bt e as s b saseasenssaene st enssrons 3.14
Consumer finance - closed-BNnd .........ccooveeciiirieie et s 91
Other lines (discontinued in early 2002 or previous periods)........ccvrvervrcerenieninieineenierennns 8.58
80171 SO O SO OO O ORUO U 3.00%
Net credit losses incurred during the last twelve months as a percentage
of average managed finance receivables during the period:
Manufactured BOUSING ....ocviiciirii ettt e b b b e are s 3.09%
MOTEEAZE SEIVICES. ...overieeiieeitcriiit it ces e s e e e bn e 2.66
RELAIL CIEAIL 11ttt etk et bbbttt seeaas 6.33
Consumer finance - cloSed-End ........ovvicrininiririrncnticer s beas 3.09
Other lines (discontinued in early 2002 or previous periods) .......cocoverivcicienncneisneeenann. 398
TOUAL vttt ettt ettt bt te s ta et e besea e ra e s b ek bR e h ekt e st e e et e r et b a st e e et beebeeaeeessarin 3.21%
Repossessed collateral inventory as a percentage of managed finance
receivables at period end (b):
Manufactured BOUSINEZ ...ccvvvvviieeie ettt sttt se s ettt b st bt 3.58%
IMOTEZAZE SEIVICES (€} eoveviueirerireinnineet et sesteretsscoteseasseatesasbaseseestatrbetcneobe st aseneenebesuesesaesaseasnn 597
RELAI CIEdit c.eeeiiiiiiiee ettt et n e et nebnereens 35
Consumer fINance - ClOSEA-eNd ..........ccoccrviririiiiiiciiirr ettt st s 1.75
Other lines (discontinued in early 2002 or previous periods).....civevreceeceninviniinesireeenn, 3.38
TOUALL.eeuetieeiet ettt etk ee s b e e et e e e a e nre ke s et e R eat e Rt b e et e et e na seentetseeearenas 3.92%

(a) 60-days-and-over delinquencies excluded loans in the process of foreclosure.

(b) Ratio of: (i) outstanding loan principal balance related to the repossessed inventory (before writedown) to: (ii) total
receivables. CFC wrote down the value of its repossessed inventory to estimated realizable value at the time of
repossession. '

(¢) Repossessed collateral inventory included loans in the process of foreclosure.
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The credit quality of on-balance sheet finance receivables was as follows:

December 31
2002
60-days-and-over delinquencies as a percentage of on-balance sheet
finance receivables at period end:
Manufactured housing 4.61%
Mortgage services (a) 1.30
Retail credit oo, 3.14
Consumer finance - closed-end : 1.14
Other lines (discontinued in early 2002 or previous periods) 9.77
TOLRL .ot er e eeeee vt e aa s es bbbkt b et b e bbb s 3.21%
Net credit losses incurred during the last twelve months as a percentage
of average on-balance sheet finance receivables during the period: ‘
ManUFACTUrEd ROUSINE .....ovveeiieeriere ettt cetmeese st st ere et eb e bbbttt 4.35%
MOTEZAZE SEIVICES 1.vecrrvrecieieiereii sttt ins s e b e bbbt se bbb ettt bt as 2.07
RELAIL CTEAIL 1.voeiiviieveete ottt et eee ettt ettt et sea e eaentrasreacmenasaaemerateaenes 6.33
Consumer finance - CloSEd-ENd ......ccceoieiiririiiii ettt 2.54
Other lines (discontinued in early 2002 or previous periods) ........cc..ciivminierniinnncieneinns 2.97
Total .....coenn et etet et ereeteteatataNe e bt eR e e e e ekt St e R ekt R Rtk s e E et e R e h et R tnere b 3.74%
Repossessed collateral inventory as a percentage of on-balance sheet finance
receivables at period end (b) (¢):
Manufactured ROUSIIE .......ooeevrveerieeieiie sttt et eb e bbb bs e sne s 4.93%
Mortgage services (d) ...t 6.02
Retail credit ....oooovvvivenierenicnciriicereeee e .35
Consumer finance - closed-end 2.08
Other lines (discontinued in early 2002 or previous periods) 2.85
TOAL 1. cvee ettt et ees s st a e Fa bbbt b ettt ekt R e bRt eb et b e et aar s 4.56%

(a) 60-days-and-over delinquencies excluded loans in the process of foreclosure.

(b) Ratio of: (i) outstanding loan principal balance related to the repossessed inventory (before writedown) to: (ii) total
receivables. :

(c) Although the ratio is calculated using the outstanding loan principal balance related to the repossessed inventory, th
repossessed inventory was written down to net realizable value at the time of repossession or completed foreclosure.

{d) Repossessed collateral inventory included loans in the process of foreclosure.

These ratios increased during 2002 primarily as a result of the factors described above under “Provision for losses
related to finance operations.” ) '

Retained Interests in Securitization Trusts

As stated above in the section entitled “Operating Results of the Discontinued Finance Operations”, CFC changed the
manner in which it structured securitization of toans on September 8, 1999. The securitizations structured prior to the
September 8, 1999, announcement met the applicable criteria to be accounted for as sales. At the time the loans were
securitized and sold, CFC recognized a gain and recorded its retained interest represented by the interest-only security. The
interest-only security represented the right to receive, over the life of the pool of receivables: (i) the excess of the principal
and interest received on the receivables transferred to the special purpose entity over the principal and interest paid to the
holders of other interests in the securitization; and (ii) contractual servicing fees. CFC considered any potential payments
related to the guarantees of certain lower-rated securities issued by the securitization trusts in the projected cash flows used to
determine the value of its interest-only securities. In some of those securitizations, CFC also retained certain Jower-rated
securities that were senior in payment priority to the interest-only securities. Such retained securities had a par value, fair
market value and amortized cost of $718.7 million, $611.5 million and $548.0 mililion, respectively, at December 31, 2002..

The interest-only securities and subordinated securities were carried at estimated fair value. On a quarterly basis, CFC
estimated the fair value of these securities by discounting the projected future cash flows using current assumptions. If CFC
determined that the differences between the estimated fair value and the book value of these securities was a temporary
difference, CFC adjusted shareholders’ equity. At December 31, 2002, this adjustment increased the carrying value of the
retained interests by $63.5 million to $252.6 miilion.
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The assumptions CFC used to determine new values were based on its internal evaluations. Although CFC’s
management believed its methodology was reasonable, many of the assumptions and expectations underlying CFC’s
determinations were not possible to predict with certainty. Largely as a result of adverse changes in the underlying
assumptions (as discussed above in the section entitled “Operating Results of the Discontinued Finance Operations™), CFC
recognized impairment charges of $1,077.2 million in 2002 and $386.9 million (8250.4 million after tax} in 2001 to reduce
the book value of interest-only securities and servicing rights as described above under “Operating Results of the
Discontinued Finance Operations.” Lo

In conjunction with the sale of certain finance receivables, CFC provided guarantees related to the principal and
interest payments of certain lower-rated securities issued to third parties by the securitization trusts. Such securities had a
total principal balance outstanding of $1.4 billion at December 31, 2002. CFC considered any potential payments related to
these guarantees in the projected net cash flows used to determine the value of its retained interests. At December 31, 2002,
the net deficit value of CFC’s retained interests of $(74.1) million, reflected estimated guarantee payments related to bonds
held by others of $326.7 million.

Effective September 30, 2001, CFC transferred substantially all of its interest-only securities into a securitization trust,
The transaction provided a means to finance a portion of the value of its interest-only securities by selling some of the cash
flows to Lehman. The transfer was accounted for as a sale in accordance with SFAS 140. However, no gain or loss was
recognized because the aggregate fair value of the interest retained by CFC and the cash received from the sale were equal to
the carrying value of the interest-only securities prior to their transfer to the trust. The trust is a qualifying special purpose
entity and is not consolidated pursuant to SFAS 140. CFC received a trust security representing an interest in the trust equal
to 85 percent of the estimated future cash flows of the interest-only securities held in the trust. Lehman purchased the
remaining 15 percent interest. The value of the interest purchased by Lehman was $20.4 million at December 31, 2002.
CFC continued to be the servicer of the finance receivables underlying the interest-only securities transferred to the trust.
Lehman had the ability to accelerate the principal payments related to their interest after a stated period. Until such time,
Lehman was required to maintain a 15 percent interest in the estimated future cash flows of the trust. By aggregating the
interest-only securities into one structure, the impairment tests for these securities were conducted on a single set of cash
flows representing CFC’s 85 percent interest in the trust. Accordingly, adverse changes in cash flows from one interest-only
security may be offset by positive changes in another. The new structure did not avoid an impairment charge if sufficient
positive cash flows in the aggregate were not available (such as was the case at December 31, 2002).

CFC carried its servicing rights at the lower of carrying value or estimated fair value stratified by product type and
year of securitization. To the extent the recorded amount exceeds the fair value for a given strata, CFC established a
valuation allowance through a charge to earnings. Such valuation allowance increased by $336.5 million in 2002. The fees
CFC received for servicing the securitized portfolio were often subordinate to the interests of other security holders in the
trusts,.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
The information included under t}ie caption ;‘Market-Sensitive Instruments and Risk Management” in Item 7.

“Management’s Discussion and Analysis of Consolidated Financial Condition and Results of Operations” is incorporated
herein by reference.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

Index to Consolidated Financial Statements
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and December 31, 2002 (PrEAECESSOT).....uvuerieeiriirieterirtrirter e csbest s cbemes s ete st bbb b st eb e sa e bbbt e b sb e arsns s en i s

Consolidated Statement of Operations for the four months ended December 31, 2003 (Successor),
eight months ended August 31, 2003, and the years ended December 31, 2002 and 2001 (Predecessor).........c..ceevenn.

Consolidated Statement of Shareholders’ Equity for the four months ended December 31, 2003 (Successor),
eight months ended August 31, 2003, and the years ended December 31, 2002 and 2001 (Predecessor).......... e

Consolidated Statement of Cash Flows for the four months ended December 31, 2003 (Successor),
eight months ended August 31, 2003, and the years ended December 31, 2002 and 2001 (Predecessor).......c.occcvvennin

Notes t0 Consolidated FINANCIAl STAIEITIEITS ... ....ocveiioriie et et icrerte e st s estaesessrreesesststsseresstesesassesessenssorassssneeessresssrresess
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Report of Independent Auditors ..

To the Shareholders and Board of Directors
Conseco, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of operations,
shareholders’ equity (deficit) and cash flows present fairly, in all material respects, the financial position of Conseco, Inc. and
subsidiaries (Successor Company) at December 31, 2003 and the results of their operations and their cash flows for the
period from September 1, 2003 through December 31, 2003 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 audits. We conducted our audits of these
statements in accordance with auditing standards generally 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 audits provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, the United States Bankruptcy Court for the Northern District
of Illinois, Eastern Division confirmed the Company's Sixth Amended Joint Plan of Reorganization (the "Plan") on
September 9, 2003. The provisions of the plan are described in detail in Note 1. The Plan was substantially consummated on

September 10, 2003 and the Company emerged from bankruptcy. In connection with its emergence from bankruptcy, the
Company adopted fresh start accounting as of August 31, 2003.

PricewaterhouseCoopers LLP

Indianapolis, Indiana
March 10, 2004
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Report of Independent Auditors

To the Shareholders and Board of Directors
Conseco, Inc.

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of operations,
shareholders’ equity (deficit) and cash flows present fairly, in all material respects, the financial position of Conseco, Inc, and
subsidiaries (Predecessor Company) at December 31, 2002 and the results of their operations and their cash flows for the
period from January 1, 2003 through August 31, 2003, and for each of the two years in the period ended December 31, 2002
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 audits. We conducted our audits of these statements in accordance with auditing standards generally 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 audits
provide a reasonable basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, the Company filed a petition on December 17, 2002 with the
United States Bankruptcy Court for the Northern District of Illinois, Eastern Division for reorganization under the provisions
of Chapter 11 of the Bankruptcy Code. The Company's Sixth Amended Joint Plan of Reorganization (the "Plan") was
substantially consummated on September 10, 2003 and the Company emerged from bankruptcy. In connection with its
emergence from bankruptcy, the Company adopted fresh start accounting.

As discussed in Note 4 to the consolidated financial statements, the Company adopted Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets” in 2002,

PricewaterhouseCoopers LLP

Indianapolis, Indiana
March 10, 2004
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(Dollars in millions)

ASSETS

Investments:
Actively managed fixed maturities at fair value (amortized cost:

2003 - $19,470.7; 2002 - $18,989.8) ..o iiiiieieieeieetceen ettt
Equity securities at fair value (cost: 2003 - $71.8; 2002 - $161.4) ....cocoivviceeiiiernee
MOTEZAZE JOANS ..ottt et sttt e et e ae s sre s snes

Policy loans

Venture capital investment in AT&T Wireless Services, Inc. at fair

value (cost: 2003 - $ -5 2002 - $14.2) i
Other INVESLEd ASSELS ....cviiii ettt ettt et e e e e aseesae et e ans

Total investments
Cash and cash equivalents:

Unrestricted

Value of policies in force at the Effective Date

Assets held in separate accounts and investment trust

TOTAL ASSEES 1o ivvveeeriieree ettt et et e et e e st et e et et e e nt e e e e et n e s enrenees

(continued on next page)

The accompanying notes are an integral part
of the consolidated financial statements.
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TTAAING SECUITTIES 1veveviiiieiet ettt et sttt st ene s e s s et e acereeaae e e re e e esns

Restricted .....ooeovrviinn S O O U U UPSOUUUURURTOPTRIUONt
Accrued INVESTMENT INCOMIE. ...t cvieiiirei it etieeerte et et eesiee st et asaeenabeerbeaaasassesoreaasbessraesnssasnaens
Cost of policies purchased ... e
Co5t Of POIICIES PrOAUCED ...ovivvieieeieiieet ettt ettt a et es e et b ere e
REINSUIANCE TECRIVADIES .. iiviveiiiieiicic ittt s e e ne et b eve e
INCOME TAX BSSELS 1iviiuiiieiriieieeie ettt et e e et et bt eb et absersesbasbeetesareeaees e taere e
GOOAWIIL .ttt et e et e e et e et e e et eete e e st e e eane s st e e raeseenns e eanaesaan
Other intAnGIbLe ASSETS ....iiiiiiiiiiiiiri e e bbb e
Assets 0f diSCONTINUEd OPETALIONS ... cciviiieii i it eie et eete et vreeets e seesaseeeessseesseesasaenanes
T ASSEES .o iuuiieiitiee i ie et ee et ee et e ettt st s e s ettt e e ettaeea s bt e eseasee e e asseeaas st eesar e e et s e e nneasranaeeaeesaea s

Successor Predecessor
December 31, December 31,
2003 2002
$19,840.1 $19,417.4

74.5 156.0
1,139.5 1,308.3
503.4 536.2
915.1 -
- 25.0
324.1 340.8
22,796.7 21,783.7
1,228.7 1,217.6
319 51.3
3155 389.8
. 2,949.5 -
- 1,170.0
101.8 2,014.4
930.5 934.2
24.6 101.5
952.2 100.0
155.2 -
377 447.0
- 17,6243
395.8 675.2
$29,920.1 $46,509.0




CONSECQO, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET (Continued)
(Dollars in millions)

LIABILITIES AND SHAREHOLDERS® EQUITY (DEFICIT)

Successor Predecessor
December 31, | December 31,
2003 2002
Liabilities:
Liabilities for insurance and asset accumulation products:
INterest-SENSItIVE PrOQUOLS .. c.vviveviiiie ittt sttt ettt er ettt neneo $12,480.4 $13,122.7
Traditional PrOGUCES ....evrieicieicrec ettt sttt 11,431.8 8,318.2
Claims payable and other policyholder funds.........c..cocovniccinniic e, 8923 909.2
Liabilities related to separate accounts and iNVeStMEnt truSt......o.cvvveereviinerecererreereenerene 37.7 447.0
Other HAabILIEIES ... ieeveiiieteite et e s bbbt e et eb s e sre s 573.0 673.5
Liabilities of discontinued OPErations ........c.coeciieirreieeenioriiiic e senas - 17,624.3
INVeStMENT DOTTOWINES .....coviiiiiiiictiieiiic ettt sttt st 3873 669.7
Notes payable — direct corporate obligations ............coecrrouirecmnieinciciercereee e 1,300.0 -
Total liabilities not sUbject t0 COMPTOIMISE ...c.vvvivieeerirrireriiieriieerernieereaere e eveerereeeseeees 27.102.5 41.764.6
Liabilities SUDJECT tO COMPTOMISE. .. vcveverreeerererereeerireereeeaseasrsreeressesaeresessensessresessaanersannes - 4.8733
TOtA] HABIIEIES ... covviiereiercetiit et s e bt et 27.102.5 46.637.9
Commitments and Contingencies
Minority interest: ‘
Company-obligated mandatorily redeemable preferred securities
OF SUDSTAIATY TUSTS 1. vvtiieiiee ittt ies ettt r e rt e et ees e etaae st b e eaneseaaa st s e anseseanseanbesrassneens - 1,921.5
Shareholders' equity (deficit):
Preferred StOCK ..ot et er e 887.5 501.7
Common stock ($0.01 par value, 8,000,000,000 shares authorized,
shares issued and outstanding at December 31, 2003 - 100,115,772;
no par value, 1,000,000,000 shares authorized; shares issued
and outstanding at December 31, 2002 — 346,007,133).ccvciiiiviiiiiininiirenieniesee e 1.0 3,497.0
Additional paid-in=Capital .......ccccoociiriiiiiiiie et e e 1,641.9 -
Accumulated other comprehensive INCOME........cvvvriiivriinerrenrcceri s 218.7 580.6
Retained earnings (dEfICIt) ....covieriirrinirieiiieeeercerern e ettt sttt 68.5 _(6.629.7)
Total shareholders’ equity (deficit)......ccoinminiiniini 2,817.6 (2.050.4)
Total liabilities and shareholders' equity (deficit) ...occvcviiveeiiiiicioneniirececcee e $29.920.1 $46,509.0

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS
(Dollars in millions, except per share data)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
Revenues: »
Insurance PoliCy INCOME .......ccevveririererrrereriareineeeeeeereseererarerens $1,005.8 $2,204.3 $3,602.3 $3,992.7
Net investment income:
General ACCOUNE ASSELS.......vvvverciririierreenreniieeiraeesieeneeeeneeseens 427.0 933.3 1,534.1 1,712.5
Policyholder and reinsurer aCCOUNtS.........cocveerermervenernnrnnenes 53.1 252 (100.5) (119.6)
Venture capital income (loss) related to investment in
AT&T Wireless Services, INC. .....ccoovevrcrninecnnisivnrren (5.5) 10.5 (99.3) (42.9)
Net realized investment gains (10SS€S) .c..coceocvrrirerireienrenens 11.8 5.4) (556.3) (340.0)
Gain on sale of interest in riverboat..........ccoocoivncnonnne - - - 192.4
Fee revenue and other income ............ccee.. e 13.3 34.3 70.1 96.9
Total revenues......c............. s 1.505.5 3.202.2 4,450.4 5.492.0
Benefits and expenses: .
Insurance policy benefits ........cccoovvciniinvineniviccn s 967.9 2,138.7 3,3325 3,588.5
Provision for 10SSes.......oocoreuieiriicieiiic e JUTUTRPR - 55.6 240.0 169.6
Interest expense (contractual interest: $268.5 for the eight
months ended August 31, 2003; and $345.3 for 2002)........ 36.8 202.5 341.9 400.0
AMOTEIZATION ..teiii et eeeeeariire et en e esre e sane s seeeaereaesaeenn e 132.9 341.4 822.9 766.8
Other operating costs and EXPenses .......cccoovererceocrinercicerennns 218.4 4223 736.2 747.1
Goodwill IMPAITMENT.....oviviriereeee vt - - 500.0 -
Special Charges ........cccvveiirieoiice e - - 96.5 80.4
Gain on extinguishment of debt.............ccooviiiiiiii - - (1.8) (17.0)
Re0organization IteIMS . ..o irceereeaeerrareeieseaneassasserecceseassssnseances - (2.130.5) 14.4 -
Total benefits and XPenses.........ccoveverrerniccennrcnsrcnns 1,356.0 1.030.0 6.082.6 5.7354
Income (loss) before income taxes, minority interest, '
discontinued operations and cumulative effect of
accounting Change ..o, 149.5 2,172.2 (1,632.2) (243 .4)
Income tax expense (benefit):
Tax expense (benefit) on period income (108S)....ccccoeenenee 532 (13.5) 53.1 (57.6)
Valuation allowance for deferred tax assets .........c..cocovneee. - - 811.2 -
Income (loss) before minority interest, discontinued
operations and cumulative effect of accounting ’
change........ovevve i s 96.3 2,185.7 (2,496.5) (185.8)
Minority interest: .
Distributions on Company-obligated mandatorily
redeemable preferred securities of subsidiary
trusts, net Of INCOME tAXES....cvvvvvriieireieeirieeeiraeeseieeerraeeaieeeas - - 173.2 119.5
Income (loss) before discontinued operations and
cumulative effect of accounting change ..........c.ccocevnveene 96.3 2,185.7 (2,669.7) (305.3)
Discontinued operations, net of income taxes ........ccoccvevervrrinnienne. - 16.0 (2,216.8) (100.6)
Cumulative effect of accounting change, net of income taxes....... - - _(2.949.2) -
Net inCome (LOSS) . crvirrerirrirriiiriceererenesresesessseoneeresssanen 96.3 2,201.7 (7,835.7) (405.9)
Preferred stock dividends (contractual
distributions for 2002 of $2.1) ..ot 27.8 - 2.1 12.8
Net income (loss) applicable to common stock ................... § 685 $2201.7 $(7,837.8) $(418.7)
(continued)

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF OPERATIONS (Continued)
(Dollars in millions, except per share data)

Successor
Four months
ended
December 31,
2003
Earnings per common share:
Basic:
Weighted average shares outstanding..........ccoceecerevvernrnnnes 100,110
INEE INCOME .evvieeciiieie ettt reie et r e eb et e $.68
Diluted:
Weighted average shares outstanding.........ccccceeevnevinnnncns 143,486,000
NEL INCOME. ...eeieiiieiiieei ittt ettt ea et s be e $.67

The accompanying notes ate an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (DEFICIT)
(Dollars in millions)

Common stock  Accumulated other

Preferred and additional comprehensive  Retained
Total stock paid-in capital income (loss) earnings
Predecessor balance, December 31, 2000................... $4374.4 $486.8 $2,911.8 $(651.0) $1,626.8

Comprehensive loss, net of tax:
NEE 0SS ettt (405.9) - - - (405.9)
Change in unrealized depreciation of
investments (net of applicable income tax
expense of $121.8) ..o 212.0 - - 212.0 -

Total comprehensive 10SS ....ccovevcvvviicnnnene. (193.9)

Issuance of shares pursuant to stock purchase

contracts related to FELINE PRIDES .................. 496.6 - 496.6 - -
Issuance of shares pursuant to acquisition of

ExIService.com, INC...coovvoviieviiieeiieee e 52.1 - 52.1 -
Issuance of shares for stock options and for

employee benefit plans ........ccovcvviece i 23.8 - 23.8 - -
Payment-in-kind dividends on convertible .

preferred StoCK ..o 12.8 12.8 - - -
Dividends on preferred Stock ........ccovevveceverncininnene (12.8) - - - (12.8)

Predecessor balance, December 31, 2001 .................... $4,753.0 $499.6 $3,484.3 $(439.0) $1,208.1

(continued on following page)

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (DEFICIT) (Continued)
(Dollars in millions)

Common stock Accumulated other
Preferred and additional =~ comprehensive Retained
Total stock  paid-in capital income (loss) earnings (deficit)

Predecessor balance, December 31, 2001
(carried forward from prior page) .....c...ccccrn.ne. $4,753.0 $499.6 $3,484.3 $(439.0) $1,208.1

Comprehensive loss, net of tax:

NEEL0SS e (7,835.7) - - - (7,835.7)
Change in unrealized depreciation
of investments and other (net of ‘
applicable income tax expense of nil}......... 1,019.6 - - 1,019.6 -
Total comprehensive 1088 .....ccoveiivverenns (6,816.1)
Issuance of shares for stock options and for
employee benefit plans ............ccoocoviiininnn 12.7 - 12.7 - -
Payment-in-kind dividends on convertible
preferred stOCK ......ooiiieciiiriiiiec 2.1 2.1 - - -
Dividends on preferred stock ........ccooeverienvennenans (2.1) - - - 2.1)
Predecessor balance, December 31, 2002.............. $(2,050.4) $501.7 $3,497.0 $ 5806 $(6,629.7)

(continued on following page)

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF SHAREHOLDERS’ EQUITY (DEFICIT) (Continued)
(Dollars in millions)

Common stock Accumulated other
Preferred and additional ~ comprehensive Retained
Total stock paid-in capital income (loss) earnings (deficit)

Predecessor balance, December 31, 2002
(carried forward from prior page) .........ocovennen. $(2,050.4) $501.7 $3,497.0 $ 580.6 $(6,629.7)

Comprehensive income, net of tax:
NEL INCOME. ..cviiceiieeiiiere et 2,201.7 - - - 2,201.7
Change in unrealized appreciation
of investments (net of applicable

income tax benefit of nil)......ccccovverninnnn (151.6) - - (151.6) -
Total comprehensive income................... 2,050.1

Change in shares for employee benefit plans..... 3 - 3 - -
Predecessor balance, August 31, 2003.................. - 501.7 34973 429.0 {4,428.0)
Elimination of Predecessor’s

EQUILY SECUTTHES. oo v (3,999.0) (501.7) (3,497.3) - -
Issuance of Successor’s

EQUILY SECUTTLIES ... iveeeeiiraresree e neeeceeeas 2,500.0  859.7 1,640.3 - -
Fresh start adjustments ............cccoccvvevieveinncinicnnnns 3.999.0 - - (429.0) 4.428.0
Successor balance, August 31, 2003 .................i.... 2,500.0 859.7 1,640.3 - -

Comprehensive income, net of tax:
NEt INCOMC. ...veieiiiiciiiineeie e cenarraeane e s eesaseneas 96.3 - - - 96.3
Change in unrealized appreciation
of investments (net of applicable

income tax expense of $123.0).................... 218.7 - - 218.7 -
Total comprehensive income.................. 315.0

Issuance of shares for stock options and for .

employee benefit plans..........cccvicnnnnn. 2.6 - 2.6 - -
Payment-in-kind dividends on convertible

exchangeable preferred stock..................... 27.8 27.8 - - -
Dividends on preferred stock.............coooenie (27.8) - - - (27.8)

Successor balance, December 31, 2003 ................. $§28176 $887.5 $1,642.9 $218.7 $ 685

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
(Dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 2003 2002 2001
Cash flows from operating activities:
Insurance policy INCOME ......ccvevevirieririnircrereeirece e § 8763 $1,876.2 $3,041.3 $35188
Net INVESHMENt INCOME .. eviiiiereirerierireerecenereesnereseenrecreeeesienes 4314 9335 3,323.9 3,913.6
Fee revenue and other income........c.cocvveeevrriccenne, e 133 343 307.1 389.1
Insurance policy benefits......cocviriiries et (567.9) (1,466.1)  (1,996.9) (2,792.8)
INEETEST EXPEIISE cuvervrereenriirrerreririierteniee e cerre st ae e sreenreeneeseenerens (25.5) - (1,279.6) (1,570.5)
Policy acqUISItION COSES ..euviiririiiriiicieni e et (111.6) (287.5) (509.2) (667.0)
SpPecial ChATZES ... .viicrereeiiecie et bt sreeabe e - - (47.2) (29.5)
Reorganization eImS.......ceoeecriiiiiiiin et - (26.5) 31.7) -
Other Operating COStS ... cumurmrieireeerririentercerieireneeneee e ene e (254.7) (360.8)  (1,406.1)  (1,466.8)
TAXES coivievtiee et cte ettt et e ne ket oneene 77.8 44.2 (105.9) 29.8
Net cash provided by operating activities .............cocvvmeenee 439.1 747.3 1,295.7 1.324.7
Cash flows from investing activities:
Sales Of INVESIMENES .. .veiiiiiiiiiciiiee et eireesbr e 5,163.7 5,378.9 19,465.4 24,179.7
Maturities and redemptions of InvesStmMents.........c..c.cccoeeevinennnne 1,003.2 1,854.7 1,623.9 1,381.4
Purchases of INVESHMENTS ........c.oovieveiiciiieriieceire e e (5,593.3) (7,385.9) (19,879.4) (25,509.5)
Cash received from the sale of finance receivables, ’ :

NEE OF EXPENSES .oecvievririiriiniiirerrerree et s - - 2,372.9 R67.2
Finance receivables originated .......ccoevveccicereninecioennecenc e - - (7,877.9) (12,320.3)
Principal payments received on finance receivables................... - - 8,294.0 8,611.3
Cash held by Conseco Finance Corp. and classified as

assets held by discontinued operations ........cc...ccoeveeecvrecrnnnnns - - (562.3) -
Change in restricted cash.......coccoveiriiiniiinc s (6.8) 26.2 34 273
OEBRT oot e 1.4 __(19.6) (27.6) (136.7)

Net cash provided (used) by investing activities ................ 568.2 (145.7) 34124 (2.899.6)

Cash flows from financing activities:

Amounts received for deposit products..........ccocccvvevcrvrcciinnnns 479.6 1,272.7 4,584.8 4,204.8
Withdrawals from deposit products ..........cccoeeevneicenceneinccrancns (583.5) (1,784.2)  (5,682.8) (4,489.4)
Issuance of notes payable.........ocoevceiriiciinieiniciiir - - 6,671.9 12,160.5
Payments on notes payable ..o - - (10,481.3) (10,480.5)
Ceding commission received on reinsurance transaction........... - - 83.0 -
Change in cash held in restricted accounts for settlement

OF DOTTOWINZS ...eovviirieiiiie ettt ee e resresenes - - (13.0) (241.8)
Investment DOITOWINGS ..coovvrververree et (837.1) (145.3) (1,573.0) 2,022.9
Issuance of common and convertible preferred shares............... - - - 4.1
Dividends on common and preferred shares and

distributions on Company-obligated mandatorily

redeemable preferred securities of subsidiary trusts............... - - (86.2) (181.2)

Net cash provided (used) by financing activities ............... (941.0) _(656.8) (6.496.6) 2,999.4
Net increase (decrease) in cash and cash equivalents ......... 66.3 (5§5.2)  (1,788.5) 1,424.5
Cash and cash equivalents, beginning of the period...........c.c.e...... 1,162.4 1,217.6 3.006.1 1,581.6
Cash and cash equivalents, end of the period ........c.cccovvinviiininene $1,228.7 $1.1624 $1.217.6 $3.006.1

The accompanying notes are an integral part
of the consolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. OUR RECENT EMERGENCE FROM BANKRUPTCY

Conseco, Inc., a Delaware corporation (“CNQO™), is a holding company for a group of insurance companies operating
throughout the United States that develop, market and administer supplemental health insurance, annuity, individual life
insurance and other insurance products. CNO became the successor to Conseco, Inc., an Indiana corporation (“Old
Conseco”), in connection with our bankruptcy reorganization. The terms “Conseco”, the “Company”, “we”, “us”, and “our”
as used in this report refer to CNO and its subsidiaries and, unless the context requires otherwise, Old Conseco and its
subsidiaries. We focus on serving the senior and middle-income markets, which we believe are attractive, high growth
markets. We sell our products through three distribution channels: career agents, professional independent producers (some
of whom sell one or more of our product lines exclusively) and direct marketing.

We conduct our business operations through two primary operating segments, based on method of product
distribution, and a third segment comprised of businesses in run-oft:

e Bankers Life, which consists of the businesses of Bankers Life and Casualty Company (‘‘Bankers Life and
Casualty”’) and Colonial Penn Life Insurance Company (“‘Colonial Penn’’). Bankers Life and Casualty markets and
distributes Medicare supplement insurance, life insurance, long-term care insurance and fixed annuities to the senior
market through approximately 4,000 exclusive career agents and sales managers. Colonial Penn markets graded
benefit and simplified issue life insurance directly to consumers through television advertising, direct mail, the
internet and telemarketing. Both Bankers Life and Casualty and Colonial Penn market their products under their
own brand names.

e Conseco Insurance Group, which markets and distributes specified disease insurance, Medicare supplement
insurance, and certain life and annuity products to the senior and middle-income markets through over 500
independent marketing organizations (*‘IMOs’’) that represent over 9,100 producing independent agents. This
segment markets its products under the ‘‘Conseco’” brand.

e Other Business in Run-off, which includes blocks of business that we no longer market or underwrite and are
managed separately from our other businesses. This segment consists of long-term care insurance sold through
independent agents and major medical insurance.

We also have a corporate segment, which consists of holding company activities and certain noninsurance company
businesses that are not related to our operating segments.

On December 17, 2002 (the “Petition Date”), Old Conseco and certain of its non-insurance company subsidiaries filed
voluntary petitions for relief under Chapter 11 of Title 11 of the United States Bankruptcy Code (the “Bankruptcy Code™) in
the United States Bankruptcy Court for the Northern District of Illinois, Eastern Division (the ‘‘Bankruptcy Court’’). We
emerged from bankruptcy protection under the Sixth Amended Joint Plan of Reorganization (the “Plan”), which was
confirmed pursuant to an order of the Bankruptcy Court on September 9, 2003 (the ‘“Confirmation Date’”), and became
effective on September 10, 2003 (the “Effective Date™). Upon the confirmation of the Plan, we implemented fresh start
accounting in accordance with Statement of Position 90-7 ‘‘Financial Reporting by Entities in Reorganization under the
Bankruptcy Code’” (““SOP 90-7"’). References in these consolidated financial statements to “Predecessor” refer to Old
Conseco prior to August 31, 2003. References to “Successor” refer to the Company on and after August 31, 2003, after
giving effect to the implementation of fresh start reporting. Our accounting and actuarial systems and procedures are
designed to produce financial information as of the end of a month. Accordingly, for accounting convenience purposes, we
applied the effects of fresh start accounting on August 31, 2003. The activity of the Company for the period from September
1, 2003 through September 10, 2003 is therefore included in the Successor’s statement of operations and excluded from the
Predecessor’s statement of operations. We believe the net income impact of the use of a convenience date is immaterial.

The Plan generally provided for the full payment or reinstatement of allowed administrative claims, priority claims,
fully secured claims and certain intercompany claims, and the distribution of new equity securities (including warrants) to
partially secured and unsecured creditors of our Predecessor. Holders of claims arising under our Predecessor’s $1.5 billion
senior bank credit facility also received a pro rata interest in our Senior Credit Facility. Holders of our Predecessor’s common
stock and preferred stock did not receive any distribution under the Plan, and these securities, together with all other
prepetition securities and the $1.5 billion senior bank credit facility of our Predecessor, were cancelled on the Effective Date.
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CONSECO, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

On the Effective Date, under the terms of the Plan, we emerged from the bankruptcy proceedings with a capital
structure consisting of:

¢ our $1.3 billion Senior Credit Facility;

¢ approximately 34.4 million shares of Class A Preferred Stock with an initial aggregate liquidation preference of
approximately $859.7 million;

e 100.0 million shares of common stock, excluding shares issued to our new non-executive chairman upon his
appointment and shares issued or to be issued to directors, officers or employees under a new equity incentive plan;
and

o warrants to purchase 6.0 million shares of our common stock (the ‘*Series A Warrants’).

Under the terms of the Plan, we distributed the equity securities to the creditors of our Predecessor in the amounts
outlined below:

o lenders under our Predecessor’s senior bank credit facility and director and officer loan program received
approximately 34.4 million shares of our Class A Preferred Stock, with an initial aggregate liquidation preference of
$859.7 million;

e holders of our Predecessor’s senior notes received approximately 32.3 million shares of our common stock;

e holders of our Predecessor’s guaranteed senior notes received approximately 60.6 million shares of our common
stock;

¢ holders of our Predecessor’s general unsecured claims received approximately 3.8 million shares of our common
stock; and

¢ holders of trust preferred securities issued by our Predecessor’s subsidiary trusts received approximately 1.5 million
shares of our common stock and Series A Warrants to purchase 6.0 million shares of our common stock at an
exercise price of $27.60 per share.

The distribution of our common stock summarized above represents approximately 98 percent of all of the shares of
common stock to be distributed under the Plan. As of December 31, 2003, approximately 1.8 million of our outstanding
shares of common stock have been reserved for distribution under the Plan in respect of disputed claims, the resolution of
which is still pending. If reserved shares remain after resolution of these disputed claims, then the reserved shares will be
reallocated to other general unsecured creditors of our Predecessor as provided for under the Pian. :

As part of our Chapter 11 reorganization, we sold substantially all of the assets of our Predecessor’s finance business
and exited this line of business. Our finance business was conducted through our Predecessor’s indirect wholly-owned
subsidiary, Conseco Finance Corp. (“CFC”). We accounted for our finance business as a discontinued operation in 2002 once
we formalized our plans to sell it. On April 1, 2003, CFC and 22 of its direct and indirect subsidiaries, which collectively
comprised substantially all of the finance business, filed liquidating plans of reorganization with the Bankruptcy Court in
order to facilitate the sale of this business. The sale of the finance business was completed in the second quarter of 2003. We
did not receive any proceeds from this sale in respect of our interest in CFC, nor did any creditors of our Predecessor. As of
March 31, 2003, we ceased to include the assets and liabilities of CFC on our Predecessor’s consolidated balance sheet. See
the note to the consolidated financial statements entitled “Financial Information Regarding CFC” for information regarding
this discontinued operation.

2. BASIS OF PRESENTATION
The accompanying consolidated financial statements have been prepared in accordance with SOP 90-7. Accordingly,
all prepetition liabilities subject to compromise as of December 31, 2002, have been segregated in the Predecessor’s

consolidated balance sheet and classified as “liabilities subject to compromise” at the estimated amount of allowable claims.
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Pursuant to SOP 90-7, professional fees associated with the Chapter 11 cases are expensed as incurred and reported as
reorganization items. Interest expense was reported only to the extent that it was paid during the Chapter 11 cases. The
Company recognized expenses associated with the Chapter 11 cases for fees payable to professionals to assist with the Chapter
11 cases totaling $70.9 million in the eight months ended August 31,2003, and $14.4 million in 2002.

Upon our emergence from bankruptcy, we implemented fresh start reporting in accordance with SOP 90-7. These rules
required the Company to revalue its assets and liabilities to current estimated fair value, re-establish shareholders’ equity at the
reorganization value determined in connection with the Plan, and record any portion of the reorganization value which cannot
be attributed to specific tangible or identified intangible assets as goodwill. As a result, the Company’s financial statements for
periods following August 31, 2003, will not be comparable with those of Old Conseco prepared before that date.

During the third quarter of 2002, Old Conseco entered into an agreement to sell Conseco Variable Insurance Company
(“CVIC?), its wholly owned subsidiary and the primary writer of its variable annuity products. The sale was completed in
October 2002. The operating results of CVIC have been reported as discontinued operations in all periods presented in the
accompanying consolidated statement of operations. See the note to the consolidated financial statements entitled “Financial
Information Regarding CVIC.”

During 2001, we stopped renewing a large portion of our major medical lines of business. These lines of business are
referred to herein as the “major medical business in run-off”. These actions had a significant effect on the Predecessor’s
operating results during 2001. These lines had pre-tax losses of $130.3 million in 2001 including a write off of $77.4 million of
the cost of policies produced and the cost of policies purchased related to this business that is not recoverable.

On July 31, 2001, we completed the acquisition of Ex18ervice.com, Inc. (“Ex1”), a firm that specializes in customer
service and backroom outsourcing with operations in India. Old Conseco issued 3.4 million shares of our common stock in
exchange for Ex1’s common stock. The total value of the transaction was $52.1 million. The Old Conseco Board of Directors
(without Gary C. Wendt, the Company’s former Chief Executive Officer, voting) approved the transaction, after receiving the
recommendation of a special committee of outside directors. Mr. Wendt was one of the founders of Exl. Mr. Wendt and his
wife owned 20.3 percent of ExI and his other relatives owned an additional 9.4 percent. Mr. Wendt and his wife received
692,567 shares of Old Conseco common stock in the transaction (worth approximately $9.7 million at the time the agreement
was negotiated). However, these shares were restricted until Old Conseco recovered its $52.1 million acquisition price through
cost savings achieved by transferring work to Ex| and/or pre-tax profits from services provided to third parties by Exl. The
shares also become unrestricted upon a change of control of 51 percent of the outstanding shares of Old Conseco common
stock. In November 2002, Old Conseco completed the sale of Exl and recognized a loss of $20.0 million on the transaction.
Old Conseco had previously written off a significant portion of the value of this investment in conjunction with the impairment
charge related to goodwill pursuant to the Company’s adoption of Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets” (“SFAS 142”) described below under “Recently Issued Accounting Standards”.

Since Old Conseco did not recover the acquisition price prior to its sale of Exl, the shares held by Mr. Wendt and his wife
remained restricted and were cancelled pursuant to the Plan.

For certain other special purpose entities related to our investment portfolio, we consider the requirements of
Emerging Issues Task Force [ssue Topic D-14, “Transactions Involving Special-Purpose Entities” (“EITF D-14") in
determining whether to consolidate such entities. We consolidate such entities if: (i) an independent third party has not
made a substantial capital investment in the entity; (ii) such independent third party does not control the activities of the
entity; and (iii) the independent party does not retain substantial risks and rewards of the special purpose entity’s assets. See
the note to the consolidated financial statements entitled “Investments in Variable Interest Entities” for additional
information.

The accompanying financial statements include the accounts of the Company and all of its wholly owned insurance
subsidiaries. Our consolidated financial statements exclude the results of material transactions between us and our
consolidated affiliates, or among our consolidated affiliates. We reclassified certain amounts in our 2002 and 2001
consolidated financial statements and notes to conform with the 2003 presentation. These reclassifications have no effect on
net income (loss) or shareholders’ equity (deficit).
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3. FRESH START REPORTING

Upon the confirmation of the Plan on September 9, 2003, we implemented fresh start reporting in accordance with
SOP 90-7. However, in light of the proximity of this date to the August month end, for accounting convenience purposes, we
have reported the effects of fresh start accounting as if they occurred on August 31, 2003. We engaged an independent
financial advisor to assist in the determination of our reorganization value as defined in SOP 90-7. We determined a
reorganization value, together with our financial advisor, using various valuation methods, including: (i) selected comparable
companies analysis; and (ii) actuarial valuation analysis. These analyses are necessarily based on a variety of estimates and
assumptions which, though considered reasonable by management, may not be realized, and are inherently subject to
significant business, economic and competitive uncertainties and contingencies, many of which are beyond our control.
Changes in these estimates and assumptions may have had a significant effect on the determination of our reorganization
value. The estimated reorganization value of the Company was calculated to be approximately $3.7 billion to $3.9 billion.
We selected the midpoint of the range, $3.8 billion, as the reorganization value. Such value was confirmed by the
Bankrupicy Court on the Confirmation Date.
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Under fresh start reporting, a new reporting entity is considered to be created and the Company is required to revalue
its assets and liabilities to current estimated fair value, re-establish shareholders’ equity at the reorganization value
determined in connection with the Plan, and record any portion of the reorganization value which can not be attributed to
specific tangible or identified intangible assets as goodwill. In addition, all accounting standards that are required to be
adopted in the financial statements within twelve months following the adoption of fresh start accounting were adopted as of
August 31, 2003. Adjustments to the Predecessor’s consolidated balance sheet as of August 31, 2003, to reflect the discharge
of debt, change in capital structure and the fair value of our assets and liabilities are presented in the following table (dollars
in millions):

Debt Fresh
Predecessor | discharge and start - Successor
bajance sheet(a)|reorganization (b) adjustments balance sheet
Assets: ) ‘
INVESIMENLS 1..ovviieerceirie et et $22,018.3 5 - $1,043.5 (c¢) $23,101.3
395 (d)
Cash and cash equivalents ......c..ccovvcvvnrnciinnnerninn, 1,187.5 - 284 (¢) 1,215.9
Accrued Investment INCOME ........ovvirreieaveorerernes e aieseenoneas 304.6 - - 304.6
Value of policies in force at the Effective Date.........c......... - - 3,026 (e) 3,102.6
Cost of policies purchased...........cocooecveveievieieieinicieneeinn 1,099.2 - (1,099.2) (e) -
Cost of policies produced ... 2,019.5 - (2,019.5) (e) -
Reinsurance receivables ..o, 878.3 s - 443 () 922.6
GOOAWIlL..veviviiiec sttt et 99.4 - 1,0422 (© 1,141.6
Other intangible assels.......cvveviiveierevii e - - 157.8 (D 157.8
INCOME tAX ASSELS....eoreveieirreirieeriririencenenrerennresaeereesneeenreniaren 88.0 ‘ - - 88.0
Assets held in separate accounts and investment trust ......... 87.7 - - 87.7
Other aSSe1S ..o 535.6 - 10.1 (D 545.7
TOtal ASSELS .ovviivieeie et e $28,318.1 ‘ $ - $2,349.7 $30,667.8
Liabilities:
Liabilities for insurance and asset accumulation products ...  $22,175.6 - $2,592.1 (g) $24,767.7
Other lHabilities .......oveviiveeverieerse e v 868.1 - (23.2) (H 875.7
‘ 30.8 (c)
Investment BOITOWINGS ....cocreiiecrrenieeci e 524.4 - 700.0 (c) 1,224.4
Notes payable - direct corporate obligations ............ccveenee. - 1,300.0 - 1.300.0
Total liabilities not subject to compromise.................. 23,568.1 1,300.0 3,299.7 28,167.8
Liabilities subject to cOMPromise..........cocvcevvrivrerrinreonnnns 6.951.4 (6,951.4) - -
Total Habilities ..o.oovvveeeivricrree e 30.519.5 (5.651.4) 3.299.7 28.167.8
Shareholders’ equity (deficit):
Convertible preferred stock .......ccovvervnicinicninrceien 501.7 - (501.7) -
Convertible exchangeable preferred stock.........cooevvnenninne - 859.7 - 859.7
Common stock and additional paid-in capital ........c...coccoe... 34973 1,640.3 (3,497.3) 1,640.3
Retained earnings (accumulated deficit) ........ccoovevriennes (6,629.4) 3,1514 3,478.0 -
Accumulated other comprehensive inCOmMe .......c.ocveieueennn 429.0 - _(429.0) -
Total shareholders’ equity (deficit) .....cccovovvimivirrcnane (2,201.4) 5,651.4 (950.0) 2,500.0
Total liabilities and shareholders’ equity {deficit) .......ccocorevenne $28,318.1 §_ - $2.349.7 $30,667.8
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(b)

(©)

(d

(e)

®

(g

Predecessor balance sheet as of August 31, 2003, prior to the recording of the discharge of prepetition liabilities
and the effects of the fresh start adjustments.

The fresh start balance sheet reflects the reorganization value for Conseco of $3,800.0 million. After deducting
from Conseco’s reorganization value the long-term indebtedness of Conseco at the Effective Date, consisting of

~ $1,300.0 million of indebtedness under the new senior secured bank credit facility, the total equity of Conseco is

$2,500.0 million. After deducting from Conseco’s total equity the value of the new Preferred Stock of $859.7
million, the value of the new common stock is $1,640.3 million. These adjustments also reflect the gain on the
discharge of prepetition liabilities.

In accordance with a new accounting pronouncement, the Company was required to consolidate the assets and
liabilities of the partnership which owned the General Motors building into its balance sheet. As a result of the
consolidation and the adoption of fresh start accounting we increased our investment in the General Motors
building by $1,043.5 million and recognized the following other assets and liabilities held by the partnership which
owns the General Motors building: (i) cash of $28.4 million; (ii) other liabilities of $30.8 million; and (iii) a note
payable of $700 million. We sold the General Motors building in September 2003 at a value that was
approximately equal to the fresh start value. The note payable of the partnership was paid in full and the net
proceeds from the sale were distributed to the partners.

The values of our mortgage loans, policy loans and other invested assets were adjusted to market value at the
Effective Date. In addition, the costbasis of our actively managed fixed maturities was increased to recognize all
of the unrealized appreciation based on the Predecessor cost basis at the Effective Date.

The Company’s historical cost of policies purchased and cost of policies produced are eliminated and replaced with
the value of policies in force at the Effective Date. The value of policies in force reflects the estimated fair value of
the Company’s business in force and represents the portion of the estimated reorganization value allocated to the
value of the right to receive future cash flows from the policies in force on the Effective Date.

A discount rate of 12 percent was used to determine the value of policies in force and is the rate of return which
management of the Company (with assistance from an independent actuarial firm) believes would be required by a
purchaser of the business based on conditions existing as of the Effective Date. In determining such rate of return,
the following factors, among others, are considered.

*  The magnitude of the risks associated with each of the actuarial assumptions used in determining the
expected cash flows.

»  Market rates of interest that would be applicable to an acquisition of the business.
o The perceived likelihood of changes in insurance regulations and tax laws.

* The complexfty of the business.

*  Prices paid for similar blocks of business.

Assets and liabilities are adjusted to reflect their estimated fair market value. The portion of the reorganization
value that could not be attributed to specific tangible or identified intangible assets has been recorded as goodwill.

The Company establishes reserves for insurance policy benefits based on assumptions as to investment yields,
mortality, morbidity, withdrawals and lapses. These reserves include amounts for estimated future payment of
claims based on actuarial assumptions. Many factors can affect these reserves, such as economic conditions,
inflation, hospital and pharmaceutical costs, changes in doctrines of legal liability and extra contractual damage
awards. The balance is based on the Company’s best estimate (with assistance from an independent actuarial firm)
of the future performance of this business, given recent and expected future changes in experience. Adjustments to
the Predecessor’s liabilities for insurance and asset accumulation products are further discussed in the note to the
consolidated financial statements entitled “Liabilities for Insurance and Asset Accumulation Products™.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following summary explains the significant accounting policies we use to prepare our financial statements. We
prepare our financial statements in accordance with generally accepted accounting principles (“GAAP”). We follow the
accounting standards established by the Financial Accounting Standards Board (“FASB”), the American Institute of Certified
Public Accountants (“AICPA”) and the Securities and Exchange Commission (the “SEC”).

Investments

We classify our fixed maturity securities into three categories: (i) “actively managed” (which we carry at estimated fair
value with any unrealized gain or loss, net of tax and related adjustments, recorded as a component of shareholders’ equity
(deficit)); (i) “trading” (which we carry at estimated fair value with changes in such value recognized as trading income);
and (iii) “held to maturity” (which we carry at amortized cost). We had no fixed maturity securities classified as held to
maturity during the periods presented in these financial statements.

At August 31, 2003, we established trading security accounts which are designed to act as a hedge for embedded
derivatives related to: (i) our equity-indexed annuity products; and (ii) certain modified coinsurance agreements. See the
note entitled “Accounting for Derivatives” for further discussion regarding the embedded derivatives and the trading
accounts. In addition, the trading account includes the investments backing the market strategies of our multibucket annuity
products. The change in market value of these securities is substantially offset by the change in insurance policy benefits for
these products. Our trading securities totaled $915.1 million at December 31, 2003. The change in the market value of these
securities is recognized currently in investment income (classified as income from policyholder and reinsurer accounts).

FEquity securities include investments in common stock and non-redeemable preferred stock. We carry these investments
at estimated fair value. We record any unrealized gain or loss, net of tax and related adjustments, as a component of
shareholders’ equity. When declines in value considered to be other than temporary occur, we reduce the amortized cost to
estimated fair value and recognize a loss in the statement of operations.

Mortgage loans held in our investment portfolio are carried at amortized unpaid balances, net of provisions for estimated
losses.

Policy loans are stated at their current unpaid principal balances.

Venture capital investment in AT&T Wireless Services, Inc. ("AWE”) is carried at fair value, with changes in such
value recognized as investment income (loss). In December 2003, we sold the remaining 4.1 million shares of AWE
common stock. In 2002, we sold 10.3 million shares of AWE common stock which generated proceeds of $75.7 million. At
December 31, 2002, we held 4.1 million shares of AWE common stock with a value of $25.0 million. We recognized
venture capital investment income (losses) of $(5.5) miltion in the four months ended December 31, 2003; $10.5 million in
the eight months ended August 31, 2003; and $(99.3) million and $(42.9) million in 2002 and 2001, respectively, related to
this investment.

Other invested assets include: (i) Standard & Poor’s 500 Index Call Options (“S&P 500 Call Options™); and (ii) certain
non-traditional investments. We carry the S&P 500 Call Options at estimated fair value as further described below under
“Accounting for Derivatives”. Non-traditional investments include investments in certain limited partnerships and promissory
notes; we account for them using either the cost method, or for investments in partnerships, the equity method.

We defer any fees received or costs incurred when we originate investments. We amortize fees, costs, discounts and
premiums as yield adjustments over the contractual lives of the investments. We consider anticipated prepayments on
mortgage-backed securities in determining estimated future yields on such securities.

When we sell a security (other than trading securities or venture capital investments), we report the difference between
the sale proceeds and amortized cost (determined based on specific identification) as a realized investment gain or loss.

We regularly evaluate all of our investments based on current economic conditions, credit loss experience and other
investee-specific developments. If there is a decline in a security’s fair value that is other than temporary, we treat it as a
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realized investment loss and reduce the cost basis of the security to its estimated fair value.
Cash and Cash Equivalents

Cash and cash equivalents include commercial paper, invested cash and other investments purchased with original
maturities of less than three months. We carry them at amortized cost, which approximates estimated fair value.

Provision for Losses

During 2003, 2002 and 2001, we established additional provisions for losses related to our guarantees of bank loans and
the related interest loans to approximately 155 current and former directors, officers and key employees for the purchase of the
common stock of Old Conseco (see the note to the consolidated financial statements entitled “Commitments and
Contingencies” for additional information on this provision).

Cost of Policies Produced

In conjunction with the implementation of fresh start accounting, we eliminated the historical balance of Old Conseco’s
cost of policies produced as of August 31, 2003 and replaced it with the value of policies in force at the Effective Date.

The costs that vary with, and are primarily related to, producing new insurance business in the period after August 31,
2003 are referred to as cost of policies produced. We amortize these costs (using the interest rate credited to the underlying
policy for universal life or investment-type products and the projected investment earnings rate for other products): (i) in
relation to the estimated gross profits for universal life-type and investment-type products; or (ii) in relation to future
anticipated premium revenue for other products.

When we realize a gain or loss on investments backing our universal life or investment-type producis, we adjust the
amortization to reflect the change in estimated gross profits from the products due to the gain or loss realized and the effect of
the event on future investment yields. We also adjust the cost of policies produced for the change in amortization that would
have been recorded if actively managed fixed maturity securities had been sold at their stated aggregate fair value and the
proceeds reinvested at current yields. We include the impact of this adjustment in accumulated other comprehensive income
(loss) within shareholders’ equity (deficit).

When we replace an existing insurance contract with another insurance contract with substantially different terms, all
unamortized cost of policies produced related to the replaced contract is immediately written off. When we replace an existing
insurance contract with another insurance contract with substantially similar terms, we continue to defer the cost of policies
produced associated with the replaced contract. Such costs related to the replaced contracts which continue to be deferred were
nil in the four months ended December 31, 2003; $2.9 million in the eight months ended August 31, 2003; and $7.6 million and
$10.0 million in 2002 and 2001, respectively.

We regularly evaluate the recoverability of the unamortized balance of the cost of policies produced. We consider
estimated future gross profits or future premiums, expected mortality or morbidity, interest earned and credited rates,
persistency and expenses in determining whether the balance is recoverable. If we determine a portion of the unamortized
balance is not recoverable, it is charged to amortization expense.

Value of Policies Inforce at the Effective Date

In conjunction with the implementation of fresh start accounting, we eliminated the historical balances of Old Conseco’s
cost of policies purchased and cost of policies produced as of the Effective Date and replaced them with the value of policies
inforce as of the Effective Date.

The cost assigned to the right to receive future cash flows from contracts existing at August 31, 2003 is referred to as the
cost of policies inforce as of the Effective Date. We also defer renewal commissions paid in excess of ultimate commission
levels related to the existing policies in this account. The balance of this account is amortized, evaluated for recovery, and -
adjusted for the impact of unrealized gains (losses) in the same manner as the cost of policies produced described above.

The discount rate we used to determine the value of the cost of policies inforce as of the Effective Date is the rate of
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return which management of the Company (with assistance from an independent actuarial firm) believes would be required by a
purchaser of the business based on conditions existing as of the Effective Date. In determining this required rate of return, we
considered many factors including: (1) the magnitude of the risks associated with each of the actuarial assumptions used in
determining expected future cash flows; (ii) market rates of interest that would be applicable to an acquisition of the business;
(ii1) the likelihood of changes in projected future cash flows that might occur if there are changes in insurance regulations and
tax laws; (iv) the compatibility of the business with our future business plans that may favorably affect future cash flows; (v)
the complexity of the business; and (vi) recent prices (i.e., discount rates used in determining valuations) paid by others to
acquire similar blocks of business. The weighted average discount rate we used to determiné the value of business inforce as of
the Effective Date was 12 percent. )

-The Company expects to amortize approximately 10 percent of the December 31, 2003 balance of the value of policies
inforce at the Effective Date in 2004, 10 percent in 2005, 9 percent in 2006, 8 percent in 2007 and 8 percent in 2008.

Goodwill

Upon our emergence from bankruptcy, we revalued our assets and liabilities to current estimated fair value and
established our capital accounts at the reorganization value determined in connection with the Plan. We recorded the
$1,141.6 million of the recrganization value which could not be attributed to specific tangible or identified intangible assets
as goodwill. Under current accounting rules (which became effective January 1, 2002) goodwill is not amortized but is
subject to an annual impairment test (or more frequent under certain circumstances). We obtained an independent appraisal
of our business in connection with the preparation of the Plan and our implementation of fresh start accounting.

Although the goodwill balance will not be subject to amortization, it will be reduced by future use of the Company’s
net deferred income tax assets (including the tax operating loss carryforwards) existing at August 31, 2003 (such balance was
reduced by $189.4 million in the four months ended December 31, 2003). A valuation allowance has been provided for the
remaining balance of such net deferred income tax assets due to the uncertainties regarding their realization. See the note -
entitled “Income Taxes” for further discussion.

Changes in the carrying amount of goodwill are as follows (dollars in millions):

Successor
Four months
ended
December 31,
2003

Goodwill balance, beginning of period.........ococoiviriiniiciin - 81,1416
Recognition of tax valuation reserve established at the

Effective Date ..ot (189.4)
Goodwill balance, end of period.........oovinni $ 9522

Reorganization Items

Reorganization items represent amounts the Predecessor incurred as a result of its Chapter 11 reorganization, and are
presented separately in the consolidated statement of operations. These items consist of the following (dollars in millions):

Eight months Year
ended ended
August 31, 2003 December 31, 2002
Gain on discharge of prepetition liabilities .......ccocvnnvninnn, $3,1514 § -
* Fresh start adjustments ....co.ececremcncnnne e (950.0) -
Professional fEes ..o (70.9) (14.4)
Total reorganization HemS .........oceeeremenrsrriesseeeens 2,130, $(14.4)




CONSECO, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

Liabilities Subject to Compromise

Under the Bankruptcy Code, actions by creditors to collect indebtedness owed prior to the Petition Date were stayed
and certain other prepetition contractual obligations could not be enforced against the Filing Entities. The Filing Entities
received approval from the Court to pay certain prepetition liabilities including employee salaries and wages, benefits and
other employee obligations. All other prepetition liabilities were classified as “liabilities subject to compromise” in the
December 31, 2002 consolidated balance sheet.

The following table summarizes the components of the liabilities included in the line “labilities subject to
compromise” in our consolidated balance sheet at December 31, 2002 (dollars in millions):

Predecessor
Other liabilities:
Liability for guarantee of bank loans to former directors and
current and former officers and key employees of Old Conseco
to purchase common stock of Old Conseco .....covvvevcevvvvecenvnn. 3 480L8
Interest PAYADIE ......cooveiieiivenietre gt 171.6
Accrual for distributions on Company-obligated mandatorily
redeemable preferred securities of subsidiary trusts of
Old CONSECO ..ottt et 90.1
Liability for retirement benefits pursuant to executive
employment GEIEEMENLS ... .oerveertereirererrerrnreraieiererseesnesmseeneas 22.6
Liability for deferred compensation ..........cc.coevrvirccresinnnnnesennn, 2.3
Other labilties . ..co.oveere ettt 48.8
Total other liabilities subject to compromise .......... e 816.2
Notes payable — direct corporate Oblgations .........ceevervrriverervninncnneenas 4,057.1
Total liabilities subject to comprdmise ......................................... $4,873.3

Other Intangible Assets

In conjunction with our adoption of fresh start accounting, we identified certain intangible assets other than goodwill.
We determined the value of these assets with assistance from an independent valuation firm. In accordance with SFAS 142,
other intangible assets with indefinite lives are not amortized, but are subject to impairment tests on an annual basis (or more
frequent under certain circumstances). SFAS 142 requires intangible assets with finite useful lives to be amortized over their
estimated useful lives and to be reviewed for impairment in accordance with Statement of Financial Accounting Standards
No. 144, “Accounting for Impairment or Disposal of Long-Lived Assets” (“SFAS 144”). We amortize the value of our
career agency force and our independent agency force over their estimated useful lives of 15 years using the straight line
method. We continually evaluate the reasonableness of the useful lives of these assets.
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The following summarizes other identifiable intangible assets as of December 31, 2003 (dollars in millions):

Successor
Indefinite lived other intangible assets:
Trademarks and tradenames........cccccevesevinenreireninicrinnecceres e §25.1
State licenses and charters........c.ooccoiiiieicce 17.0
Total indefinite lived other intangible assets .........cccoccviicenninnns 42.1
Finite lived other intangible assets:
Career agency fOrCe ..o e e 64.7
Independent agency force ...l et 49.8
OhET ettt be st e 1.2
Less accumulated amortization ........ooceervrnrercniennneseenene (2.6)
Total finite lived other intangible assets...........cocccvivinivninence. 113.1
Total other intangible ASSELS ......ceveeerierinerrceiee e $1552

Assets Held in Separate Accounts and Investment Trust

Separate accounts are funds on which investment income and gains or losses accrue directly to certain policyholders.
The assets of these accounts are legally segregated. They are not subject to the claims that may arise out of any other business
of Conseco. We report separate account assets at market value; the underlying investment risks are assumed by the
contractholders. We record the related liabilities at amounts equal to the market value of the underlying assets. We record the
fees earned for administrative and contractholder services performed for the separate accounts in insurance policy income.

In addition, prior to its liquidation in the third quarter of 2003, we held investments in a trust for the benefit of the
purchasers of certain products of our asset management subsidiary. Because we held the residual interests in the cash flows
from the trust and actively managed its investments, we were required to include the accounts of the trust in our consolidated
financial statements. We recorded the fees earned for investment management and other services provided to the trust as fee
revenue. See the caption “Brickyard Trust” in the note to the consolidated financial statements entitled “Investments in
Variable Interest Entities” for further information on these investments.

Recognition of Insurance Policy Income and Related Benefits and Expenses on Insurance Contracts

Generally, we recognize insurance premiums for traditional life and accident and health contracts as earned over the
premium-paying periods. We establish reserves for future benefits on a net-level premium method based upon assumptions as
to investment yields, mortality, morbidity, withdrawals and dividends. We record premiums for universal life-type and
investment-type contracts that do not involve significant mortality or morbidity risk as deposits to insurance labilities.
Revenues for these contracts consist of mortality, morbidity, expense and surrender charges. We establish reserves for the
estimated present value of the remaining net costs of all reported and unreported claims.

Reinsurance

In the first quarter of 2002, we completed a reinsurance agreement pursuant to which we ceded 80 percent of the
inforce traditional life business of our subsidiary, Bankers Life and Casualty Company, to Reassure America Life Insurance
Company (rated A+ by A.M. Best Company, or “A. M. Best”). The total insurance liabilities ceded pursuant to the contract
were approximately $400 million. The reinsurance agreement and the related dividends of $110.5 million were approved by
the appropriate state insurance departments and the dividends were paid to Old Conseco. The ceding commission
approximated the amount of the cost of policies purchased and cost of policies produced related to the ceded business.

On June 28, 2002, we completed a reinsurance transaction pursuant to which we ceded 100 percent of the traditional
life and interest-sensitive life insurance business of our subsidiary, Conseco Variable Insurance Company, to Protective Life
Insurance Company (rated A+ by A.M. Best). The total insurance liabilities ceded pursuant fo the contract were
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approximately $470 million. Our insurance subsidiary received a ceding commission of §49.5 million.

During the second quarter of 2002, one of our subsidiaries, Colonial Penn Life Insurance Company (formerly known
as Conseco Direct Life Insurance Company), ceded a block of graded benefit life insurance policies to an unaffiliated
company pursuant to a modified coinsurance agreement. Our subsidiary received a ceding commission of $83.0 million.

The cost of policies purchased and the cost of pohcles produced were reduced by $123.0 million and we recognized a loss of
$39.0 million related to the transaction. '

In the normal course of business, we seek to limit our exposure to loss on any single insured or to certain groups of
policies by ceding reinsurance to other insurance enterprises. We currently retain no more than $.8 million of mortality risk en
any one policy. We diversify the risk of reinsurance loss by using a number of reinsurers that have strong claims-paying
ratings. If any reinsurer could not meet its obligations, the Company would assume the liability. The likelihood of a material
loss being incurred as a result of the failure of one of our reinsurers is considered remote. The cost of reinsurance is recognized
over the life of the reinsured policies using assumptions consistent with those used to account for the underlying policy. The
cost of reinsurance ceded totaled $92.1 million in the four months ended December 31, 2003; $196.4 million in the eight
months ended August 31, 2003; and $327.8 million and $249.4 million in 2002 and 2001, respectively. We deduct this cost
from insurance policy income. In each case, the ceding Conseco subsidiary is contingently liable for claims reinsured if the
assuming company is unable to pay. Reinsurance recoveries netted against insurance policy benefits totaled $94.3 million in
the four months ended December 31, 2003; $199.2 million in the eight months ended August 31, 2003; and $323.6 million and
$201.3 million in 2002 and 2001, respectively.

From time-to-time, we assume insurance from other companies. Any costs associated with the assumption of insurance
are amortized consistent with the method used to amortize the cost of policies produced described above. Reinsurance
premiums assumed totaled $31.9 million in the four months ended December 31, 2003; $57.3 million in the eight months ended
August 31, 2003; and $78.7 million and $146.0 million in 2002 and 2001, respectively.

See “Accounting for Derivatives” for a discussion of the derivative embedded in the payable related to certain modified
coinsurance agreements.

Income Taxes

Our income tax expense includes deferred income taxes arising from temporary differences between the financial
reporting and tax bases of assets and liabilities, capital loss carryforwards and net operating loss carryforwards. In assessing
the realization of deferred income tax assets, we consider whether it is more likely than not that the deferred income tax
assets will be realized. The ultimate realization of our deferred income tax assets depends upon generating future taxable
income during the periods in which our temporary differences become deductible and before our net operating loss
carryforwards expire. In addition, the use of the Company’s net ordinary loss carryforwards is dependent, in part, on whether
the IRS ultimately agrees with the tax position we plan to take in our current and future tax returns. We evaluate the
realizability of our deferred income tax assets by assessing the need for a valuation allowance on a quarterly basis. As of
December 31, 2003, a valuation allowance has been provided for the entire balance of the net deferred tax asset as the
realization of the net deferred tax asset is uncertain.

Investment Borrowings

As part of our investment strategy, we may enter into reverse repurchase agreements and dollar-roll transactions to
increase our investment return or to improve our liquidity. We account for these transactions as collateral borrowings, where
the amount borrowed is equal to the sales price of the underlying securities. Reverse repurchase agreements involve a sale of
securities and an agreement to repurchase the same securities at a later date at an agreed-upon price. Dollar rolls are similar to
reverse repurchase agreements except that, with dollar rolls, the repurchase involves securities that are substantially the same as
the securities sold (rather than being the same security). Such borrowings (excluding -borrowings related to the GM building)
averaged $488.9 million during the four months ended December 31, 2003; $689.1 million during the eight months ended
August 31, 2003; and $1,155.8 million during 2002. These borrowings were collateralized by investment securities with fair
values approximately equal to the loan value. The weighted average interest rates on such borrowings were 1.5 percent during
the four months ended December 31, 2003; 1.8 percent during the eight months ended August 31, 2003; and 1.3 percent during
2002. The primary risk associated with short-term collateralized borrowings is that a counterparty will be unable to perform
under the terms of the contract. Our exposure is limited to the excess of the net replacement cost of the securities over the value
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of the short-term investments (such excess was not material at December 31, 2003). We believe the counterparties to our
reverse repurchase and dollar-roll agreements are financially responsible and that the counterparty risk is minimal.

Use of Estimates

When we prepare financial statements in conformity with GAAP, we are required to make estimates and assumptions
that significantly affect various reported amounts of assets and liabilities, and the disclosure of contingent assets and liabilities
at the date of the financial statements and revenues and expenses during the reporting periods. For example, we use significant
estimates and assumptions in calculating values for the cost of policies produced, the cost of policies purchased, the value of
policies inforce at the Effective Date, certain investments; assets and liabilities related to income taxes, goodwill, liabilities for
insurance and asset accumulation products, liabilities related to litigation, guaranty fund assessment accruals and liabilities
related to guarantees of bank loans and the related interest loans to certain former directors and certain current and former
officers and key employees. If our future experience differs from these estimates and assumptions, our ﬁnancnal statements
would be materially affected.

Accounting for Derivatives

Our equity-indexed annuity products provide a guaranteed base rate of return and a higher potential return linked to
the performance of the Standard & Poor’s 500 Index (“S&P 500 Index™) based on a percentage (the “participation rate”) over
an annual period. At the beginning of each policy year, a new index period begins. We are able to change the participation
rate at the beginning of each index period, subject to contractual minimums. We buy S&P 500 Call Options in an effort to
hedge potential increases to policyholder benefits resulting from increases in the S&P 500 Index to which the product’s
return is linked. We include the cost of the S&P 500 Call Options in the pricing of these products. Policyholder account
balances for these annuities fluctuate in relation to changes in the values of these options. We reflect changes in the
estimated market value of these options in net investment income. Option costs that are attributable to benefits provided
were $19.1 million during the four months ended December 31, 2003; $53.5 million during the eight months ended August
31, 2003; and $97.5 million and $119.0 million during 2002 and 2001, respectively. These costs are reflected in the change
in market value of the S&P 500 Call Options included in investment income. Net investment income (loss) related to equity-
indexed products before this expense was $61.3 million in the four months ended December 31, 2003; $78.7 million in the
eight months ended August 31, 2003; and $(3.0) million and $4.8 million in 2002 and 2001, respectively. These amounts
were substantially offset by the corresponding charge to insurance policy benefits. The estimated fair value of the S&P 500
Call Options was $97.2 million and $32.8 million at December 31, 2003 and 2002, respectively, We classify these
instruments as other invested assets. The Company accounts for the options attributed to the policyholder for the estimated
life of the annuity contract as embedded derivatives as defined by Statement of Financial Accounting Standards No. 133,
“Accounting for Derivative Instruments and Hedging Activities”, as amended by Statement of Financial Accounting
Standards No. 137, “Deferral of the Effective Date of FASB Statement No. 133" and Statement of Financial Accounting
Standards No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities” (collectively referred to
as “SFAS 138”). We record the changes in the fair values of the embedded derivatives in current earnings-as a component of
policyholder benefits. The fair value of these derivatives, which are classified as “liabilities for interest-sensitive products”
was $214.7 million and $301.9 million at December 31, 2003 and 2002, respectively. We have transferred a specified block
of investments which are equal to the balance of these liabilities to our trading securities account, which we carry at estimated
fair value with changes in such value recognized as investment income (classified as investment income from policyholder
accounts). The change in value of these trading securities should largely offset the portion of the change in the value of the
embedded derivative which is caused by interest rate fluctuations.

On June 29, 2001, we entered into interest rate swap agreements to convert the fixed rate on our senior notes (10.75
percent) to a variable rate based on LIBOR plus 4.75 percent. In accordance with the requirements of SFAS 138, the change in
the fair value of the interest rate swap and the gain or loss on the hedged senior notes attributable to the hedged interest rate risk
were recorded in current-period earnings. Because the terms of the interest rate swap agreements substantially matched the

terms of the senior notes, the gain or loss on the swap and the senior notes was generally equal and offsettmg (although the
effective interest rate on our debt was affected).

In early October 2001, we terminated these interest rate swap agreements for cash proceeds of $19.0 million (the value
of the terminated swap agreements). No gain was recognized upon the termination of the interest rate swap agreements.
Instead, the change in the fair value of the senior notes recorded while the interest rate swaps were outstanding was amortized
as a reduction to interest expense over the remaining life of our senior notes until such notes were discharged in accordance

113




CONSECO, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

with the Plan.

In October 2001, we also entered into new interest rate swap agreements to replace the terminated agreements which
converted the fixed rate on our 10.75% senior notes to a variable rate based on LIBOR plus 5.7525 percent. Such interest rate
swap agreements were terminated in April 2002 generating cash proceeds of $3.5 million. Such amount represented $11.9
million of cash due to the Company pursuant to the terms of the swaps, net of $8.4 million which represented the fair value of
the interest rate swaps on the date of termination. The $8.4 million was amortized as additional interest expense over the
remaining life of our senior notes until such notes were discharged in accordance with the Plan,

The Company entered into a forward sale contract related to a portion of its venture capital investment in AWE. Such
contract was carried at market value, with the change in such value being recognized as venture capital income (loss). The
value of the derivative fluctuated in relation to the AWE common stock it related to. In the third quarter of 2002, we agreed
with the counterparties to unwind the forward sale contract. The net effect of unwinding the forward purchase contract resulted
in a small gain.

If the counterparties for the derivatives we hold fail to meet their obligations, we may have to recognize a loss. We limit
our exposure to such a loss by diversifying among several counterparties believed to be strong and creditworthy. At December
31, 2003, all of the counterparties were rated “A” or higher by Standard & Poor’s Corporation (“S&P”).

The FASB’s Derivative Implementation Group issued SFAS No. 133 Implementation Issue No. B36, “Embedded
Derivatives: Modified Coinsurance Arrangements and Debt Instruments that Incorporate Credit Risk Exposures that are
Unrelated or Only Partially Related to the Creditworthiness of the Obligor of Those Instruments” (“DIG B36”) in April 2003.
DIG B36 addresses specific circumstances under which bifurcation of an instrument into a host contract and an embedded
derivative is required. DIG B36 requires the bifurcation of a derivative from the receivable or payable related to a modified
coinsurance agreement, where the yield on the receivable and payable is based on a return of a specified block of assets rather
than the creditworthiness of the ceding company. We implemented this guidance on August 31, 2003, in conjunction with
our adoption of fresh start accounting. We have determined that certain of our reinsurance payable balances contain
embedded derivatives. Such derivatives had an estimated fair value of $20.9 million and $27.2 million at August 31, 2003
and December 31, 2003, respectively. We record the change in the fair value of these derivatives as a component of
investment income (classified as investment income from policyholder and reinsurer accounts). We have transferred the
specific block of investments related to these agreements to our trading securities account, which we carry at estimated fair
value with changes in such value recognized as investment income (also classified as investment income from reinsurer
accounts). The change in value of these trading securities should largely offset the change in value of the embedded
derivatives. : .

Multibucket Annuity Product

The Company’s multibucket annuity is a fixed annuity product that credits interest based on the experience of a
particular market strategy. Policyholders allocate their annuity premium payments to several different market strategies based
on different asset classes within the Company’s investment portfolio. Interest is credited to this product based on the market
return of the given strategy, less management fees, and funds may be moved between different strategies. The Company
guarantees a minimum return of premium plus approximately 3 percent per annum over the life of the contract. The
investments backing the market strategies of these products are designated by the Company as trading securities. The change in
the fair value of these securities is recognized currently in investment income (classified as income from policyholder and
reinsurer accounts) which is substantially offset by the change in insurance policy benefits for these products.

Accounting for Stock Options

In December 2002, the FASB issued Statement of Financial Accounting Standards No. 148, “Accounting for Stock-
Based Compensation — Transition and Disclosure”, an Amendment of FASB Statement No. 123 (“SFAS 148”), which
provides three alternative methods of transition to the fair value method of accounting for stock options. SFAS 148 also
amends the disclosure requirements of Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based
Compensation” (“SFAS 123”).
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We apply Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” and related
interpretations in accounting for our stock option plans. Had compensation cost been determined based on the fair value at the
grant dates for awards granted after January 1, 1995, consistent with the method of SFAS 123, the Company’s pro forma net
income (loss) and pro forma earnings (loss) per share would have been as follows (dollars in millions, except per share
amounts):

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31,
' 2003 2003 2002 2001
Net income (l0ss), as reported ...........coccevernrlvneee $96.3 $2,201.7 $(7,835.7) $(405.9)
Less stock-based employee compensation
expense determined under the fair value
based method for all awards, net of income
FAXES e veereerevrnenrroeerreresrr e e st e s rbaesbeenemraenas 4 7.2 12.4 282
Pro forma net income (10S8)..........cooovvvvvvves S $95.9 $2,194.5 $(7,848.1) $(434.1)
Earnings per share:
Basic, as reported......ccoovvvrniveniene e, $.68
Basic, pro forma .......cccccecvvvecinnenicncenenn $.68
Diluted, as reported...........cccoevevereereerecrieienens $.67
Diluted, pro forma ........c.cecrvevecevrerncnereneencnn $.67

Pro forma compensation expense in the eight months ended August 31, 2003, has been reduced by $5.0 million due to
the reversal of expense for options that were not vested upon cancellation of the outstanding stock options of the Predecessor.

Fair Values of Financial Instruments
We use the following methods and assumptions to determine the estimated fair values of financial instruments:

Investment securities. For fixed maturity securities (including redeemable preferred stocks) and for equity and trading
securities, we use quotes from independent pricing services, where available. For investment securities for which such
quotes are not available, we use values obtained from broker-dealer market makers or by discounting expected future
cash flows using a current market rate appropriate for the yield, credit quality, and (for fixed maturity securities) the
maturity of the investment being priced.

Venture capital investment in AWE. We carry this investment at estimated fair value based on quoted market prices.
Cash and cash equivalents. The carrying amount for these instruments approximates their estimated fair value.
Mortgage loans and policy loans. We discount future expected cash flows for loans included in our investment portfolio
based on interest rates currently being offered for similar loans to borrowers with similar credit ratings. We aggregate
loans with similar characteristics in our calculations. The market value of policy loans approximates their carrying
value.

Other invested assets. We use quoted market prices, where available. When quotes are not available, we estimate the
fair value based on: (i) discounted future expected cash flows; or (ii) independent transactions which establish a value

‘for-our investment. When we are unable to estimate a fair value, we assume a market value equal to carrying value.

Insurance liabilities for interest-sensitive products. We discount future expected cash flows based on interest rates
currently being offered for similar contracts with similar maturities.
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Investment borrowings and notes payvable. For publicly traded debt, we use current market values. For other notes, we
use discounted cash flow analyses based on our current incremental borrowing rates for similar types of borrowing
arrangements. . . ‘

Here are the estimated fair values of our financial instruments (dollars in millions):

Successor Predecessor
December 31, December 31,
2003 2002
Carrying Fair Carrying Fair
Amount Value | Amount  Value
Financial assets: '

Actively managed fixed MatUrties. ......c.ooorverricoriernerniens et $19,840.1 $19,840.1{$19,417.4 $19,417.4
EQUILY SECUITTIES wovviviiviiireiiie sttt ettt sttt as s era s 74.5 74.5 156.0 156.0
MOTtZAZE LOAMS .c..cvvriiireiiiie ettt ettt e 1,139.5 1,174.1( 13083 1,335.7
POLICY TOBMS 1. ctreteiceiieiie ettt oo 5034 503.4 536.2 ,536.2
Trading SECULTHES ....cveivioiiiiciiiii et 915.1 915.1 - -
Venture capital investment in AT&T Wireless .

SEIVICES, INIC. trveviriiirireireiririiietermberaie s ere e e e e s resacaaseaessanesaeresrevasreresnes - - 25.0 25.0
Other INVESTEd @SSCIS ...cviveivieriiiceeie it st et erae et s et esa s sna e ere e s essaasens 3241 324.1) . 340.8 340.8
Cash and cash eqUIVAlENTS.......c..ccooerieiiiic e 1,260.6 1,260.6| 1,2689 12689

Financial liabilities:

Insurance liabilities for interest-sensitive

products (a).......c.ceuenie. ettt et ettt s et e a et et b e e erenes 12,4804  12,480.4} 13,1227 13,1227
INVEStMENt DOFTOWINGS ....viiiiieii ettt 3873 387.3 669.7 669.7
Notes payable: '

COTPOLALE (D) .evreieiereicii ettt et ees 1,300.0 1,300.0 - -
Company-obligated mandatorily redeemable ‘

preferred securities of subsidiary trusts ..............ccovvviiiieniiines . - 1,921.5 9.7

(a) The estimated fair value of the liabilities for interest-sensitive products was approximately equal to its carrying value at
December 31, 2003 and 2002. This was because interest rates credited on the vast majority of account balances
approximate current rates paid on similar products and because these rates are not generally guaranteed beyond one year.

We are not required to disclose fair values for insurance liabilities, other than those for interest-sensitive products.
However, we take into consideration the estimated fair values of all insurance liabilities in our overall management of
interest rate risk. We attempt to. minimize exposure to changing interest rates by matching investment maturities with
amounts due under insurance contracts.

{b) At December 31, 2002, corporate notes payable were classified as liabilities subject to compromise.

Cumulative Effect of Accounting Change and Goodwill Impairment Related to Predecessor

The FASB issued SFAS 142, in June 2001. Under the new rule, intangible assets with an indefinite life are no longer
amortized in periods subsequent to December 31, 2001, but are subject to annual impairment tests (or more frequent under.
certain circumstances), effective January 1, 2002, The Company determined that all of its goodwill had an indefinite life and
was therefore subject to the new rules. The Company adopted SFAS 142 on January 1, 2002,

Pursuant to the transitional rules of SFAS 142, we completed the two-step impairment test during 2002 and, as a result
of that test, we recorded the cumulative effect of the accounting change for the goodwill impairment charge of $2,949.2
million. The impairment charge is reflected in the cumulative effect of an accounting change in the accompanying _
consolidated statement of operations for the year ended December 31, 2002. Subsequent impairment charges are classified as
an operating expense. As described below, the Company performed an impairment test in 2002, as a result of circumstances
which indicated a possible impairment.

The significant factors used to determine the amount of the initial impairment included analyses of industry market
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valuations, historical and projected performance of our insurance segment, discounted cash flow analyses and the market
value of our capital. The valuation utilized the best available information, including assumptions and projections we
considered reasonable and supportable. The assumptions we used to determine the discounted cash flows involve significant
judgments regarding the best estimate of future premiums, expected mortality and morbidity, interest earned and credited
rates, persistency and expenses. The discount rate used was based on an analysis of the weighted average cost of capital for
several insurance companies and considered the specific risk factors related to Conseco. Pursuant to the guidance in SFAS
142, quoted market prices in active markets are the best evidence of fair value and shall be used as the basis for measurement;
if available.

On August 14, 2002, our insurance subsidiaries’ financial strength ratings were downgraded by A.M. Best to “B (fair)”
and on September 8, 2002, the Company defaulted on its public debt. These developments caused sales of our insurance
products to fall and policyholder redemptions and lapses to increase. The adverse impact on our insurance subsidiaries
resulting from the ratings downgrade and parent company default required that an additional impairment test be performed as
of September 30, 2002, in accordance with SFAS 142.

In connection with the preparation of the Plan, we retained an outside actuarial consulting firm to assist in valuing our
insurance subsidiaries. That valuation work and our internal evaluation were used in performing the additional impairment
tests that resulted in an impairment charge to goodwill of $500.0 million. The charge is reflected in the line item entitled
“Goodwill impairment” in our consolidated statement of operations for the year ended December 31, 2002, The most
significant changes made to the January 1, 2002 valuation that resulted in the additional impairment charge were: (i) reduced
estimates of projected future sales of insurance products; (ii) increased estimates of future policyholder redemptions and
lapses; and (iii) a higher discount rate to reflect the current rates used by the market to value life insurance companies.
Management believes that the assumptions and estimates used were reasonable given all available facts and circumstances at
the time made.

Prior to the adoption of SFAS 142, we determined whether goodwill was recoverable from projected undiscounted net
cash flows for the earnings of our subsidiaries over the remaining amortization period. If we determined that unidiscounted
projected cash flows were not sufficient to recover the goodwill balance, we would reduce its carrying value with a
corresponding charge to expense or shorten the amortization period. Cash flows considered in such an analysis were those of
the business acquired, if separately identifiable, or the product line that acquired the business, if such earnings were not
separately identifiable. ' : :

Changes in the carrying amount of Predecessor’s goodwill for the eight months ended August 31, 2003, and the year
ended December 31, 2002, are as follows (dollars in millions):

Predecessor
Eight months " Year
ended ended
August 31, December 31,
2003 2002
Goodwill balance, beginning of Period......c.cvoccvrvrineivcrnnrirnree e $100.0 $3,6954
Cumulative effect of accounting change - (2,949.2)
Impairment charge ..o, s - (500.0)
Reduction of tax valuation contingencies established at acquisition date
for acquired COMPANIES ......ocoveeiiereiieireiee vttt sa e eae e eee (.6) (146.2)
Goodwill balance, end of Period............covcirveirnineiiniicine e $994 : $ 100.0
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. In accordance with SFAS 142, we discontinued the amortization of goodwill expense effective January 1, 2002. The
following information summarizes the impact of goodwill amortization on income before discontinued operations and
cumulative effect of accounting change; and net income for the periods presented in our consohdated statement of operations
for periods pnor to January 1, 2002 (dollars in mlllxons, except per share data):

Predecessor
Year ended - -
December 31,
2001
Reported loss before discontinued operations
and cumulative effect 0f aCCOUNLNG CHANEE ...v.vvvvveevriecrececit sttt $(305.3)
Add back: goodwill AMOTIZALION. ......cooveeiieicrrineri st 108.2
Adjusted loss before discontinued operations ~
and cumulative effect of accounting change ........cooevrecirieccnc e, $(197.1)
Reported net loss applicable to common StOCK ... $(418.7)
Add back: goodWill AMOITZALION. .....covivieiviiiicr ittt rceecirece s ettt aseess e areatrnese e cenns 109.6
Adjusted net loss applicable to common StOCK ... $(309.1)

Recently Issued Accounting Standards

Pursuant to SOP 90-7, we have implemented the provisions of accounting principles required to be adopted within
twelve months of the adoption of fresh start accounting. The following summarizes the new accounting pronouncements we
have recently adopted:

The FASB’s Derivative Implementation Group issued DIG B36 in April 2003. DIG B36 addresses specific
circumstances under which bifurcation of an instrument into a host contract and an embedded derivative is required. DIG
B36 requires the bifurcation of a derivative from the receivable or payable related to a modified coinsurance agreement,
where the vield on the receivable and payable is based on a return of a specified block of assets rather than the
creditworthiness of the ceding company. We implemented this guidance on August 31, 2003, in conjunction with our
adoption of fresh start accounting. See the note entitled “Accountmg for Derivatives” for a discussion of the impact of
implementing this guidance.

The FASB issued Financial Accounting Standards No. 149 “Amendment of SFAS No. 133 on Derivative Instruments
and Hedging Activities” (“SFAS 149”) in April 2003. SFAS 149 amends and clarifies accounting for derivative instruments,
including certain derivative instruments embedded in other contracts, and for hedging activities under Statement of Financial
Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities.” Except for certain
implementation guidance included in SFAS 149 which is already effective, the new guidance is effective for: (i) contracts
entered into or modified after June 30, 2003; and (ii) hedging relationships designated after June 30, 2003. The adoption of
SFAS 149 did not have a material impact on the Company’s consolidated financial statements. .

The FASB issued Financial Accounting Standards No. 150, “Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity” (“SFAS 150”) in May 2003. SFAS 150 establishes standards for classifying
and measuring certain financial instruments that embody obligations of the issuer and have characteristics of both liabilities
and equity. For example, mandatorily redeemable preferred stock is required to be classified as a liability pursuant to SFAS
150. SFAS 150 is effective immediately for financial instruments entered into or modified after May 31, 2003, and for all
other financial instruments beginning with the third quarter of 2003. Effective July 1, 2003, Old Conseco’s Company-
obligated mandatorily redeemable preferred securities of subsidiary trusts, or TOPrS, with an aggregate carrying value of
$1,921.5 million, were reclassified to liabilities pursuant to the provisions of SFAS 150. The adoption of SFAS 150 does not
impact the financial statements of Conseco subsequent to the Effective Date since the Company-obligated mandatorily
redeemable preferred securities of subsidiary trusts are no longer outstanding.

The Accounting Standards Executive Committee of the American Institute of Certified Public Accountants issued
Statement of Position 03-01 “Accounting and Reporting by Insurance Enterprises for Certain Nontraditional Long-Duration
Contracts and for Separate Accounts” (“SOP 03-017) in July 2003. SOP 03-01 provides guidance on several insurance
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company disclosure and accounting matters including the appropriate accounting for: (i) separate accounts; (ii} additional
interest (for example, persistency bonus) accruing to the investment contract holder; (iii) the liability for contracts where the
amounts assessed against the contract holder each period are assessed in a manner that is expected to result in profits in
earlier years and losses in subsequent years; (iv) potential benefits to annuity holders in addition to their account balance; (v)
sales inducements to contract holders; and (vi) other provisions. The Company recently sold most of its separate account
business. Accordingly, the new guidance related to separate accounts will have no impact on the Company’s consolidated
financial position, results of operations or cash flows. As a result of our adoption of fresh start accounting, we were required
to revalue our insurance product liabilities and record them at their estimated fair market value. In calculating the value of
the liabilities for insurance and asset accumulation products, we followed the guidance of SOP 03-01. We have changed the
way we classify the costs related to sales inducements in accordance with the new guidance. However, such change was not
material. Our reserve for sales inducement persistency bonus benefits was $282.8 million at December 31, 2003, and $278.6
million at August 31, 2003.

In January 2003, the FASB issued FIN 46, which requires expanded disclosures for and, in some cases, consolidation
of significant investments in variable interest entities (“VIE™). A VIE is an entity in which the equity investors do not have
the characteristics of a controlling financial interest, or do not have sufficient equity at risk for the entity to finance its
activities without additional subordinated financial support from other parties. Under FIN 46, a company is required to
consolidate a VIE if it is the primary beneficiary of the VIE. FIN 46 defines primary beneficiary as the party which will
absorb a majority of the VIE’s expected losses or receive a majority of the VIE’s expected residual returns, or both.

The Company has investments in various types of VIEs, some of which require additional disclosure under FIN 46,
and several of which require consolidation under FIN 46. As further discussed in the note to the consolidated financial
statements entitled “Investments in Variable Interest Entities”, we have consolidated all of our investments in VIEs. The
adoption of the consolidation requirements of FIN 46 did not have a material impact on our financial condition or results of
operations. The note entitled “Investments in Variable Interest Entities” includes the expanded disclosures required by FIN
46.

The FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others” (“FIN 45”) in November 2002. FIN 45 requires certain guarantees
to be recognized as liabilities at fair value. In addition, it requires a guarantor to make new disclosures regarding its
obligations. We implemented the new disclosure requirements as of December 31, 2002. FIN 45’s liability recognition
requirement is effective on a prospective basis for guarantees issued or modified after December 31, 2002. The adoption of
FIN 45 did not impact the Company’s results of operations or financial condition.

The FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for Exit or Disposal Activities”
(“SFAS 146™) in June 2002. SFAS 146 addresses financial accounting and reporting for costs that are associated with exit
and disposal activities and supersedes Emerging Issues Task Force Issue No. 94-3, “Liability Recognition for Certain
Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring)”
(“EITF 94-3"). SFAS 146 is required to be used to account for exit or disposal activities that are initiated after December 31,
2002. The provisions of EITF 94-3 shall continue to apply for an exit activity initiated prior to the adoption of SFAS 146.
SFAS 146 requires companies to recognize costs assoctated with exit or disposal activities when they are incurred rather than
at the date of commitment to an exit or disposal plan. The Company adopted the provisions of SFAS 146 on January 1, 2003.
The initial adoption of SFAS 146 did not have an impact on the Company’s consolidated financial statements.

The FASB issued Statement of Financial Accounting Standards No. 145, “Rescission of FASB Statements No. 4, 44
and 64, Amendment of FASB Statement No. 13, and Technical Corrections” (“SFAS 1457} in April 2002. Under previous
guidance all gains and losses resulting from the extinguishment of debt were required to be aggregated and, if material,
classified as an extraordinary item, net of related income tax effect. SFAS 145 rescinds that guidance and requires that gains
and losses from extinguishments of debt be classified as extraordinary items only if they are both unusual and infrequent in
occurrence. SFAS 145 also amends previous guidance to require certain lease modifications that have economic effects
similar to sale-leaseback transactions to be accounted for in the same manner as sale-leaseback transactions. The Company
adopted SFAS 145 on January 1, 2003. Prior period amounts related to extraordinary gains on the extinguishment of debt
have been reclassified in accordance with the new guidance.

The FASB issued SFAS 144 in August 2001. This standard addresses the measurement and reporting for impairment
of all long-lived assets. It also broadens the definition of what may be presented as a discontinued operation in the
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consolidated statement of operations to include components of a company’s business segments. SFAS 144 requires that
long-lived assets currently in use be written down to fair value when considered impaired. Long-lived assets to be disposed
of are written down to the lower of cost or fair value less the estimated cost to sell. The Company adopted this standard on
January 1, 2002. We followed this standard in determining when it was appropriate to recognize impairments on assets we
decided to sell as part of our efforts to raise cash. We also followed this standard in determining that our variable annuity
business line and CFC should be presented as discontinued operations in our consolidated financial statements (see the note
to the consolidated financial statements entitled “Discontinued Operations™).

5. INVESTMENTS

At December 31, 2003, the amortized cost and estimated fair value of actively managed fixed maturities and equity
securities were as follows (dollars in millions):

Successor
Gross Gross  Estimated
Amortized unrealized unrealized fair
cost gains losses value
Investment grade:

COTPOTate SECUITEIES . ..ovvuirirrrisi s s esstee bbb enenies $11,169.7 $279.8 $13.7  $11,435.8

United States Treasury securities and obligations of
United States government corporations and agencies.............. 1,068.9 14.1 1.7 1,081.3
States and political subdivisions ...........ecocvvniiiincivnnenenenn 608.4 5.9 24 611.9
Debt securities issued by foreign governments........c.cccoeevevnne 84.6 1.6 - 86.2
Structured SECUTTHES ..vovviviverivreiiererieerestireresreensesseeseesieseneseseses - 5,804.6 59.2 14.9 5,848.9
Below-investment grade (primarily corporate securities)............... 734.5 43.2 1.7 776.0
Total actively managed fixed maturities..........coceccenvennnenenn. $19.470.7 $403.8 $344 $19,840.1
EQUILY SECUTIEIES .. .vvvvererieeiiecririi et $ 718 $ 28 § 1§ 745

At December 31, 2002, the amortized cost and estimated fair value of actively managed fixed maturities and equity
securities were as follows (dollars in millions):

Predecessor
Gross Gross  Estimated
Amortized unrealized unrealized fair
cost gains losses value
Investment grade: ‘

COrpOrate SECULILIES ...ovvvvevirereiececeecrenr et eere e cree st ereerrenas $10,529.0 $517.5 $293.9 $10,752.6

United States Treasury securities and obligations of
United States government corporations and agencies.............. 442.4 25.2 9.0 458.6
States and political subdivisions .........ccccccecvcniennnnas v 418.0 232 9 440.3
Debt securities issued by foreign governments ...........c.ccovveeeeeene. 83.3 7.3 - 90.6
SrUCUred SECUTITIES .vviivviieniiierieeiieerre e erre e e sane b e 6,082.0 336.3 42 6,414.1
Below-investment grade (primarily corporate securities)............... 1,435.1 17.1 191.0 1.261.2
Total actively managed fixed maturities............ocoveriineennns $18,989.8 $926.6 $499.0 $19417.4
EQUItY SECUTILIES. ... evevieiiieieieeieieriseiete bbb sn e srens e ‘$ 1614 $ 45 $ 99 § 156.0
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Accumulated other comprehensive income is primarily comprised of unrealized gains on actively managed fixed
maturity investments. These amounts, included in shareholders’ equity (deficit) as of December 31, 2003 and 2002, were as
follows (dollars in millions):

Successor Predecessor
December 31, December 31,
2003 2002
Net unrealized gains 0N INVESIMENTS. .....c.coviviitcrirerriceriirreerieieer ettt $375.2 $448.1
Adjustment to value of policies inforce at the Effective Date .......ccccccooveiveccnieinennnnne (33.5) -
Adjustments to cost of policies purchased and cost of policies produced ...................... - (95.3)
Deferred income tax asset (Hability) ...t arenes (123.0) 249.6
N ottt s e b st s et et a e bt ekt e bt e e e ettt nae e - (21.8)
Accumulated other comprehensive iNCOME ..........occorevivniinincnicicee $218.7 $580.6

Concentration of Actively Managed Fixed Maturity Securities

The following table summarizes the carrying values of our fixed maturity securities by industry category as of December
31, 2003 (dollars in millions):

Percent of
Carrying value fixed maturities

Mortgage-backed SECUTILIES .....oovvivveiriiiiiiereie ettt $ 5,851.0 29.5%

Bank & FINANCE ....vviviviiiiieeeeie et cee et ean e estbe s otresertba s etts s sase e s sereesanaessertene s 2,713.5 13.7
MANUTACTULIIEZ ..o tvvereirtreesenssnssessessassessasassassessassasssssassassassssessassassassassessessassnssnsensessasss 2,169.6 109
UHIIIEIES e evveiectt ettt sttt s e et e b et st e b e sbeeteee e s te e st s sreseaeseensentestbessesseerseasanssensessbasaens 1,322.1 6.7
BTV ICES 1 ittteereecrrtieiieireeeese st re bt e seracbrera e sersasaeesaseeses e taaeessareessanntntaeesstbreeeenasntaeeseerarnns 1,142.6 5.8
COMMUNICALIONS ..vevviiieiiiierreeseectveeiteeeeestreeetteeaesteesteseraesesassesassesseeneresssesssesnnssnnesnsseeans 1,058.6 53
ASSEt-DACKEd SECUTITIES ...viveeiici et bs bt et sre st e eseerees 761.6 3.8
AGII/FOIEStTY/IMINIIIZ .. cvecviiti ittt sttt e e ettt b e b st st ee et e e esbeebe et e neesaesn e e e 761.1 3.8
GOVErNMENt (US)....ciiiieiiiriie ittt se et s st se e st b ebesr b e e st anseereseeeseeassnsneonaens 733.6 3.7
TraNSPOTTALION ..c.vovierieeiceit ettt et bttt st s en e 4983 2.5
ReEtail/WHOIESAIE .....ovvivreiecieie ittt r et e vt st ae st e taesbesbasvssnssaseere st e s aneseans 486.2 2.5
L@ 11T OO O OO OO OO YUY U NSO OO UUTUR R 2,341.9 11.8
Total fixed maturity SECUrities..........occvvvivnvrreieencerirrennnenes ettt s 19,840.1 100.0%

Below-Investment Grade Securities

At December 31, 2003, the amortized cost of the Company’s fixed maturity securities in below-investment grade
securities was $734.5 million, or 3.8 percent of the Company’s fixed maturity portfolio. The estimated fair value of the below-
investment grade portfolio was $776.0 million, or 106 percent of the amortized cost. The value of these securities varies based
on the economic terms of the securities, structural considerations and the creditworthiness of the issuer of the securities.
Recently a number of large, highly leveraged issuers have experienced significant financial difficulties, which resulted in our
recognition of other-than-temporary impairments.

Below-investment grade securities have different characteristics than investment grade corporate debt securities. Risk of
loss upon default by the borrower is significantly greater with respect to below-investment grade securities than with other
corporate debt securities. Below-investment grade securities are generally unsecured and are often subordinated to other
creditors of the issuer. Also, issuers of below-investment grade securities usually have higher levels of debt and are more
sensitive to adverse economic conditions, such as recession or increasing interest rates, than are investment grade issuers. The
Company attempts to reduce the overall risk in the below-investment grade poertfolio, as in all investments, through careful
credit analysis, strict investment policy guidelines, and diversification by issuer and/or guarantor and by industry.
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Contractual Maturity

The following table sets forth the amortized cost and estimated fair value of actively managed fixed maturities at
December 31, 2003, by contractual maturity. Actual maturities will differ from contractual maturities because borrowers may
have the right to call or prepay obligations with or without call or prepayment penalties. Most of the mortgage-backed

securities shown below provide for periodic payments throughout their lives (dollars in millions).

DUE N ONE YEAT OF 1885, .uirreiiererrecicirrrrecreeetitetine s sr e s st et ss s ss s an st rs st nessbesessae e sraneesecnenrenes
Due after one year through five YEars.........covcireiniininiieee st sreena
Due after five years through ten YEaTs ......ccoeeriiiieccinecircrrieiee et e
DUC AfTET TOI1 YEATS ..ot

SUBLOTAL 1....vooeoove e sese st st s s st et sa e st

SIUCIUTEd SECULILIES (A) vvveivirrerrireririertrereree st erersrsresseerssaesessesresteresassssrsnasssbesseensarensessens AR

Total actively managed fixed MAturities .......c.covcimerniineriinninie e,

Estimated
Amortized fair
cost value

$ 1039 $ 1051

1,256.0 1,271.2
5,229.6 5,3183
7.074.4 7.294.5
13,663.9 13,989.1
5.806.8 5,851.0

19,47 $19,840.1

(a)  Includes below-investment grade mortgage-backed securities with both an amortized cost and estimated fair value of

$2.1 million.
th Investment Income

Net investment income consisted of the following (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
FIXed MAtUIIHIES .. vveeeeieeeeee et eeeer sttt e sb b e sassneeneenaeanes $381.7 $812.8 $1,375.2 $1,510.7
Venture capital investment income (1088)......coceovecverenrennenenn. (5.5) 10.5 (99.3) (42.9)
Trading income related to policyholder and reinsurer accounts .. 10.9 - - -
EqQUItY SECULILIES.....ovveiiiiiere ettt 1.8 8.9 13.2 17.8
MOItEage lOANS ...ecvveeviieicieer e rer e 315 66.9 99.0 90.2
POHCY LOANS.....veviiiiiie et e 10.7 23.0 32.6 359
Change in value of S&P 500 Call Options related to
equity-indexed products........ccccvvnviiiinnienicciieene 422 25.2 (100.5) (114.2)
Other InVeSted aSSELS.......eeceiermierrieeierrrerr e ressaere s 7.9 - 284 15.7 - 24.6
Cash and cash eqUIVAIENLS .......cocovivieeiiverreece e 42 11.5 27.6 60.5
SEPArate ACCOUNTS.....ceivirirrrireereenreerrarsreseesraresresereesessassensennensens - - - (5.9
Gross investment iNCOME...................... ettt © 4854 | - . 9872 1,363.5  1,577.2
Less inveStMent EXPENSES .....ccevveiaeerieererrenrieenereenesorassessesinees 10.8 18.2 29.2 . 272
Net INVESIMENt INCOIME ..vevveveviecvereereeieeceeeeeeevetetses e eeevsenens 474, $969.0  $1.334.3 $1,550.0

The carrying value of fixed maturity investments and mortgage loans not accruing investment income totaled $50.7

million, $169.6 million and $140.2 million at December 31, 2003, 2002 and 2001, respectively.
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Net Realized Investment Gains (Losses)

Net realized investment gains (losses) were included in revenue as follows (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Fixed maturities:
GrOSS ZAINS c.vvvvienecrireereeeieee et renesare et eaneeae e neees $27.6 $129.0 $260.8 $295.8
GrOSS JOSSES c.vvvviiierreeiieieersiear ettt ettt o (7.3) (62.4) (251.8) (260.3)
Other-than-temporary decline in fair value ..o, (3.7) (44.7) (500.6) (293.2)
Net realized investment gains (losses) from fixed
TNALULTHIES ©.vvivvirieie ettt e sebe e e sicsinesee s 16.6 21.9 (491.6) (257.7)
EQUILY SECUTTHES........ivviiiiiiiice it - (3.4) (7.5) (1.8)
MOTEZAZES - ovevvviieereiieee et enicrere sttt st sresaeene s e - (15.6) (1.4) (1.9)
Other-than-temporary decline in fair value of equity securities
and other invested aSSets .......c.ccciivirieniiiriiinicnini s 5.9) (6.6) (56.2) (68.5)
OhET .o e e b eeenenne 1.1 (L.7) 4 (10.1)
Net realiied investment gains (loSSES) ..ccovvvrcvrrcrrcnrenenns 1L $(54 $(556.3) $(340.0)

During the four months ended December 31, 2003, we recognized net realized investment gains of $11.8 million.
Such net realized investment gains during the four months ended December 31, 2003 included: (i) $21.4 million of net gains
from the sales of investments (primarily fixed maturities) which generated proceeds of $5.2 billion; net of (ii) $9.6 million of
writedowns of fixed maturity investments, equity securities and other invested assets as a result of conditions which caused
us to conclude a decline in fair value of the investment was other-than-temporary. During the first eight months of 2003, we
recognized net realized investment losses of $5.4 million. The net realized investment losses during the first eight months of
2003 included: (i) $45.9 million of net gains from the sales of investments (primarily fixed maturities) which generated
proceeds of $5.4 billion; net of (ii) $51.3 million of writedowns of fixed maturity investments, equity securities and other
invested assets as a result of conditions which caused us to conclude a decline in fair value of the investment was other than
temporary. At December 31, 2003, fixed maturity securities in default as to the payment of principal or interest had an
aggregate amortized cost of $15.1 million and a carrying value of $16.6 million. Net realized investment losses during 2002
included: (i) $556.8 million of writedowns of fixed maturity investments, equity securities and other invested assets as a
result of conditions which caused us to conclude a decline in fair value of the investment was other than temporary; net of (it)
$.5 million of net gains from the sales of investments (primarily fixed maturities). Net realized investment losses during
2001 included: (i) $361.7 million of writedowns of fixed maturity investments, equity securities and other invested assets as a
result of conditions which caused us to conclude a decline in fair value of the investment was other than temporary; and (ii)
$21.7 million of net gains from the sales of investments (primarily fixed maturities).

During the four months ended December 31, 2003, we sold $604.9 million of fixed maturity investments which
resulted in gross investment losses (before income taxes) of $7.3 million. During the first eight months of 2003, we sold $2.7
billion of fixed maturity investments which resulted in gross investment losses (before income taxes) of $62.4 million.
Securities sold at a loss are sold for a number of reasons including: (i) changes in the investment environment; (ii)
expectation that the market value could deteriorate further; (iii) desire to reduce our exposure to an issuer or an industry; (iv)
changes in credit quality; and (v) our analysis indicating there is a high probability that the security is other-than-temporarily
impaired. ‘
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The following summarizes the investments sold at a loss during the first eight months 0f 2003 which had been
continuously in an unrealized loss position exceeding 20 percent of the amortized cost basis prior to the sale for the period
indicated (there were no such investments sold at a loss during the four months ended December 31, 2003)(dollars in
millions): :

At date of sale
Numberof  Amortized Estimated Fair
Period issuers cost value
Less than 6 months Prior t0 SAlE...uviviiviieiiere e 16 $32.0 $24.0
Greater than or equal to 6 and less than or equal to
12 months prior to $ale ......ccceceriviviinreeceeereccee 8 40.6 25.7
Greater than 12 months prior to sale......coocovvvvvernicnrirennnc 20 39.8 23.7

Investments with Other-Than-Temporary Losses

During the four months ended December 31, 2003, we recorded writedowns of fixed maturity investments and equity
securities totaling $9.6 million as further described in the following paragraphs:

During the four months ended December 31, 2003, we recognized a loss of $5.7 million related to our holdings in a
holding company for small investment management related firms. Alleged irregularities at one subsidiary of the holding
company regarding late trading and market timing activities on behalf of clients have made it probable that the value of the
subsidiary has been substantially diminished, negatively affecting the value of investments in the holding company.
Accordingly, we concluded the decline in fair value was other than temporary.

During the four months ended December 31, 2003, we recognized a loss of $3.3 million related to our holdings in a
utility plant in Brazil. This utility has experienced reduced earnings and cash flow, local corporate law and regulatory issues
and has been impacted by economic difficulties in Brazil. Accordingly, we concluded the decline in fair value was other than
temporary.

In addition to the specific investments discussed above, we recorded $.6 million of writedowns related to various other
fixed maturities.

During the eight months ended August 31, 2003, we recorded writedowns of fixed maturity investments, equity
securities and other invested assets totaling $51.3 million as further described in the following paragraphs:

During the eight months ended August 31, 2003, we recognized a loss of $11.1 million to record certain commercial
loans at their estimated fair value as we intended to liquidate them and use the proceeds to repay the senior financing used to
acquire the loans. No additional gain or loss was recognized upon the ultimate disposition of the loans.

During the eight months ended August 31, 2003, we recorded writedowns of $9.6 million related to holdings of a fixed
income security in a trust which leases airplanes and related equipment. We believe that the collateral supporting these
investments has eroded and, therefore, we concluded the decline in fair value was other than temporary.

During the eight months ended August 31, 2003, we recorded writedowns of $8.4 million related to our holdings of
fixed maturity investments in a major airline that has filed bankruptcy. Although our investments are backed by collateral,
our analysis of the value of the underlying collateral indicated that the decline in fair value of the investment is other than
temporary. .

During the eight months ended August 31, 2003, we recorded writedowns of $4.2 million related to our investment in

a limited partnership organized for the purpose of making, owning, managing and disposing of investments. Our analysis of
the financial condition of the partnership indicated that the decline in fair value was other than temporary.
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During the eight months ended August 31, 2003, we recorded writedowns of $3.7 million related to our holdings of
fixed maturity investments in a fertilizer company that has filed for bankruptcy. A significant portion of its production
capacity was rendered unprofitable due to high raw material costs and was temporarily idled. Accordingly, we concluded
that the decline in fair value was other than temporary.

During the eight months ended August 31, 2003, we recorded writedowns of $1.8 million related to holdings in a
health care company that has had financial problems due to financial misstatements, substantial regulatory and litigation
exposure and its failure to meet debt service requirements. The adverse effect on liquidity and access to capital may force
this issuer to file for bankruptcy. Accordingly, we concluded the decline in fair value was other than temporary.

During the eight months ended August 31, 2003, we recorded writedowns of $1.5 million related to holdings of a fixed
income security of a finance company that has had significant financial and liquidity problems. Accordingly, we concluded
the decline in fair value was other than temporary.

In addition to the specific investments discussed above, we recorded $11.0 million of writedowns related to various
other fixed maturity investments. No other writedown of a single issuer exceeded $1.5 million.

Recognition of Losses

We regularly evaluate all of our investments for possible impairment based on current economic conditions, credit loss
experience and other investee-specific developments. If there is a decline in a security’s net realizable value that is other than
temporary, the decline is recognized as a realized loss and the cost basis of the security is reduced to its estimated fair value.

Our evaluation of investments for impairment requires sigpificant judgments to be made including: (i) the
identification of potentially impaired securities; (ii) the determination of their estimated fair value; and (iii) assessment of
whether any decline in estimated fair value is other than temporary. [f new information becomes available or the financial
condition of the investee changes, our judgments may change resulting in the recognition of an investment loss at that time.

Our periodic assessment of whether unrealized losses are “other than temporary” requires significant judgment.
Factors considered include:. (i) the extent to which market value is less than the cost basis; (ii) the length of time that the
market value has been less than cost; (iii) whether the unrealized loss is event driven, credit-driven or a result of changes in
market interest rates; (iv) the near-term prospects for improvement in the issuer and/or its industry; (v) whether the
investment is investment-grade and our view of the investment’s rating and whether the investment has been downgraded
since its purchase; (vi) whether the issuer is current on all payments in accordance with the contractual terms of the
investment and is expected to meet all of its obligations under the terms of the investment; (vii) our ability and intent to hold
the investment for a period of time sufficient to allow for any anticipated recovery; and (viii) the underlying current and
prospective asset and enterprise values of the issuer and the extent to which our investment may be affected by changes in
such values. ~

If a decline in value is determined to be other than temporary and the cost basis of the security is written down to fair
value, we review the circumstances which caused us to believe that the decline was other than temporary with respect to other
investments in our portfolio. If such circumstances exist with respect to other investments, those investments are also written
down to fair value. Future events may occur, or additional or updated information may become available, which may
necessitate future realized losses of securities in our portfolio. Significant losses in the carrying value of our investments
could have a material adverse effect on our earnings in future periods.

The following table sets forth the amortized cost and estimated fair value of those actively managed fixed maturities
with unrealized losses at December 31, 2003, by contractual maturity. Actual maturities will differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.
Most of the structured securities shown below provide for periodic payments throughout their lives (dollars in millions).
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-Estimated
Amortized fair

cost value

DUE 1 ONE FEAT OF 1858 v evevviririetererieneriesereetsetesetneetaresesseseserestsnsssesesiserasesssesosesssssnsssesesasssasesas $ 378 $ 377
Due after one year through five Years........cocoeverenreeierrereesceensreaeseneeeennns e " 86.8 84.7
Due after five years through ten years.......c..cecevvcinnenicincncnnncnn fesneres e ereean - 5569 550.9
DUE AtEr 1811 YEAIS 1.ueviiieiiriie ettt sttt s st b st s e e e 457.0 4458
SUDLOLAL ¢ttt et e s ettt stk ra b na e se e rresr et 1,138.5. 1,119.1
StrUCtUTEd SECUTTHES. ..c.eveerireriereiereerentere ettt st searen oo 1.691.0 1,676.0
TOLAL oot vttt s e es sttt b e st s bt a e Eess s s et R Akt aes $2,829.5 $2,795.1

The following summarizes the investments in our portfolio rated below-investment grade or classified as equity-type
securities which have been continuously in an unrealized loss position exceeding 20 percent of the cost basis for the penod
indicated as of December 31, 2003 (dollars in millions):

Number Cost " Unrealized Estimated
Period of issuers basis loss - fair vajue

Less than 6 months®™ ......o.ovvvevireirereeseeeceeseseeesees 2 $.4 $.1 $.3

(1) No single issuer in this category had an unrealized loss exceeding $.5 million.

Our investment strategy is to maximize over a sustained period and within acceptable parameters of risk, investment
income and total investment return through active investment management. Accordingly, we may sell securities at a gain or a
loss to enhance the total return of the portfolio as market opportunities change. While we have both the ability and intent to
hold securities with unrealized losses until they mature or recover in value, we may sell securities at a loss in the future because
of actual or expected changes in our view of the particular investment, its industry, its type or the general investment
environment,

Based on management’s current assessment of these securities and other investments with unrealized losses at December
31, 2003, the Company believes the issuers of the securities will continue to meet their obligations (or with respect to equity-
type securities, the investment value will recover to its cost basis). The Company has no current plans to sell these securities
and has the ability to hold them to maturity. The recognition of an other-than-temporary impairment through a charge to
earnings may be recognized in future periods if management later concludes that the decline in market value below the cost
basis is other than temporary.

Investment in General Motors Building

During the summer of 2003, we successfully enforced our contractual right to buy out our 50 percent equity partner in
the GM building, a landmark 50-story office tower in New York City. After obtaining an award in arbitration, and
confirming that award in the New York court system, we finally settled our differences with our equity partner, thus
permitting us to put the building up for sale. On September 26, 2003, we sold our investment in the GM building. We
received cash of $636.8 million, which was approximately equal to the value established upon the adoption of fresh start
accountmg.

Our investment in the GM building was made through a partnership which acquired the building in 1998 for $878
million. The initial capital structure of the partnership consisted of: (i) a $700 million senior mortgage; (ii) $200 million of
subordinated debt with a stated fixed return of 12.7 percent payable-in-kind, and the opportunity to earn an additional
residual return; and (iii) $30 million of partnership equity, owned 50 percent by Conseco and 50 percent by an affiliate of
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Donald Trump. A Trump affiliate also served as general manager of the acquired building. We owned 100 percent of the
subordinated debt. . '

The $30 million of partnership equity represented less than 10 percent of the total capital of the partnership. In
addition, the subordinated debt was intended to absorb virtually all expected losses and receive a significant portion of
expected residual returns. Based on our 100 percent ownership of the subordinated debt, we were the primary beneficiary of
the GM building. The partnership was consolidated in our financial statements effective August 31, 2003 in accordance with
the requirements of FIN 46, which was implemented in conjunction with fresh start accounting. The August 31, 2003 fresh
start balance sheet reflected the following balances of the partnership: the GM building at $1,336.3 million; cash of $28.4
million; and a non-recourse loan of $700 million (classified as an investment borrowing). Net investment income for the four
months ended December 31, 2003, reflects $2.9 million related to this investment (representing our equity interest in the
income from the building for the 26 days prior to the sale).

Structured Securities

At December 31, 2003, fixed maturity investments included $5.9 billion of structured securities (or 29 percent of all
fixed maturity securities). Structured securities include mortgage-backed securities, collateralized mortgage obligations,
asset-backed securities and commercial mortgage-backed securities. The yield characteristics of structured securities differ
from those of traditional fixed-income securities.. Interest and principal payments for mortgage-backed securities occur more
frequently, often monthly. Mortgage-backed securities are subject to risks associated with variable prepayments.
Prepayment rates are influenced by a number of factors that cannot be predicted with certainty, including: the relative
sensitivity of the underlying mortgages backing the assets to changes in interest rates; a variety of economic, geographic and
other factors; and the repayment priority of the securities in the overall securitization structures.

In general, prepayments on the underlying mortgage loans and the securities backed by these loans increase when
prevailing interest rates decline significantly relative to the interest rates on such loans. The yields on mortgage-backed
securities purchased at a discount to par will increase when the underlying mortgages prepay faster than expected. The yields -
on mortgage-backed securities. purchased at a premium will decrease when the underlying mortgages prepay faster than
expected. When interest rates decline, the proceeds from the prepayment of mortgage-backed securities may be reinvested at
lower rates than we were earning on the prepaid securities. When interest rates increase, prepayments on mortgage-backed
securities decrease as fewer underlying mortgages are refinanced. When this occurs, the average maturity and duration of the
mortgage-backed securities increase, which decreases the yield on mortgage-backed securities purchased at a discount,
because the discount is realized as income at a slower rate, and increases the yield on those purchased at a premium as a
result of a decrease in the annual amortization of the premium.

Pursuant to fresh start reporting, we were required to mark all of our investments to market value. The current interest
rate environment is much lower than when most of our investments were purchased. Accordingly, the fresh start values of
our investments generally exceed the par values of such investments. The amount of value exceeding par is referred to as a
“purchase premium” which is amortized against future income. 1f prepayments in any period are higher than expected,

purchase premium amortization is increased. In periods of unexpectedly high prepayment activity, the increased amortization
will reduce net investment income.
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The following table sets forth the par value, amortized cost and estimated fair value of structured securities, summarized
by interest rates on the underlying collateral at December 31, 2003 (dollars in millions):

Par Amortized  Estimated

value cost fair value

BEIOW 4 PEICENL ....e.evviviriiiiriire ettt on ettt st bbb st e r ettt seemeseene § 604 § 634 & 638
4 PErCent — 5 PEICENL . .....ocire i s 1,193.1 1,138.2 1,145.8"
S PEICENE — 6 PEICENE..cnieiiriircinirieaieieiene st e atecetetasseae st ststsse st e e sessasesssssrssasnass 998.6 990.5 1,005.8
6 PEICENE ~ 7 PEICEME . .o.iiiiiiitiieiiciieit it sr ettt ettt as s s b et ne e sen s sre e 2,816.2 2,916.6 2,932.2
7 PETCENT — 8 PEICENL c..eovrreerriteierereereeecnenearee sttt esseseese e sbensers st bensena e asenaesneneaee 579.5 6134 618.6
8 percent and @DOVE .........coeruiiiiiiiienierieie e 79.8 84.7 84.8
Total structured SECUTITIES (@) ....vocvecrirvirerie st eresarans $5,727.6 $5,806.8 35,851.0

(a) Includes below-investment grade structured securities with both an amortized cost and estimated fair value of $2.1
million.

The amortized cost and estimated fair value of structured securities at December 31, 2003, summarized by type of security,
were as follows (dollars in millions):
Estimated fair value

Percent
Amortized of fixed
Type ‘ cost Amount maturities
Pass-throughs and sequential and targeted amortization classes ............... $3,690.6 $3,718.1 19%
Planned amortization classes and accretion-directed bonds ........ccccoeneeee. . 714.0 713.6 3
Commercial mortgage-backed SECULILIES ......cooveirvcrrrivcreennene e 1,215.8 1,234.7 6
Subordinated classes and mezzanine tranches.................... e 183.8 181.9 1
(110 T U TS U U RO USSP 2.6 2.7 -
Total structured SECUTItIES (8)..cvecveirireeimririreeeeenresennecennee 93,806.8 $5.851.0 - 29%

(a) Includes below-investment grade structured securities with both an amortized cost and estimated fair value of $2.1
million. .

Pass-throughs and sequential and targeted amortization classes have similar prepayment variability. Pass-throughs
historically provide the best liquidity in the mortgage-backed securities market. Pass-throughs are also used frequently in the
dollar roll market and can be used as the collateral when creating collateralized mortgage obligations. Sequential classes are
a series of tranches that return principal to the holders in sequence. Targeted amortization classes offer slightly better
structure in return of principal than sequentials when prepayment speeds are close to the speed at the time of creation.

Planned amortization classes and accretion-directed bonds are some of the most stable and liquid instruments in the -
mortgage-backed securities market. Planned amortization class bonds adhere to a fixed schedule of principal payments as
long as the underlying mortgage collateral experiences prepayments within a certain range. Changes in prepayment rates are
first absorbed by support or companion classes. This insulates the planned amortization class from the consequences of both
faster prepayments (average life shortening) and siower prepayments (average life extension).

Commercial mortgage-backed securities (“CMBS”) are bonds secured by commercial real estate mortgages.
Commercial real estate encompasses income producing properties that are managed for economic profit. Property types
include multi-family dwellings including apartments, retail centers, hotels, restaurants, hospitals, nursing homes, warehouses,
and office buildings. The CMBS market currently offers high yields, strong credits, and call protection compared to similar-
rated corporate bonds. Most CMBS have strong call protection features where borrowers are locked out from prepaying their
mortgages for a stated period of time. If the borrower does prepay any or all of the loan, they will be required to pay
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prepayment penalties.

Subordinated and mezzanine tranches are classes that provide credit enhancement to the senior tranches. The rating
agencies require that this credit enhancement not deteriorate due to prepayments for a period of time, usually five years of
complete lockout, followed by another period of time where prepayments are shared pro rata with senior tranches.
Subordinated and mezzanine tranches bear a majority of the risk of loss due to property owner defaults. Subordinated bonds
are generally rated “AA” or lower; we typically do not hold securities rated lower than “BB”.

Mortgage Loans

At December 31, 2003, the mortgage loan balance was primarily comprised of commercial loans. Approximately 8
percent, 7 percent, 7 percent and 6 percent of the mortgage ioan balance were on properties located in New York,
Massachusetts, Florida and Pennsylvania, respectively. No other state comprised greater than 5 percent of the mortgage loan
balance. Less than one percent of the mortgage loan balance was noncurrent at December 31, 2003. At December 31, 2003,
we had no allowance for losses on mortgage loans (mortgage loans were recorded at market values at August 31, 2003, in
conjunction with our adoption of fresh start accounting). Our allowance for loss on mortgage loans was $3.5 million at
December 31, 2002.

Investment Borrowings-

Our investment borrowings (excluding borrowings related to the GM building) averaged approximately $488.9 million
during the four months ended December 31, 2003; $689.1 million during the eight months ended August 31, 2003; and
$1,155.8 million during the year ended December 31, 2002 and were collateralized by investment securities with fair values
approximately equal to the loan value. The weighted average interest rates on such borrowings (excluding borrowings
related to the GM building) were 1.5 percent during the four months ended December 31, 2003; 1.8 percent during the eight
months ended August 31, 2003; and 1.3 percent during the year ended December 31, 2002.

Other Investment Disclosures

Life insurance companies are required to maintain certain investments on deposit with state regulatory authorities. Such
assets had an aggregate carrying value of $127.3 million and $144.5 million at December 31, 2003 and 2002, respectively.

Conseco had three investments in excess of 10 percent of shareholders’ equity at December 31, 2003 and two
investments in excess of 10 percent of shareholders’ equity at December 31, 2002, (other than investments issued or guaranteed
by the United States government or a United States government agency) which are summarized below (dollars in millions):

2003 2002
Amortized Estimated Amortized Estimated

Issuer cost fair value cost fair value
Federal Home Loan Mortgage

COorporation ........eceeeerececeeneenernrcenns $355.6 $364.5
Federal Home Loan Bank..........c......... 3123 3149
Investors Guaranty Assurance.............. 283.7 283.7 $305.0 $283.7
Carmel Fifth, LLC..coc.oooeneiircee 2127 2125
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6. LIABILITIES FOR INSURANCE AND ASSET ACCUMULATION PRODUCTS

These liabilities consisted of the following (dollars in millions):

Withdrawal
assumption

Mortality
assumption

Future policy benefits:
Interest-sensitive products:

Investment contracts .........cocevveeicivininens N/A N/A
Universal life-type contracts ................. N/A N/A
Total interest-sensitive products.........
Traditional products:
Traditional life insurance contracts........ Company (a)
experience
Limited-payment annuities........co.evervnne Company (b)
. experience,
if applicable
Individual and group accident and
health .o Company Company
experience experience
Total traditional products ...................
Claims payable and other policyholder
fUNAS oo N/A N/A
Liabilities related to separate accounts
and investment trust..........cocoiveveniieiiinenns N/A N/A

(@

Successor
Interest
rate

assumption

(c)
N/A

5%

6%

6%

N/A
N/A

Successor | Predecessor
December 31, | December 31,
2003 2002 |
$ 8,552.0 $ 8,856.8
3.928.4 4.265.9
12.480.4 13.122.7

23124 | 1,8913
1,003.7 846.5
8,1157 5.580.4
11,431.8 _83182
892.3 909.2
37.7 447.0
$24,8422 $22,797.1

Principally, modifications of the 1965 - 70 and 1975 - 80 Basic, Select and Ultimate Tables.

(b)  Principally, the 1984 United States Population Table and the NAIC 1983 Individual Annuitant Mortality Table.

(¢)  In 2003, all of this liability represented account balances where future benefits are not guaranteed. In 2002: (i)
approximately 96 percent of this liability represented account balances where future benefits are not guaranteed; and (ii)
approximately 4 percent represented the present value of guaranteed future benefits determined using an average interest

rate of approximately 6 percent.
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The Company establishes reserves for insurance policy benefits based on assumptions as to investment yields,
mortality, morbidity, withdrawals, lapses and maintenance expenses. These reserves include amounts for estimated future
payment of claims based on actuarial assumptions. The balance is based on the Company’s best estimate (with assistance
from an independent actuarial firm) of the future policyholder benefits to be incurred on this business, given recent and
expected future changes in experience.

In accordance with SOP 90-7, the Successor established insurance liabilities and an asset for the value of policies
inforce at the effective date using current-assumptions. Adjustments to the Predecessor’s liabilities for insurance and asset
accurnulation products as'of August 31, 2003 are summarized below (dollars in millions):

Predecessor Fresh start Successor
balance sheet adjustments = balance sheet

Liabilities for insurance and asset accumulation products:
Traditional and limited payment products:

Traditiona) life insurance products ..........cccvereverriresreireonennes peereriaes $1,885.3 ~$ 3203 $ 2,205.6
Limited pay annuities........coeevvnneieevininninennnns JRRROTRR 880.0 140.0 1,020.0
Individual accident and health ..o 5,245.8 1,887.9 7,133.7
Group life and health .......... PRI e e 692.0 136.7 828.7
Unearned Premilms ..o eeenrenermisissi i sesessessesesseseresseanes 3.3 - 3.3

Total liabilities for traditional and limited payment products...... 8.706.4 24849 11.191.3

Interest-sensitive products:

Investment CONLTACES ...ccv.cvvrerrvevevnmienneirnrensernans oot beeereennees 8,489.8 132.9 8,622.7

Universal life-type products .........ccomviiiiiviiiiniiieseian 3.994.6 (15.4) - 23.979.2
Total liabilities for interest-sensitive products............cc.vevveeenee 12.484.4 117.5 12.601.9

Other liabilities for insurance and asset accumulation products:

Separate accounts and investment trusts et tees 87.7 - 87.7
Claims payable and other policyholder funds .....coovivininiiinn 897.1 (10.3) 886.8
Total other liabilities for insurance and asset accumulation
PIOQUCES 1.ttt et ree e e e nenanais 984.8 (10.3) . 9745
Total liabilities for insurance and asset accumulation products............ou.... $22,175.6 3_2.@& $24,767.7

The following provides explanations for-the fresh-start adjustment to insurance liabilities related to our insurance
inforce at the effective date.

Traditional insurance and limited pay products

In accordance with Statement of Financial Accounting Standards No. 60, ‘*Accounting and Reporting by Insurance
Enterprises’’ and Statement of Financial Accounting Standards No. 97, **Accounting and Reporting by Insurance Enterprises
for certain Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments’” (‘**SFAS 97°*), the
Predecessor used the original actuarial assumptions determined when traditional long-duration and limited payment insurance
contracts were issued in determining liability calculations through the fresh start date, provided the resuiting liabilities were
adequate to provide for future benefits and expenses under the related contracts. This accounting principle is referred to as the
“‘lock in’’ principle and is only applicable to traditional insurance and limited pay products. The use of assumptions that are
locked in at the time of issue means that absent loss recognition, the same assumptions are used in accounting for a particular
block of business unless the block is subject to purchase or fresh start accounting.

At the Effective Date, the Successor established insurance liabilities at the present value of future benefits and
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expenses associated with the policies, by using current best-estimate assumptions with provisions for adverse deviation. Such
assumptions include estimates as to investment yields, mortality, morbidity, withdrawals, lapses and maintenance expenses.
The current best-estimate assumptions for these blocks of business differ from the original actuarial assumptions determined
when the business was acquired or issued as further described-in the following paragraphs.

Due to the current interest rate environment and the requirement to mark the value of the investment pbm“olio to
market, we changed our assumptions related to future investment earnings. The weighted average expected yield on our
investment portfolio decreased to approximately 5.6 percent at the Effective Date from 6.7 percent at December 31, 2002,
Approximately $.9 billion of the fresh-start increase to insurance liabilities is the result of changes in future expected,
investment earnings.

The performance of our long-term care business (especially the acquired block originally sold through independent
agents) has generally been unfavorable relative to the Predecessor’s assumptions established when these blocks of business
were acquired. For example, variance in actual versus estimated morbidity, lapses and expenses have been unfavorable to
original assumptions. Approximatély $1.4 billion of the increase to insurance liabilities is the result of changes in non-interest
assumptions for our long-térm care policies. Our assumption changes for long-term care business included: (i) changes-in
morbidity assumptions from estimates made when the business was acquired to recent Company experience; (i) changes in
mortality assumptions related to certain blocks of this business from the 1958 and 1980 Commissioners Standard Ordinary
Mortality table to the 1983 Group Annuity Mortality table; and (iii) changes in ultimate lapse ratios from a range of
approximately 3 percent to 5.5 percent prior to the adoption of fresh start accounting to a range of 2 percent to 3.5 percent.

Interest-sensitive products subject to requirements of SFAS 97

The insurance liability for asset accumulation products (such as deferred annuities and universal life products) is
generally equal to current policyholder account balances. These balances generally do not change as a result of the adoption
of fresh start accounting. The fresh-start adjustment to insurance liabilities for interest-sensitive products primarily results
from: (i} the adoption of SOP 03-01 as of the Effective Date; and (ii) certain Predecessor insurance liabilities that were
different from the present value of estimated future benefits as of August 31, 2003.

The adoption of SOP 03-01 as of the effective date required a change in methodology regarding persistency bonuses
provided to policyholders who continue to keep their policies inforce for a stated period of time. The Predecessor recognized
the cost of this benefit over the period prior to the time the benefit is credited in proportion to estimated gross profits and
assumed a certain number of policies would terminate before the benefit was credited. Under SOP 03-01, the cost for such
benefits is recognized ratably over the period prior to the time the benefit is credited without assuming policy terminations.
Insurance liabilities increased by approximately $.1 billion as a result of the adoption of SOP 03-01.

In addition, the insurance liabilities for certain Predecessor insurance liabilities were different than the present value of
estimated future benefits as of the Effective Date.

The Predecessor had previously established an insurance liability related to certain business, to recognize the future
loss expected to be recognized for the former practice of reducing the cost of insurance charges to amounts below the level
permitted under the provisions of the policy. The Predecessor amortized this liability into income in proportion to estimated
gross profits on the business, consistent with SFAS 97 requirements for unearned revenues. The Predecessor had previously
decided to discontinue the practice of providing this nonguaranteed benefit. Accordingly, the remaining insurance liability
established for this benefit was no longer required at August 31, 2003, resulting in a $.1 billion reduction to reserves in
conjunction with our adoption of fresh-start accounting.

The liabilities established for our equity-indexed annuity products (including the value of options attributable to
policyholders for the estimated life of the annuity contract and accounted for as embedded derivatives) are established
pursuant to different accounting rules than other interest-sensitive products. At the Effective Date, the present value of
estimated future benefits for our equity-indexed products exceeded the value of the Predecessor’s liabilities by $.2 billion,
resulting in a fresh-start adjustment.
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Changes in the unpaid claims reserve and liabilities related to accident and health insurance were as follows (dollars in
millions):

December 31,

2003 2002 2001
Balance, beginning of the period ......c.ccoocvvinininnininieiinceec . $1,461.3 $1,360.4 $1,368.4
Less reinsurance CEAEd.....oommmiiiiiniiiiiee it ee e eseeeees e (52.8) (104.1) (29.8)
1,408.5 1,256.3 1,338.6
Incurred claims related to: '
CUITENT YEAT 1..e.veeveereerereeeeieseesesiesesstsrnas et e st st s aseasranan 1,718.5 1,945.1 1,957.2
PTIOT YEAL (B) 1ovvvvivirriierereeieiee it reimse s sttt b e e 224 139 (80.0)
TOtA]l INCUITEA vttt eee v er et e et e et e e 1.740.9 1,958.8 1,877.2
Interest on Claim IESEIVES ....ovvveviereeeorresiieete et e e aeae s 68.7 71.5 72.4
Paid claims related to:
CUITENT YEAT ..ottt st b e 978.2 1,171.2 1,239.8
PrIOT YEAL..cooiieveieicticiierieire sttt 743.2 706.9 792.1
Total PaId ...cvocvveviirece e 1.721.4 1,878.1 2.031.9
Balance, end of the period ..........ccoimnniniiii e, 1,496.7 1,408.5 1,256.3
ReiNSUrance CEAEMA .ovvivvviiviicriiieierrireemsieenre s ens e et eees e st e cee s e eesaesnes 31.8 52.8 104.1

$1,528.5 $1.461.3 $1.3604

(a) Such amounts will fluctuate based upon the estimation procedures used to determine the amount of unpaid losses.
Such estimates are the result of ongoing analysis related to recent loss development trends.
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7. INCOME TAXES

The components of income tax expense (benefit) were as follows (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
Current tax provision (benefit) ...c...ccvvviniiiieiinininiee 8(14.4) $(13.5) $ 531 $ 1322
Deferred tax provision (benefit)........ccovevovroinmivcininvininieniine _67.6 - - (189.8)
Income tax expense (benefit) on period income............... 53.2 (13.5) 53.1 (57.6)
Valuation allOWANCE ....ovccvveiiirieiiiceericereesieeere et esrae s inbeenens - - 811.2 -
Total income tax expense (benefit) .......ovvvrevcirinrienanns $532 $(13.5) $864.3 3 (57.6)

The income tax expense (benefit) recorded in 2002 has been allocated entirely to continuing operations before the
following items: minority interest, discontinued operations, cumulative effect of accounting change and other comprehensive
income. This accounting treatment is required because the calculation of income tax expense is the same, both “with and

without” the items other than continuing operations discussed above.

A reconciliation of the U.S. statutory corporate tax rate to the effective rate reflected in the consolidated statement of

operations is as follows:

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, |  August 31, December 31
2003 2003 - 2002 2001
U.S. StAtUtOry COTPOTALE TALE ..cvvereevmeiireirrciiieriesmenne s sessassessesnceans 35.0% 35.0% (35.00% (35.0)%
Valuation alloWance .......ocvoveverionicinniiimi s - 258 49.6 -
Gain on debt TESITUCTUTING ..ovcvoveiiirinie e - (39.7) - -
Subsidiary stock basis adjustment ... - (21.8) - -
Net deferred benefits not recognized in the current period............. - - 27.7 -
Nondeductible goodwill amortization and impairment................... - - 10.9 15.9
Other nondeductible EXPEnSEes .....ccocvrvrccvmncrinncveisieieesesnns 8 (1D D (9
SLALE LAXES ..viivvecrecreeiresrereeserectesres e etneisssrtsra et a b s e sr e esbesne st e ) 2 (.2) 3.0
Provision for tax issues and Other......c.coccovvevenvcocnicniiiccennens {9 - - {6.7)
Effective taX TAte ..ot 35.6% (.6)% 52.9% (23.7Y%

Conseco and its affiliates are currently under examination by the Internal Revenue Service for tax years ending
December 31, 1999 through December 31, 2001. The outcome of these examinations is not expected to result in material
adverse deficiencies, but may result in utilization or adjustment to the income tax loss carryforwards reported below.
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The components of the Company’s income tax assets and liabilities were as follows (dollars in millions):

Successor Predecessor

December 31, | December 31,
2003 2002
Deferred tax assets:
Net operating loss carryforwards:
Portion attributable to CFC worthless INVESHMEE .......ooveiveveeiireeeee e eeiereees $1,183.0 58 -
L@ (T O OO OO U U U USRNSSR 84.2 615.0
Deductible temporary differences:
Actively managed fixed MatUrities ........cccovmrrerimriereniareiinee e - 196.0
Capital 108s CArTyfOrWaTdS ....ivovcccreeireeecceeier ettt e 411.2 112.8
Interest-only SECUNHIES ....cveviiiriiiiee ettt st e - 536.3
TNSUIAnCe LIADIIIEIES ....ociiire ittt et e s ser s e eannesstene e s 1,591.3 750.4
Allowance for 10811 LOSSES ....cuviieriirciirirrese et e - 252.2
Reserve for 10ss on 10an guarantees..........ccocccerecercrenenenieceieese e e 217.2 229.2
Debt obligations - - 394
OBBET .ottt e se st a b en et et n b n e - 14.0
Gross deferred 1aX ASSELS .....ceiiiiiiierrieiercc e 3,486.9 2.745.3
Deferred tax liabilities:
Actively managed fixed maturities .........cccvvveeriieie i e s 33.4) -
Cost of policies-purchased and cost of policies produced..........cccvvervrcrrcinerenniienns (716.3) (773.8)
Unrealized appreCiation .........ocovvvviererieeerereeeieeseeeseseraraseeebaraes e svesse e eressesaneenees (123.0) (126.2)
16 1211 SO O OO U O T USROS O PSSR P (252.1) (125.7)
Gross deferred tax HABIIEIES 1.t cse ettt cr et ae et se st eebe s e (1.124.8) ' (1.025.7)
VAlUQtion AIIOWANCE .........oveerreeveeseeereeseeses e ees e ees e s ssesaensneseresnees (2,362.1) (1.719.6)
Net deferred tax SSEtS......ivieiriieieeee et e e s rae st s sensaa e et - -
Current inCOME taXes PrEPAId ....ovecvieriirreiire st rr et saeeet e naeseeeesneneesseeneene 24.6 66.9
Income tax liabilities classified as liabilities of discontinued Operations ................c....... - 346
NEt INCOME TAX ASSELS.......coeveriririeerereeeeetisieeeeessseseseessveeesetebesebessbesesseseresesases et sssesasens s $_246 3 1015

Our income tax expense includes deferred income taxes arising from temporary differences between the financial
reporting and tax bases of assets and liabilities, capital loss carryforwards and net operating loss carryforwards. The net
deferred tax assets totaled $2,362.1 million at December 31, 2003. In assessing the realization of our deferred income tax
assets, we consider whether it is more likely than not that the deferred income tax assets will be realized. The ultimate
realization of our deferred income tax assets depends upon generating future taxable income during the periods in which our
temporary differences become deductible and before our net operating loss carryforwards expire. We evaluate the
realizability of our deferred income tax assets by assessing the need for a valuation allowance on a quarterly basis. Based
upon information existing at the time of our emergence from bankruptcy, we established a valuation allowance against our
entire balance of net deferred income tax assets as we believed that the realization of such net deferred income tax assets in
future periods was uncertain. As of December 31, 2003, we continue to believe that the realization of our net deferred
income tax asset is uncertain and that a valuation allowance is required for our entire balance of net deferred income tax
assets. We reached this conclusion after considering the losses realized by the Company in recent years, the uncertainties
related to the tax treatment for the worthlessness of our investment in CFC, (which is more fully discussed below), and the
likelihood of future taxable income exclusive of reversing temporary differences and carryforwards.
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As of December 31, 2003, we had about $3.6 billion of net operating loss carryforwards (after taking into account the
reduction in tax attributes described in the paragraph which follows and the loss resulting from the worthlessness of CFC
discussed below), which expire as follows: $11.2 million in 2004; $4.6 million in 2005; $.2 million in 2006; $5.8 million in
2007; $6.6 million in 2008; $10.5 million in 2009; $4.2 million in 2010; $2.5 million in 2011; $16.0 million in 2012; $43.4
million in 2013; $6.9 million in 2014; $60.4 million in 2016; $41.5 million in 2017; $3,399.5 million in 2018; $.7 million in
2019; $5.5 million in 2020; and $1.0 million in 2022. The timing and manner in which we will utilize the net operating loss
carryforwards in any year or in total may be limited by various provisions of the Internal Revenue Code (the “Code™) (and
interpretation thereof) and our ability to generate sufficient future taxable income in the relevant carryforward period.

The Code provides that any income realized as a result of the cancellation of indebtedness (cancellation of debt
income or “CODI™) in bankruptcy, will reduce certain tax attributes including net operating loss carryforwards. We realized
an estimated $2.5 billion of CODI when we emerged from bankruptcy. Accordingly, our net operating loss carryforwards
were reduced by $2.5 billion.

The following paragraphs summarize some of the various limitations and contingencies which exist with respect to the
future utilization of the net operating loss carryforwards.

The Company realized an estimated $5.4 billion tax loss in 2003 as a result of its investment in CFC. In consultation
with our tax advisors and based on relevant provisions of the Code, the Company intends to treat this loss as an ordinary loss,
thereby increasing the Company’s net operating loss carryforward. The Company has requested a pre-filing examination by
the IRS to confirm that this loss should be treated as an ordinary loss. If the IRS were to disagree with our conclusion and
such determination ultimately prevailed, the loss would be treated as a capital loss, which would only be available to reduce
future capital gains for the next 5 years. The procedures related to the pre-filing examination are in process, but are not
expected to be completed before August 2004.

The Code limits the extent to which losses realized by a non-life entity (or entities) may offset income from a life
insurance company (or companies) to the lesser of: (i) 35 percent of the income of the life insurance company; or (ii) 35
percent of the total loss. There is no limitation with respect to the ability to utilize net operating losses generated by a life
insurance company. Subsequent to our emergence from bankruptcy, we reorganized certain of our subsidiaries to improve
their capital position. As a result of the reorganization, the loss related to CFC was realized by a life insurance company.
Accordingly, we believe the loss should be treated as a life insurance loss and would not be subject to the limitations
described above. However, if the IRS were to disagree with our conclusion and such determination ultimately prevailed, the
loss related to CFC would be subject to the limitation described in the first sentence of this paragraph.

The timing and manner in which the Company will be able to utilize some or all of its net operating loss carryforward
may be limited by Section 382 of the Code. Section 382 imposes limitations on a corporation’s ability to use its net operating
losses if the company undergoes an ownership change. Because the Company underwent an ownership change pursuant to
its reorganization, we have determined that this limitation applies to the Company. In order to determine the amount of this
limitation we must determine how much of our net operating loss carryforward relates to the period prior to our emergence
from bankruptcy (such amount will be subject to the 382 limitation) and how much relates to the period after emergence
(such amount will not be subject to the 382 limitation). Pursuant to the Code, we may: (i) allocate the current year tax loss
on a pro rata basis to determine earnings (loss) post- and pre-emergence; or (ii) specifically identify transactions in each
period and record it in the period it actually occurred. We intend to elect the latter, which we believe will result in a
substantial portion of the loss related to CFC being treated as post emergence and therefore not subject to the Section 382
limitation. Any losses that are subject to the Section 382 limitation will only be utilized by the Company up to approximately
$140 million per year with any unused arhounts carried forward to the following year.

The reduction of any portion of our deferred income tax valuation allowance (including the net operating loss
carryforwards) existing as of August 31, 2003, will be accounted for as a reduction of goodwill when utilized pursuant to
SQP 90-7. If all goodwill is eliminated, any additional reduction of the valuation allowance existing at August 31, 2003 will
be accounted for as a reduction of other intangible assets until exhausted and thereafter as an addition to paid-in-capital.
Goodwill was reduced by $189.4 million during the four months ended December 31, 2003, due to a reduction in the
valuation allowance for net deferred income tax assets established at the Effective Date.

At December 31, 2003, Conseco had $1.2 billion of capital loss carryforwards. These carryforwards will expire as
follows: $2.7 million in 2005; and $5.5 million in 2006; $484 .4 million in 2007; and $682.2 million in 2008.
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8. NOTES PAYABLE - DIRECT CORPORATE OBLIGATIONS

This note contains information regarding the following notes payable that were direct corporate obligations of the

Company as of December 31, 2003 and 2002 (dollars in millions).

$1.3 billion credit 8ZIrEEMENL ......ccerveveriirirrieeireteecereer ettt
$1.5 billion senior credit facility.........cccovrecrniiniici
8.5% senior Notes due 2002 ......ccoviiiiicie e et
8.5% guaranteed senior notes due 2003 .........ccvcvveriniiieienine e
8.125% senior notes due 2003 .......oicoiiiiieriiiieiieni et seerr e e
6.4% senior notes due 2003 ...t en s
6.4% guaranteed senior notes due 2004.........cooveeiveeireeenns e
10.5% senior notes due 2004 .........oceviiririenetiiniiereereneern e sae s sa e siesene s
8.75% senior notes due 2004 .....c....ccviiiriiicicree e s
8.75% guaranteed senior notes due 2000...........cconvveviieinriniresr e
6.8% senior notes due 2005 ........cccoiieiiiiiniirree et e
6.8% guaranteed senior notes due 2007 ..ot
9.0% senior Notes dUE 2006 .......coveiivviriireriiienereereeie et sreeses s sra e e s
9.0% guaranteed senior notes due 2008...........corviviriininieinc e
10.75% senior notes due 2008 ..........ccooiviiiieeeiieee e et sar e
10.75% guaranteed senior notes due 2009......cocvcevimiineiiinicnecresee e e

Total principal amount...............cecveerrnveennnn ettt et st raa st e b b sreeseas
Unamortized net discount related to issuance of hotes payable .............ccc.......
Unamortized fair market value of terminated interest rate swap

agreements (as described in the note entitled “Summary of
Significant Accounting PoliCies™) ......ccoivermieoniiienorcne e reeeeeens

Less amounts subject t0 COMPIOMISE .....ooceverieioreiniiineineireni i

Direct corporate 0blZAtIONS .........cccrieueniererineirereneerenre et ne e
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Successor Predecessor
December 31, | December 31,
2003 2002
$1,300.0 $ -
- 1,531.4
- 2249
- 1.0
- 63.5
- 234.1
- 14.9
- 24.5
- 423.7
- 364.3
- 99.2
- 150.8
- 150.8
- 399.2
- 37.6
- 362.4
1,300.0 4,082.3
S (34.0)
- 8.8
- (4.057.1)
$1,300.0 s -
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Pursuant to the Plan, we entered into a senior secured bank credit facility with a principal balance of $1.3 billion (the
“New Credit Facility””). The New Credit Facility consists of two tranches: Tranche A - $1.0 billion; and Tranche B - 8.3
billion. Principal repayments are due as follows (dollars in-millions):

Tranche A Tranche B

TUNE 30, 2004 .....coviiieeiieeiieeiere ettt et be b $ 500 $ 3.0
TUDNE 30, 2005 ...ovevoiireveerieetcretceeiei e st 50.0 3.0
JUNE 30, 2006 ......ciiviieiiiei ettt s 50.0 1.5
December 31, 2006 .........ioviiieeiccreieretsiete oot 50.0 1.5
JUNE 30, 2007 ...ttt bbb 75.0 1.5
December 31, 2007 ..ottt et 75.0 1.5
TUNE 30, 2008 ... .cuiiiiiririceetiernie et ae e sa e resessires e b ere s naenneee 75.0 1.5
December 31, 2008 .....oivoiie e et st 75.0 1.5
TUNE 30, 2009 ......iiceieieririeei it e - 1.5
September 10, 2009 ...t 500.0 -
December 31, 2009 ... . ettt - 1.5
September 10, 2010 ... - 282.0
$1.000.0 $300.0

Tranche A and Tranche B borrowings bear interest, payable monthly, based on either an offshore rate or a base rate.
Offshore rates are equal to LIBOR plus an applicable margin based on the rating of the Company’s senior secured long-term
debt securities by Moody’s Investors Service, Inc. (“Moody’s”) or S&P. Base rates are equal to: (i) the greater of: (a) the
Federal funds rate plus .50 percent; or (b) Bank of America’s prime rate; plus (ii) an applicable margin based on the rating of
the Company’s senior secured long-term debt securities by Moody’s or S&P. With respect to Tranche A, the LIBOR rate
may not be less than 2.00 percent through September 30, 2004, or less than 2.50 percent thereafter. With respect to Tranche
B, the LIBOR rate may not be less than.2.25 percent through September 30, 2004, or less than 2.75 percent thereafter. The
range of applicable margins are summarized in the following table:

Offshore Base rate
rate margin margin
TEARCHE A ooeoveeeeeeeeeeteee et et ete e et ee et esereeeeeeeerererteraeeeeeese et ereeseeens 3.75% - 5.25% 1.75% - 3.25%
TrANChE B oo et et 5.75% -7.25% 3.75% - 5.25%

On December 31, 2003, the interest rates on our Tranche A and Tranche B borrowings were 7.25 percent and 9.50
percent, respectively.

Pursuant to the New Credit Facility, the Company is required to make mandatory prepayments with all or a portion of
the proceeds from the following transactions or events including: (i) the issuance of certain indebtedness; (ii) equity
issuances; (iii) certain asset sales or casualty events; (iv) a certain percentage of amounts received or recovered with respect
to the D&O loans; and (v) excess cash flow as defined in the credit agreement. Proceeds not used to prepay indebtedness
must generally be: (i) used to redeem a portion of our Preferred Stock; or (ii) contributed to the capital of our insurance
subsidiaries.

The New Credit Facility requires the Company to maintain various financial ratios and balances, as defined in the
agreement including: (i) a debt-to-total capitalization ratio of less than .356:1.0 or less at December 31, 2003, and decreasing
over time to .200:1.0 at June 30, 2008 (such ratio was .334:1.0 at December 31, 2003); (ii) an interest coverage ratio greater
than or equal to 1.00:1.0 for the quarter ending December 31, 2003, and increasing over time to 4.50:1.0 for the year ending
December 31, 2009 (such ratio was greater than 1.25:1.0 for the quarter ending December 31, 2003); (iii) EBITDA, as
defined in the credit agreement, greater than or equal to $490.0 miliion for the two quarters ended March 31, 2004, and
increasing over time to $1,296.0 million for the four quarters ending March 31, 2010; (iv) an aggregate risk-based capital
ratio, as defined in the credit agreement, greater than or equal to 158 percent at December 31, 2003, and increasing over time
to 225 percent at March 31, 2006 (such ratio was 287 percent at December 31, 2003); (v) minimum individual risk-based
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capital ratios for certain insurance companies as of the end of each fiscal year (such minimum ratios were exceeded at
December 31, 2003); (vi) minimum levels of statutory capital and surplus, as defined in the credit agreement (statutory
capital and surplus at December 31, 2003 exceeded such requirements); and (vii) minimum investment portfolio requirements
(such minimum investment portfolio requirements were met at December 31, 2003).

The New Credit Facility prohibits or restricts, among other things: (i) the payment of cash dividends on the
Company’s common or preferred stock; (ii) the repurchase of our common stock; (iii) the issuance of additional debt or
capital stock; (v} liens; (v) asset dispositions; (vi) affiliate transactions; (vii) certain investment activities; (viii)} change in
business; and (ix) prepayment of indebtedness (other than the New Credit Facility). The obligations under our New Credit
Facility are guaranteed by Conseco’s current and future domestic subsidiaries, other than: (i) its insurance companies; (ii)
subsidiaries of the insurance companies; or (iii) certain immaterial subsidiaries as defined in the credit agreement. This
guarantee was secured by granting liens on substantially all the assets of the guarantors including the capital stock of our top
tier insurance company, Conseco Life Insurance Company of Texas.

Pursuant to the New Credit Facility, the Company is required to pay a fee of $6.5 million on June 30, 2004, unless all
borrowings under the credit agreement have been repaid.

The outstanding notes payable that were direct corporate obligations of Old Conseco prior to our emergence from
bankruptcy and the $1.5 billion senior credit facility were discharged in accordance with the Plan.

In April 2002, Old Conseco completed an exchange of approximately $1.3 billion aggregate principal amount of
newly issued guaranteed notes for its senior unsecured notes held by “qualified institutional buyers,” institutional “accredited
investors”, or non-U.S. persons in transactions outside the United States. The bonds which were exchanged had identical
principal and interest components, but the new bonds had extended maturities in exchange for an enhanced ranking in Old
Conseco’s capital structure. The purpose of the exchange offer was to extend the maturity profile of the existing notes in an
effort to improve Old Conseco’s financial flexibility and to enhance its future ability to refinance public debt. The new notes
were guaranteed on a senior subordinated basis by CIHC. As a result, the new notes were structurally senior to the existing
notes. The new notes were not registered under the Securities Act of 1933, as amended, and could not be offered or sold in
the United States absent registration or an exemption from registration. Old Conseco entered into a registration rights
agreement for the benefit of each exchange participant in which we agreed to file, and did file, an exchange offer registration
statement with the SEC with respect to the new notes. However, as a result of the decision to restructure Old Conseco’s
capital, Old Conseco did not make the registered exchange offer. Accordingly, the affected notes accrued additional interest
as liquidated damages under the registration rights agreement.

In connection with the exchange offer Old Conseco issued: (i) $991,000 of 8.5% senior notes due October 15, 2003, in
exchange for an equal amount of 8.5% Original Notes due October 15, 2002 (the "8.5% Exchange Notes"); (i) $14,936,000
of 6.4% senior notes due February 10, 2004 in exchange for an equal amount of 6.4% Original Notes due February 10, 2003
(the "6.4% Exchange Notes"); (iii) $364,294,000 of 8.75% senior notes due August 9, 2006 in exchange for an equal amount
of 8.75% Original Notes due February 9, 2004 (the "8.75% Exchange Notes"); (iv) $150,783,000 of 6.8% senior notes due
June 15, 2007 in exchange for an equal amount of 6.8% Original Notes due June 15, 2005 (the "6.8% Exchange Notes™"); (v)
$399,200,000 of 9.0% senior notes due April 15, 2008 in exchange for an equal amount of 9.0% Original Notes due October
15, 2006 (the "9.0% Exchange Notes"); and (vi) $362,433,000 of 10.75% senior notes due June 15, 2009 in exchange for an
equal amount of 10.75% Original Notes due June 15, 2008 (the "10.75% Exchange Notes").

During 2002, we repurchased $77.4 million par value of our Predecessor’s notes payable resulting in a gain on the
extinguishment of debt of $1.8 million.

During 2001, we repurchased $893.8 million par value of our Predecessor’s notes payable resulting in a gain on the
extinguishment of debt of §17.0 million.
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9. COMMITMENTS AND CONTINGENCIES
Litigation

We are involved on an ongoing basis in lawsuits (including purported class actions) relating to our operations,
including with respect to sales practices, and we and current and former officers and former directors are defendants in a
pending class action lawsuit asserting claims under the securities laws. The ultimate outcome of these lawsuits cannot be
predicted with certainty and we have estimated the potential exposure for each of the matters and have recorded a liability if a
loss is deemed probable.

Securities Litigation

Since we announced our intention to restructure our capital on August 9, 2002, a total of eight purported securities
fraud class action lawsuits have been filed in the United States District Court for the Southern District of Indiana. The
complaints name us as a defendant, along with certain of our current and former officers. These lawsuits were filed on behalf
of persons or entities who purchased our Predecessor’s common stock on various dates between October 24, 2001 and
August 9, 2002. In each case the plaintiffs allege claims under Sections 10(b) and 20(a) of the Securities Exchange Act of
1934, as amended (the ‘‘Exchange Act’’) and allege material omissions and dissemination of materially misleading
statements regarding, among other things, the liquidity of Conseco and alleged problems in CFC’s manufactured housing
division, allegedly resulting in the artificial inflation of our Predecessor’s stock price. On March 13, 2003, all of these cases
were consolidated into one case in the United States District Court for the Southern District of Indiana, captioned Franz
Schieicher, et al. v. Conseco, Inc., Gary Wendt, William Shea, Charles Chokel and James Adams, et al., Case No. 02-CV-
1332 DFH-TAB. The lawsuits were stayed as to all defendants by order of the United States Bankruptcy Court for the
Northern District of Illinois. The stay was lifted on October 15, 2003. The plaintiffs have filed a consolidated class action
complaint with respect to the individual defendants. We expect to be filing a motion to dismiss in March 2004. Our liability
with respect to these lawsuits was discharged in the Plan and our obligation to indemnify individual defendants who were not
serving as one of our officers or directors on the Effective Date is limited to $3 million in the aggregate under the Plan. Our
liability to indemnify individual defendants who were serving as an officer or director on the Effective Date, of which there is
one such defendant, is not limited by the Plan. We believe these lawsuits are without merit and intend to defend them
vigorously. The ultimate outcome of these lawsuits cannot be predicted with certainty.

Other Litigation

Collection efforts by the Company and its wholly owned subsidiary, Conseco Services, LLC, related to the 1996-1999
director and officer loan programs have been commenced against various past board members and executives with
outstanding loan balances. In addition, certain former officers and directors have sued the companies for declaratory relief
concerning their liability for the loans. Currently, we are involved in litigation with Stephen C. Hilbert, James D. Massey,
Dennis E. Murray, Sr., Rollin M. Dick, James S. Adams, Maxwell E. Bublitz, Ngaire E. Cuneo, David R. Decatur, Donald F.
Gongaware and Bruce A. Crittenden. The specific lawsuits include: Hilbert v. Conseco, Case No. 034 04283 (Bankr.
Northern District, Illinois); Conseco Services v. Hilbert, Case No. 29C01-0310 MF 1296 (Circuit Court, Hamilton County,
Indiana); Miwrray and Massey v. Conseco, Case No. 1:03-CV-1482 LIM-WTL (Southern District, Indiana); Conseco Services
v. Adams, et al, Case No. 29D02- 0312-CC-1035(Circuit Court, Hamilton County, Indiana); Conseco v. Adams, et al, Case
No. 034 04545, (Bankr. Northern District, lllinois) Dick v. Conseco Services, Case No. 29 DO1-0207-PL-549 (Superior
Court, Hamilton County, Indiana); Conseco Services v. Dick, et al., Case No. 06C01-0311-CC-356 (Circuit Court, Boone
County, Indiana); Stephen C. Hilbert v. Conseco, Inc. and Kroll Inc., Case No. 29D02-0312-PL-1026 (Superior Court,
Hamilton County, Indiana) and Crittenden v. Conseco, Case No. IP02-1823-C B/S (Southern District, Indiana). The
Company and Conseco Services, LLC believe that all amounts due under the director and officer loan programs, including all
applicable interest, are valid obligations owed to the companies. As part of the Plan, we have agreed to pay 45 percent of any
net proceeds recovered in connection with these lawsuits, in an aggregate amount not to exceed $30 million, to former
holders of our Predecessor’s trust preferred securities that did not opt out of a settlement reached with the committee
representing holders of these securities. We are required to use the balance of any net proceeds recovered in connection with
these lawsuits to pay down our Senior Credit Facility. Any remaining proceeds will be used to contribute capital to our
insurance subsidiaries. We intend to prosecute these claims to obtain the maximum recovery possible. Further, with regard to
the various claims brought against the Company and Conseco Services, LLC by certain former directors and officers, we
believe that these claims are without merit and intend to defend them vigorously. The ultimate outcome of the lawsuits
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cannot be predicted with certainty.

In October 2002, Roderick Russell, on behalf of himself and a class of persons similarly situated, and on behalf of the
ConsecoSave Plan, filed an action in the United States District Court for the Southern District of Indiana against our
Predecessor, Conseco Services, LLC and certain-of our current and former officers (Roderick Russell, et al. v Conseco, Inc.,
et al,, Case No. 1:02-CV-1639 L/M). The purported class action consists of all individuals whose 401(k) accounts held
common stock of our Predecessor at any time since April 28, 1999, The complaint alleges, among other things, breaches of
fiduciary duties under ERISA by continuing to permit employees to invest in our Predecessor’s common stock without full
disclosure of the Company’s true financial condition. We filed a motion to dismiss the complaint in December 2002. This
lawsuit was stayed as to all defendants by order of the Bankruptey Court. The stay was lifted on October 15, 2003. It is
expected that the plaintiffs will be amending their complaint in March or April of 2004. On February 13, 2004, the
Company’s fiduciary insurance carrier, RLT Insurance Company filed a declaratory judgment action asking the court to find
no liability under its policy for the claims made in the Russell matter (RL! Insurance Company v. Conseco, Inc., Stephen
Hilbert, et al., Case No. 1:04-CV-0310DFH-TAB (Southern District, Indiana.)) We believe the lawsuits are without merit and
intend to defend them vigorously. The ultimate outcome of the lawsuit cannot be predicted with certainty.

On June 24, 2002, the heirs of a former officer, Lawrence Inlow, commenced an action against our Predecessor,
Conseco Services, LLC and two former officers in the Circuit Court of Boone County, Indiana (/nlow et al. v. Conseco, Inc.,
et al., Cause No. 06C01-0206-CT-244). The heirs assert that unvested options to purchase 756,248 shares of our
Predecessor’s common stock should have been vested at Mr. Inlow’s death. The heirs further claim that if such options had
been vested, they would have been exercised, and that the resulting shares of common stock would have been sold for a gain
of approximately $30 million based upon a stock price of $58.125 per share, the highest stock price during the alleged
exercise period of the options. We believe the heirs’ claims are without merit and will defend the action vigorously. The
maximum exposure to the Company for this lawsuit is estimated to be $33 million. The heirs did not file a proof of claim
with the Bankruptcy Court. Subject to dispositive motions which are yet to be filed, the matter will continue to trial against
Conseco Services, LLC and the other co-defendants on September 13, 2004. The ultimate outcome cannot be predicted with
certainty. : ‘

On June 27, 2001, two suits against the Company’s subsidiary, Philadelphia Life Insurance Company (now known as
Conseco Life Insurance Company), both purported nationwide class actions seeking unspecified damages, were consolidated
in the U.S. District Court, Middle District of Florida (/n Re PLI Sales Litigation, Cause No. 01-MDL-1404), alleging among
other things, fraudulent sales and a ‘‘vanishing premium’’ scheme. Philadelphia Life filed a motion for summary judgment
against both named plaintifts, which motion was granted in June 2002. Plaintiffs appealed to the 1 1th Circuit. The 11th
Circuit, in July 2003, affirmed in part and reversed in part, allowing two fraud counts with respect to one plaintiff to survive.
The plaintiffs’ request for a rehearing with respect to this decision has been denied. Philadelphia Life has filed a summary
judgment motion with respect to the remaining claims. This summary judgment was denied in February 2004. Philadelphia
Life believes this lawsuit is without merit and intends to defend it vigorously. The ultimate outcome of the lawsuit cannot be
predicted with certainty.

On December 1, 2000, the Company’s former subsidiary, Manhattan National Life Insurance Company, was named in
a purported nationwide class action seeking unspecified damages in the First Judicial District Court of Santa Fe, New Mexico
(Robert Atencio and Theresa Atencio, for themselves and all other similarly situated v. Manhattan National Life Insurance
Company, an Ohio corporation, Cause No. D-0101-CV-2000-2817), alieging among other things fraud by non-disclosure of
additional charges for those policyholders paying via premium modes other than annual. We retained liability for this
litigation in connection with the sale of Manhattan National Life in June 2002. We believe this lawsuit is without merit and
intend to defend it vigorously. The ultimate outcome of the lawsuit cannot be predicted with certainty.

On December 19, 2001, four of the Company’s subsidiaries were named in a purported nationwide class action
seeking unspecified damages in the District Court of Adams County, Colorado (Jose Medina and others similarly situated v.
Conseco Annuity Assurance Company, Conseco Life Insurance Company, Bankers National Life Insurance Company and
Bankers Life and Casualty Company, Cause No. 01-CV-2465), alleging among other things breach of contract regarding
alleged non-disclosure of additional charges for those policy holders paying via premium modes other than annual. On Juty
14 and 15, 2003 the plaintiff’s motion for class cértification was heard and the Court took the matter under advisement. On
November 10, 2003, the Court denied the motion for class certification. On January 26, 2004, the plaintiff appealed the trial
court’s ruling denying class certification. All further proceedings have been stayed pending the outcome of the appeal. The
defendants believe this lawsuit is without merit and intend to defend it vigorously. The ultimate outcome of the lawsuit
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cannot be predicted with certainty. .

The Company’s subsidiaries, Conseco Life Insurance Company and Bankers Life and Casualty Company, have
recently been named in muitiple purported class actions and individual lawsuits alleging, among other things, breach of
contract with regard to a change made in the way monthly deductions are calculated for insurance coverage. This change was
the adjustment of a non-guaranteed element, which was not in the applicable policy form. The specific lawsuits include:
David Barton v. Conseco Life Insurance Company, Case No. 04-20048-CIV-MORENO (Southern District, Florida); Stephen
Hook, an individual, on behalf of himself and all others similarly situated v. Conseco Life Insurance Company and Bankers
Life and Casualty Company and Does 1 through 10, Case No. CGC-04-428872 (Superior Court, San Francisco County,
California); Donald King, as Trustee of the Irrevocable Trust of Arnold L. King v. Conseco Life Insurance Company, Case
No. 1: 04CV0163 (Northern District, Ohio); Michael S. Kuhn, on behalf of himself and all others similarly situated v.
Conseco Life Insurance Company and Does 1 through 100, Case No. 03-416786 (Superior Court, San Francisco County,
California); Sidney H. Levine and Judith A. Levine v. Conseco Life Insurance Company, Mark F. Peters Insurance Services;
Inc. Hon. John Garamendi (in his capacity as Insurance Commissioner for the State of California) and Does 1 through 10,
Case No. 04 CV 125 LAB (BLM) (Southern District, California); Alene P. Mangelson, as Trustee for the Ned L. Mangelson
Life Insurance Trust, Marie M. Berg and Michelle M. Wilcox on behalf of themselves and all others similarly situated v.
Conseco Life Insurance Company, Case No. 29D02-0312-PL-1034 (Superior Court, Hamilton County, Indiana); Edward M.
Medvene, an Individual, and Sherwin Samuels and Miles Rubin, as Trustees of the Edward Medvene 2984 Insurance Trust v.
Conseco Life Insurance Company, Case No. CV04-846-AHM (MCX) (Central District, California). We believe these
lawsuits are without merit and intend to defend them vigorously. The ultimate outcome of the lawsuits cannot be predicted
with certainty.

On February 7, 2003, the Company’s subsidiary, Conseco Life Insurance Company, was named in a purported Texas
statewide class action seeking unspecified damages in the County Court of Cameron County, Texas. On February 12, 2004,
the complaint was amended to allege a purported nationwide class and to name Conseco Services, LLC as an additional
defendant (Lawrence Onderdonk and Yolanda Carrizales v. Conseco Life Insurance Company, Conseco Services, LLC, and
Pete Ramirez, Ill, Cause No. 2003-CCL-102-C). The purported class consists of all former Massachusetts General Flexible
Premium Adjustable Life Insurance Policy policyholders who were converted to Conseco Life Fiexibie Premium Adjustable
Life Insurance Policies and whose accumulated values in the Massachusetts General policies were applied to first year
premiums on the Conseco Life policies. The complaint alleges, among other things, civil conspiracy to convert the
accumulated cash values of the plaintiffs and the class, and the violation of insurance laws nationwide. We believe this
lawsuit is without merit and intend to defend it vigorously. The ultimate outcome of the lawsult cannot be predicted with
certainty. :

On December 30, 2002 and December 31, 2002, five suits were filed in various Mississippi counties against Conseco
Life Insurance Company (Kathie Allen, et al. v. Conseco Life Insurance Company, et al., Circuit Court of Jones County,
Mississippi, Cause No. 2002-448-CV12; Malcolm Bailey, et al. v. Conseco Life Insurance Company, et al., Circuit Court of
Claiborne County, Mississippi, Cause No. CV-2002-371; Anthony Cascio, et al. v. Conseco Life Insurance Company, et al,
Circuit Court of LeFlore County, Mississippi, Cause No. CV-2002-0242-CICI; William Garrard, et al. v. Conseco Life
insurance Company, et al., Circuit Court of Sunflower County, Mississippi, Cause No. CV-2002-0753-CRL; and William
Weaver, et al. v. Conseco Life Insurance Company, et al., Circuit Court of LeFlore County, Mississippi, Cause No. CV-2002-
0238-CICI) alleging, among other things, a ‘‘vanishing premium’” scheme. Conseco Life removed all of the cases to the
U.S. District Courts in Mississippi. In September 2003, plaintiffs’ motion to remand was denied in the Garrard and Weaver
matters, but granted in the Cascio matter. In November 2003, Conseco Life again removed the Cascio matter to U.S. District
Court. Conseco Life awaits the court’s ruling on Plaintiff’s motion to remand in the Allen matter. In Bailey the parties have
agreed to stay in Federal court and the plaintiffs amended their complaint on January 15, 2004 to allege purported nationwide
class action allegatlons regarding alleged wrongful collection of charges under the policy. On January 30, 2004 we filed a
motion to dismiss or in alternative, motion for summary judgment. Conseco Life believes the lawsuits are without merit and
intends to defend them vigorously. The ultimate outcome of the lawsuits cannot be predicted with certainty.

* In addition, the Company and its subsidiaries are involved on an ongoing basis in other lawsuits and arbitrations
(including purported class actions) related to their operatlons The ultimate outcome of all of these other legal matters
pending against the Company or its subsidiaries cannot be predicted, and, although such lawsuits are not expected
individually to have a material adverse effect on the Company, such lawsuits could have, in the aggregate, a rnatenal adverse
effect on the Company’s consolidated financial condition, cash flows or results of operations.
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Other Proceedings

On September 18, 2003, the Company received a grand jury subpoena from the U.S. District Court for the Southern
District of Indiana in connection with a Department of Justice investigation requiring production of documents relating to the
valuation of interest-only securities held by CFC, our Predecessor’s former finance subsidiary, contemporaneous earnings
estimates for the Predecessor, certain personnel records and other accounting and financial disclosure records for the period
June 1, 1998 to June 30, 2000. The Company has subsequently received follow-up grand jury document subpoenas .
concerning other matters. All of these follow-up requests have been limited to the time period prior to the December 17, 2002
bankruptcy filing. The Company has been advised by the Department of Justice that neither it nor any of its current directors

or employees are subjects or targets of this investigation. The Company is cooperating fully with the Department of Justice
investigation.

On March 10, 2004, we entered into a settlement with the SEC in connection with the SEC’s investigation of events in
and before the spring of 2000, including CFC’s accounting for its interest-only securities and servicing rights. These issues
were among those addressed in our Predecessor’s writedown and restatement in the spring of 2000, and were the subject of
shareholder class action litigation, which we settled in the second quarter of 2003. Without admitting or denying the SEC’s
findings, we consented to the entry of a cease-and-desist order requiring future compliance with periodic reporting, record
keeping, internal control and other provisions of the securities laws. The settlement did not impose any fine or monetary
penalty, or require us to restate any of our historical financial statements.

On October 29, 2003, the New York Attorney General served Conseco Life Insurance Company of Texas (‘‘Conseco
Life’”) with a document subpoena concerning customer transfers between mutual fund subaccounts offered by CVIC, a
former wholly-owned subsidiary of Conseco Life, that occurred prior to the sale of CVIC to an unrelated third party in
October 2002. The SEC served the Company with a similar subpoena shortly after we received the Attorney General’s
subpoena. Certain of our employees have also received subpoenas regarding duties they previously performed in respect of
annuity sales by CVIC. The purchase agreement pursuant to which CVIC was sold contains indemnification provisions with
respect to certain liabilities relating to Conseco Life’s period of ownership, including provisions concerning certain business
activities (including marketing activities) of CVIC. Conseco Life and the Company have cooperated with the Attorney
General and the SEC in producing documents responsive to their subpoenas. In January 2004, the Company received
telephonic notification of a potential enforcement action by the Attorney General and a Wells notification from the SEC
regarding alleged market timing on the part of holders of variable annuity policies issued by CVIC. The Company and its
affiliates have not issued any variable annuity policies since the sale of CVIC. The Company and Conseco Life believe,
based on the information obtained and supplied to the investigators to date, that CVIC violated no federal or state law prior to
the October 2002 sale. The investigations are in a preliminary stage and their outcome cannot be predicted with certainty. The
Company and Conseco Life are cooperating fully with the Attorney General and the SEC in these investigations.

The deadline to file administrative claims in the bankruptcy proceeding was October 9, 2003. The Plan provides that
all such claims must be paid in full, in cash. We are reviewing all timely filed administrative claims and may resolve disputes
regarding allowance of such claims in the Bankruptcy Court. The amount of known disputed administrative claims as of
March 1, 2004 was approximately $2.0 million.

Guaranty Fund Assessments

The balance sheet at December 31, 2003, includes: (1) accruals of $11.5 million, representing our estimate of all known
assessments that will be levied against the Company’s insurance subsidiaries by various state guaranty associations based on
premiums. written through December 31, 2003; and (ii) receivables of $5.8 million that we estimate will be recovered through a
reduction in future premium taxes as a result of such assessments. At December 31, 2002, such guaranty fund assessment
related accruals were $11.5 million and such receivables were $7.5 million. These estimates are subject to change when the
associations determine more precisely the losses that have occurred and how such losses will be allocated among the insurance
companies. We recognized expense (benefit) for such assessments of $1.2 million in the four months ended December 31,

2003; $4.1 million in the eight months ended August 31, 2003; and $(1.7) million and $6.5 million in 2002 and 2001,
respectively.

Guarantees

In conjunction with the Plan, $481.3 million principal amount of bank loans made to certain former directors and
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certain current and former officers and key employees to enable them to purchase common stock of Old Conseco were
transferred to the Company. These loans had been guaranteed by Old Conseco. We received all rights to collect the balances
due pursuant to the original terms of these loans. In addition, we hold loans to participants for interest on the bank loans
which total approximately $220 million. The former bank loans and the interest loans are collectively referred to as the
“D&0 loans.” We regularly evaluate the collectibility of these loans in light of the collateral we hold and the credit
worthiness of the participants. At December 31, 2003, we have estimated that approximately $51.0 million of the D&O
balance (which is included in other assets) is collectible (net of the cost of collection). An allowance has been established to
reduce the recorded balance of the D&O loans to this balance.

Pursuant to the settlement that was reached with the Official Committee of the Trust Originated Preferred Securities
(“TOPrS™) Holders and the Official Committee of Unsecured Creditors in the Plan, the former holders of TOPrS (issued by
0Old Conseco’s subsidiary trusts and eliminated in our reorganization) who did not opt out of the bankruptcy settlement, will
be entitled to receive 45 percent of any proceeds from the collection of certain D&O loans in an aggregate amount not to
exceed $30 million. We have established a liability of $23.1 million (which is included in other liabilities}, representing our
estimate of the amount which will be paid to the former holders of TOPrS pursuant to the settlement.

In accordance with the terms of the Company’s former Chief Executive Officer’s employment agreement, Bankers Life
and Casualty Company, a wholly-owned subsidiary of the Company, is the guarantor of the former executive’s nonqualified
supplemental retirement benefit. The liability for such benefit at December 31, 2003 and 2002 was $15.6 million and $14.8
million, respectively, and is included in the caption “Other liabilities” in the liability section of the consolidated balance sheet.

Leases

The Company rents office space, equipment and computer software under noncancellable operating leases. Rental
expense was $19.1 million in the four months ended December 31, 2003; $26.7 million in the eight months ended August 31,
2003; and $41.5 million and $45.3 million in 2002 and 2001, respectively. Future required minimum rental payments as of
December 31, 2003, were as follows (dollars in millions):

2004 e e nr b a e e r b e ane st e abesebbesrareribeseaes $23.0
2005 e et e e sttt e st e eraa e st be et st ata et e e et e s e e st n et e eaes 21.5
2006 oot et a e s iyt ar e e nar e et reestesannesranereeent srarean 18.7
2007 et e et e et s bbb s e et e s enrs e tresaesetesenrssaraete e sanns 15.6
2008 e ettt r e e bt s et a b et br e e bt e s b e s aartesrerussebe s saaatesnnrneens 14.1
TRETEATIET . ...eeeeireee ittt re sttt e sttt eebeeeestate s abeaesassessaneesebranesarnesseses 24.1

TOtAL oottt e bt et e b resenbe s sneesaobenesanbesaenen $117.0
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10. OTHER DISCLOSURES
Postretirement Plans

One of our insurance subsidiaries has a noncontributory, unfunded deferred compensation plan for qualifying members
of its career agency force. Benefits are based on years of service and career eamnings. The liability recognized in the
consolidated balance sheet for the agents’ deferred compensation plan was $64.7 million and $54.2 million at December 31,
2003 and 2002, respectively. Included as an adjustment to accumulated other comprehensive income (loss) as of December 31,
2002, was a $9.1 million adjustment representing the additional minimum liability associated with this plan. Substantially all of
this liability represents vested benefits. Costs incurred on this plan, primarily representing interest on unfunded benefit costs
were $1.5 million in the four months ended December 31, 2003; $4.0 million in the eight months ended August 31, 2003; and
$5.1 million and $4.9 million during 2002 and 2001, respectively.

The Company provides certain health care and life insurance beneﬁts for certain eligible retired employees under
partially funded and unfunded plans in existence at the date on which certain subsidiaries were acquired. Certain postretirement
benefit plans are contributory, with participants’ contributions adjusted annually. Actuarial measurement dates of September
30 and December 31 are used for our postretirement beneﬁt plans. Amounts related to the postretirement benefit plans were as
follows (dollars in millions):

Postretirement
benefits
Successor Predecessor
December 31, December 31,
2003 _ 2002
Benefit obligation, beginning of year ............ et $24.6 $245
INtEIESE COSL...vveiirieiriereiriecre e e 1.4 1.6
Plan participants’ contributions .........cccocovvvevereiverrccnnens 4 1.1
Actuarial 1085 (ZaIN)...c.coovevirriiricncer s (1.1) 4
Benefits paid ... (2.7) (3.0)
Benefit obligation, end of year.........c..occcvvnericiincirccnnne, $226 $24.6
Fair value of plan assets, beginning of year.............cccccoeunne. $ 11 § 20
Actual refurn on plan assets........c.coevienveceecieniniene i - -
Employer contributions ........ococcerevmneiieesrevieneeeee e, 1.6 2.1
Benefits paid ..o (2.7) (3.0)
Fair value of plan assets, end of year.................. e $ - $ 1.1
Funded STAtUS ....eoveen e e $(22.6) $(23.5)
Unrecognized net actuarial loss (gain}.....ccooeevvrevicrvinenrinnn, - (7 1)
Unrecognized prior SErviCe COSt....uvirnrinrniriienerrrnnisensecrnnns - 1.4)
Prepaid (accrued) benefit COSt......ocvvieeviiiiiicircinnenrne. $(22.6) ‘ $(32.0)

Plan assets as of December 31, 2002, consisted of an investment in the Cohseco Fixed Income Fund offered by Conseco
Fund Group. The Conseco Fixed Income Fund invested primarily in investment-grade debt securities.
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We-used the following weighted average assumptions to calculate:

2003 2002
Benefit obligations:
DiSCOUNE TALE .vveivevreieieieetieeneceerreersee e e enabesn e eseneese e e 6.2% 6.5%
Net periodic cost: ‘
DiSCOUNE TALE c.eveeivire ittt 6.5% 7.0%
Expected return on plan assets ........cccevevererierenennnrernnenennns 4.6% 4.6%

The following assumed health care cost trend rates were used to determine our postretirement benefit obligation:

2003 002
Initial healthcare cost trend rate i 10.0% 11.5%
Ultimate health care cost trend rate 6.0% 5.0%

Year the rate reaches the ultimate trend rate 2014 2015

- A one percentage point change in the assumed health care cost trend rate would have the following effects (dollars in
millions):

One Percentage Point

Increase Decrease
Effect on the postretirement benefit obligation $1.5 $(1.4)
Effect on the net periodic post retirement benefit cost 1 (D

Components of the cost we recognized related to postretirement plans were as follows (dollars in millions):

Postretirement
benefits
Successor Predecessor
Four months | Eight months Years
ended . ended ended
December 31, August 31, December 31
2003 2003 2002 2001
INEETEST COSL .vevveiirireeeietiereeaere et ereeree s sreseeseeasesnasenes e $.5 $9 $1.6 $1.5
Expected return of plan assets ......c.ccocevvveecricennnne, TP - - (.1) H
Amortization of Prior SErvice COSt ....c.ovvvrrviinrrrniserieceereseseereeanns - 1 (:2) (1.0)
Recognized net actuarial loSS.......occereevvrcivreerreerirecieiieeiesrereeennes (3 ) _(.5) _Lh
Net periodic cost (benefit).........ccoveeiriernecrncerricnnrernnienne $2 $§3 $8 § 3

The Company has qualified defined contribution plans for which substantially all employees are eligible. Company
contributions, which match certain voluntary employee contributions to the plan, totaled $6.6 million in 2002 and $4.7 million
in 2001. No employer contributions were made during the 2003 periods. Prior to 2002, employer matching contributions were
made in Old Conseco common stock. For the first nine months of 2002, employer matching contributions were made in cash,
In September 2002, the plans were amended to make future employer matching contributions discretionary. Effective January
I, 2004, the Company resumed making matching contributions in cash.

Trust Preferred Securities
Prior to 2003, certain wholly-owned subsidiary trusts had issued preferred securities in public offerings. The trusts used

the proceeds from these offerings to purchase subordinated debentures from Conseco. The terms of the preferred securities
146



CONSECO, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

were parallel to the terms of the debentures, which accounted for substantially all trust assets. The preferred securities were to
be redeemed on a pro rata basis, to the same extent as the debentures were repaid. Under certain circumstances involving a
change in law or legal interpretation, the debentures could be distributed to the holders of the preferred securities. Our
obligations under the debentures and related agreements, taken together, provided a full and unconditional guarantee of
payments due on the preferred securities. The debentures issued to the subsidiary trusts and the common securities purchased
by Conseco from the subsidiary trusts were eliminated in the consolidated financial statements. The Trust Preferred Securities
guaranteed by Old Conseco prior to our emergence from bankruptcy were discharged in accordance with the Plan.

On February 16, 2001, the trust preferred securities component of the FELINE PRIDES were retained by the Company
(and subsequently retired) as payment under the stock purchase contract in accordance with their terms and, as a result, we issued
11.4 million shares of Old Conseco common stock to the holders of the FELINE PRIDES. The $496.6 million carrying value of
the FELINE PRIDES that were retired (and used for payment pursuant to the stock purchase contracts) was transferred from
minority interest to common stock and additional paid-in capital.

Trust Preferred Securities at December 31, 2002, were as follows:

Year Carrying  Distribution Earliest/mandatory
issued Par value value rate redemption dates
(Dollars in millions)
Trust Originated Preferred Securities ..........c..ccevvureene. 1999 § 300.0 $ 296.5 9.44% 2004/2029
Trust Originated Preferred Securities ......c.coovveeveenenne 1998 500.0 496.9 8.70 200372028
Trust Originated Preferred Securities ..........ccocovoeennes 1998 230.0 228.1 9.00 2003/2028
Capital Securities..........ccoovrerivirceinen e 1997 300.0 300.0 8.80 2027
Trust Originated Preferred Securities ........ccovcviiecenn 1996 275.0 275.0 9.16 2001/2026
Capital Trust Pass-through Securities..........c.ccoccvnnanne 1996 325.0 3250 8.70 2026
$1,9300  $1,921.5

Reclassification Adjustments Included in Comprehensive Income

The changes in unrealized appreciation (depreciation) included in comprehensive income are net of reclassification
adjustments for after-tax net gains (losses) from the sale of investments included in net income (loss) of approximately $545
million and $240 million for the years ended December 31, 2002 and 2001, respectively. Such changes for the 2003 periods
were not significant.

Sale of Interest in Riverboat

In the first quarter of 2001, the Company sold its 29 percent ownership interest in the riverboat casino in Lawrenceberg,
Indiana, for $260 million. We recognized a net gain on the sale of $192.4 million.
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11. SPECIAL CHARGES
2002

The following table summarizes the special charges incurred by the Company during 2002, which are further described
in the paragraphs which follow (dollars in millions):

Loss related to reinsurance transactions and businesses sold to raise cash............. $47.5
Costs related to debt modification and refinancing transactions ........c..ccocevevenenee 17.7
Expenses related to the termination of the former chief financial officer............... 6.5
OUNET TEEIMIS «ooireeei ettt ettt et e et e s e ea e e reeenbesn e s eteeerteaansstbeenssestmseereanns 248

B

Special charges before income tax benefit .........cccoevvviicvcnioninncnicnns
Loss related to debt modification and reinsurance transactions and businesses sold to raise cash

We completed various asset sales and reinsurance transactions to raise cash which resulted in net losses of $47.5
miilion in 2002. These amounts included: (i) a loss of $39.0 million related to the reinsurance of a portion of our life
insurance business; (ii) a loss of $20.0 million associated with the sale of our subsidiary in India; partially offset by (iii) asset
sales resulting in a net gain of $11.5 million.

Costs related to debt modification and refinancing transactions

In conjunction with the various modifications to borrowing arrangements (including the debt exchange offer
"completed in April 2002), entered into in 2002 we incurred costs of $17.7 million which are not permitted to be deferred
pursuant to GAAP. ‘

Expenses related to termination of the former chief financial officer
The employment of Old Conseco’s chief financial officer was terminated in the first quarter of 2002. As a result, the
vesting provisions associated with the restricted stock issued to the chief financial officer pursuant to his employment

agreement were accelerated. We recognized a charge of $5.1 million related to the immediate vesting of such restricted stock
in the first quarter of 2002. In addition, we recognized severance benefits of $1.4 million associated with the termination.

Other items

Other items include expenses incurred: (i) in conjunction with the transfer of certain customer service and backroom
operations to our India subsidiary; (ii) for severance benefits related to the transfer of such operations; and (iii) for other
items which are not individually significant. The Company sold its India subsidiary in the fourth quarter of 2002 and has
significantly reduced the customer service and backroom operations conducted there.

2001

The following table summarizes the special charges incurred by the Company during 2001, which are further described
in the paragraphs which follow (dollars in miliions):

Organizational restructuring:

SEVErANCE DENETIS. ..ouveviviieiietieiieiet ettt ettt ebe et ee sttt sa et b ann st s s s e b s sessas s ens $124
Office closings and sale of ArtWOTrK........coivvieriieriiie e e 7.9
Transfer of certain customer service and backroom operations to our
INAIA SUDSIAIATY .ovveoeiiiieiiriei ittt rte st ve st saae b b st e n st st sann sbtesseneeneenes 10.6
Amounts related to disputed reinsurance balances .........occcovcenivininininninenee s 8.5
LItEGATION EXPETISES ...veiviauitertirieeeeterieeerite e e eaestees e seestebeste st eaestaneeabsesasee s eenesesteneeses suenbesnecnenane 23.8
OBRET LEBINS Leovereeieiiieeiet et ite et et e v e et e e e bae e aeets s e s asras e ssaaseeresbennebasteeneesnasensessanne 17.2
Special charges before income tax benefit.........cooviiiiviniiiiniiiii e $804
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Severance benefits

During 2001, Conseco undertook several restructuring actions in an effort to improve the Company’s operations and
profitability, The planned changes included moving a significant number of jobs to India. Pursuant to' GAAP, the Company is
required to recognize the costs associated with most restructuring activities as the costs are incurred. However, costs associated
with severance benefits are required to be recognized when the costs are: (i) attributable to employees’ services that have
already been rendered; (ii) relate to obligations that accumulate; and (iii) are probable and can be reasonably estimated. Since

the severance costs associated with our planned activities met these requirements, we recognized a charge of $12.4 million in
2001.

Office closings and sale of artwork

In conjunction with our restructuring activities, we closed certain offices, which resulted in the abandonment of certain
leasehold improvements. Further, certain antiques and artwork, formerly displayed in the Company’s executive offices were
sold. We recognized losses of $7.9 million related to these actions in 2001.

Amounts related to disputed reinsurance balances

During 2001, we discontinued marketing certain medical insurance products. Several reinsurers who assumed most of
the risks associated with these products disputed the reinsurance receivables due to us. We established an allowance of $8.5
million for disputed balances that were ultimately written off due to their uncollectibility.

Litigation expenses

Litigation expenses primarily include the cost and proposed settlement related to our securities litigation class action
lawsuit which was subsequently settled in the second quarter of 2003.

Other items

Other items include expenses incurred: (i) for consulting fees with respect to services provided related to various debt
and organizational restructuring transactions; (ii) pursuant to the terms of the employment agreement for our chief executive
officer; and (iii) for other items which are not individually significant.

12. SHAREHOLDERS’ EQUITY

Pursuant to the Plan, CNO issued 34.4 million shares of Preferred Stock with an aggregate liquidation preference of
approximately $859.7 million. The Preferred Stock has a par value of $.01 per share and a liquidation preference of $25 per
share. Dividends are payable at a rate equal to 10.5 percent of the liquidation preference per share, payable semi-annually on
March 1 and September 1. This rate will increase to 11 percent beginning September 11, 2005. These dividends are payable
in additional shares of Preferred Stock until the later of: (i) September 10, 2005; or (ii) the beginning of the first fiscal
quarter after which our primary insurance companies have received a financial strength rating of at least “A-" by A.M. Best.
Thereafter, dividends are payable, at our option, in cash or additional shares of Preferred Stock. The Preferred Stock may be
redeemed by CNQ, in whole or in part, at any time in cash equal to the liquidation preference plus cumulative unpaid
dividends thereon.

The Preferred Stock is convertible, at the option of the holder, into common stock of CNO at any time on or after
September 30, 2005. The conversion rate is equal to the total liquidation preference plus cumulative unpaid dividends
thereon divided by $20.35 which was the average price of CNO’s common stock, as defined, for each of the trading days in
the 60 calendar day period immediately preceding January 8, 2004.

The Preferred Stock is exchangeable, at the option of the holder, into common stock of CNQ at any time on or after
September 10, 2013. The exchange rate is equal to the total liquidation preference plus cumulative unpaid dividends thereon
divided by the average market price of CNO’s common stock, as defined, for the ten trading days ending on the date of
exchange. The maximum number of common shares that can be issued shall not exceed the greater of: (i) 7.84 billion shares
of common stock; or (ii) the number of authorized but unissued shares of CNO’s common stock. In addition, CNQ, at its
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option, may pay cash in an amount equal to the liquidation preference in lieu of delivering the exchanged common stock.

The holders of the Preferred Stock will be entitled to voting rights beginning September 30, 2005 or earlier if there is:
(i) a reduction in the financial strength rating assigned to any of our active material insurance subsidiaries (as defined) by
AM. Best; (ii) an event of default under our credit agreement; (iii) the occurrence of a material adverse regulatory event, as
defined, with respect to any of our material insurance subsidiaries (as defined); or (iv) a failure to maintain various financial
ratios and balances.

Pursuant to the Plan, we issued 6.0 million Series A Warrants (the “Warrants™) entitling the holders to purchase shares
of CNO common stock at a price of $27.60 per share. The Warrants expire on September 10, 2008. The exercise price and
number of common shares issuable are subject to adjustment based on the occurrence of certain events, including: (i) stock
dividends; (ii) stock splits; and (iii) the issuance of instruments or securities which are exercisable for or convertible into
shares of common stock entitling the holders to purchase shares of common stock at a price per share that is less than the
market price on the date of issuance.

On the Effective Date, the Successor adopted a new long-term incentive plan, which permits the grant of CNO
incentive or non-qualified stock options and restricted stock awards to certain directors, officers and employees of CNO and
certain other individuals who perform services for the Company. A maximum of 10 million shares may be issued under the
plan. Restricted share grants are limited to 3.3 million shares. During September 2003, the Company granted options to
purchase 500,000 shares of CNO common stock at $16.40 per share and 500,000 restricted shares of CNO common stock to
the Chief Executive Officer in accordance with his employment agreement. These options and restricted stock vest over the
next four years. In addition, the Company granted options to purchase 500,000 shares of CNO common stock at $19.61 per
share and 500,000 restricted shares of CNO common stock to the non-executive Chairman of the Board of Directors in
accordance with his agreement. These options and restricted shares vest over the next three years.

Changes in the number of shares of common stock outstanding during the four months ended December 31, 2003, the
eight months ended August 31, 2003 and the years ended December 31, 2002 and 2001 were as follows (shares in thousands):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Balance, beginning of period .......c..covvrccirrinviimnire e - 346,007 344,743 325,318
Issuance of shares pursuant to Plan ........ccocvnvcneiniiinennnn, 100,000 - - -
Stock options eXercised ........oocvvveereiieerireer e - - 6 432
Stock warrants eXercised .......coeivvievierieeniiiie e e - - - 3,327
Shares issued in conjunction with the acquisition of Exl............. - - - 3,411
Shares issued pursuant to stock purchase contracts related
to the FELINE PRIDES ..ot - - - 11,351
Shares issued under employee benefit compensation plans......... ' 116 - 1,258 904
Cancelled pursuant to the Plan.........ccccoovcevieivnniininieeieneieniens - (346,007) - -
Balance, end of period .......c.ccviininieiirinreere e 100,116 - - 346,007 344,743

In February 2001, the Company issued 11.4 million shares of Old Conseco common stock pursuant to stock purchase
contracts related to the FELINE PRIDES. This transaction is discussed in further detail in the note to the consolidated financial
statements entitled “Other Disclosures”. ‘

The Predecessor’s 1994 Stock and Incentive Plan authorized the granting of options to employees and directors of the
Company to purchase up to 24 million shares of Old Conseco common stock at a price not less than its market value on the date
the option was granted. In 1997, the Company adopted the 1997 Non-qualified Stock Option Plan, which authorized the
granting of non-qualified options to employees of the Company to purchase shares of Old Conseco common stock.
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A summary of the Company’s stock option activity and related information for the four months ended December 31,
2003, the eight months ended August 31, 2003 and the years ended December 31, 2002 and 2001, is presented below (shares in

thousands):

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 2003 2002 2001
Weighted Weighted Weighted Weighted
average average average average
exercise exercise exercise exercise
Shares price | Shares price  Shares price  Shares price
Outstanding at the beginning of ,
the period....oovvecnniniece e - $ - 23,520 $1595 40,292  $15.01 36,107 $18.38
Options granted.........coecvnvveirerinvecninnn. 1,000 18.01 - - 2,572 3.57 8,609 6.32
Exercised ..ocooovirivvorieiinee e ' - - - - (6) 1.51 (432) 0.88
Cancelled pursuant to the Plan............... - - (17,438) 18.29 - - - -
Forfeited or terminated ............cccvvvveneeee. - - (6.082) 9.26 (19.338) 1235 (3992) 27.27
Outstanding at the end of the year ......... 1,000 18.01 - 23,520 1595 40,292 15.01
Optiens exercisable at the end of
the period......covvviervieeeecee e - - 13,593 13,591
Available for future grant ..........cccene. 7,982 - 52,668 34,903

All outstanding stock options of the Predecessor were cancelled pursuant to the Plan.
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The following table summarizes information about stock options outstanding at December 31, 2003 (shares in
thousands):

Options outstanding Options exercisable
Number Remaining Exercise Number Exercise
Exercise prices outstanding  life (in years) price exercisable price
) L1 PR 500 975 $16.40 ; -
1961 et 500 9.75 19.61 - -

1,000 =

We estimated the fair value of each option grant used to determine the pro forma amounts summarized above using the
Black-Scholes option valuation model with the following weighted average assumptions for the four months ended December
31, 2003, the eight months ended August 31, 2003 and the years ended December 31, 2002 and 2001:

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 Grants 2003 Grants 2002 Grants 2001 Grants
Weighted average risk-free interest rates..... 3.7% - 4.7% : 4.8%
Weighted average dividend yields............... 0.0% - 0.0% 0.0%
Volatility factors .......ccceevvecrereniriverioncne 35% - 40% 40%
Weighted average expected life.................. 6.1 years - 6.4 years 6.4 years
Weighted average fair value per share......... $7.71 - $1.73 $3.04
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A reconciliation of net income (loss) and shares used to calculate basic and diluted earnings per share is as follows
(dollars in millions and shares in thousands):

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 2003 2002 2001
Net income (loss):
Net income (10SS8) c.ovveveierirvreireecneier e $96.3 $2,201.7 $(7,835.7) $(405.9)
Preferred stock dividends ...........cccovevvvvvccnnnerennnieninne. (27.8) - (2.1) (12.8)
Income (loss) applicable to common
ownership for basic earnings per share .................. 68.5 2,201.7 (7,837.8) (418.7)
Effect of dilutive SECUTIHES .....ccooverervecreeniecrerecncenne 27.8 - - -
Income (loss) applicable to common ownership
and assurned conversions for diluted earnings ,
PEL SHAT.c.iiiert et $96.3 $2.201.7 $(7.837.8) 34187
Shares:
Weighted average shares outstanding for basic
EAIMINES PET SHATE ...coerivecieicirierinercnrereeeeene s sreeneees 100,110
Effect of dilutive securities on weighted average shares:
Preferred StOCK ......ocovviviiivreiecrieere e 43,257
Stock options, warrants and employee
benefit plans (&) ...oo e 119
Dilutive potential common Shares........ccccoevvveeenverenene 43,376
Weighted average shares outstanding for diluted
€arNINgs PEI Share.......coccvvveriviiireeeiceer s e eres 143,486

(a) The dilutive effect is determined under the treasury stock method using the average market price during the period.

Basic earnings per common share (“EPS”) is computed by dividing income applicable to common stock by the
weighted average number of common shares outstanding for the period. Restricted shares are not included in basic EPS until
vested. Diluted EPS reflects the potential dilution that could occur if the Preferred Stock were converted into common stock,
the options were exercised and the restricted stock was vested. The dilution from options and restricted shares are calculated
using the treasury stock method.
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13. OTHER OPERATING STATEMENT DATA

Insurance policy income consisted of the following (dollars in millions):

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31,
2003 2003 2002 2001
Traditional products:
Direct premiums collected .......ooveeenrerrrevrniencnne $1,477.9 $3,264.3 $5,100.2 $5,426.3
Reinsurance assumed..........occccveeeeneniennrcncncenennne, 31.9 57.3 78.7 146.0
Reinsurance ceded .........oooeevenriniicninininncnnienennee (92.1) (196.4) (327.8) (249.4)
Premiums collected, net of reinsurance ......... 1,417.7 3,125.2 4,851.1 5,3229
Change in unearned premiums ........cocovvevrinneeneenen (15.4) 13.5 (19.7) 1.9
Less premiums on universal life and products
without mortality and morbidity risk which are
recorded as additions to insurance liabilities ..... (528.2) (1.266.4) (1,792.7) (1,828.2)
Premiums on traditional products with
mortality or morbidity risk, recorded .
as insurance policy income .......cc.ooeeveerenne. 874.1 1,872.3 3,038.7 3,496.6
Fees and surrender charges on interest-sensitive
Products ...c.ocovvevivriniiivce e 131.7 332.0 563.6 496.1
Insurance policy inCome...........cccceveriereernnennnn $1.005.8 $22043 $36023 - $3,992.7

The four states with the largest shares of 2003 collected premiums were Florida (8.1 percent), Illinois (6.8 percent),
Texas (6.6 percent), and California (6.5 percent). No other state accounted for more than 5 percent of total collected premiums.

Other operating costs and expenses were as follows (dollars in millions):

Predecessor

Successor
Four months Eight months Years.
ended ended ended
December 31, August 31, December 31,
2003 2003 002 2001
COmMMISSION EXPENSE ....covverrereererrrrmrierernroreresenrmerenns $ 664 $117.9 $195.1 $218.6
Salaries and Wages.........ccocevvevvereiicenieeiesie e enes 70.5 136.3 2151 206.0
ONET ..ottt 81.5 168.1 326.0 - 3225
Total other operating costs and expenses........ 218.4 422, $736.2° $747.1
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Changes in the value of policies inforce at the Effective Date were as follows (dollars in millions):

Successor
Four months
ended
December 31,
2003

Successor balance, beginning of the Period.............ccorioniiiniiiiic e $3,102.6
Additional ACQUISILION EXPEISE.....cviuieiririiiirieteree ettt st ben st b e e sn e e nenes 24
AINOTHZATION. ...t ettt ettt et er et e bkt ekt nt sttt et n e s b b e et et ns e bt s senne b ebans (122.0)
Amounts related to fair value adjustment of actively managed fixed maturities.............cccovevennene, (33.5)

Based on current conditions and assumptions as to future events on all policies inforce, the Company expects to amortize
approximately 10 percent of the December 31, 2003 balance of the value of policies inforce at the Effective Date in 2004, 10
percent in 2005, 9 percent in 2006, 8 percent in 2007 and 8 percent in 2008. The discount rate used to determine the
amortization of the value of policies inforce at the Effective Date averaged 5 percent in the four months ended December 31,
2003.

Changes in the cost of policies purchased were as follows (dollars in millions):

Predecessor
Eight months Twelve months
ended ended
August 31, December 31
2003 2002 2001
Balance, beginning of the period .........ccvvvieiiniciiee e $1,170.0 $1,657.8  $1,954.8
Additional acquisition expense on acquired poliCIES ........coveeveeriernirrinereeeere e 7.4 11.3 12.5
AMOTHZALION ...ttt ettt ee st b e ba s b s aabsas b e mabt e s b e (74.1) (215.5) (242.0)
Amounts related to fair value adjustment of actively managed fixed maturities.......... 4.7 (81.9) (49.0)
REINSUTANCE tTANSACTIONS. .....vrevieeereneemreteareeriareeereereateseeseesasesessaeneesessesssensressesemsranense - (73.4) -
Net amounts related to discontinued OPErations ........cccocvvveererirrrcrnenieenirneneereesnorerns - (66.6) (13.9)
Amounts related to sales of SUDSIAIATIES ....vvvveevveieviiciiiiire e rs - (60.0) -
ORI ettt ettt ettt eb et ettt et (8.8) a7 (4.6)
Elimination of Predecessor balance .........c.cooceoociriinceniieececceen (1,099.2) - -
Balance, end 0f the Period ..ottt s 3 - $1,170.0 $1.657.8

The discount rates used to determine the amortization of the cost of policies purchased averaged 7 percent in the eight
months ended August 31, 2003, 7 percent in 2002 and 6 percent in 2001.
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Changes in the cost of policies produced were as follows (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
Balance, beginning of the period ..o $ - $2,0144  $2,5702 $2,480.5
AQQITONS . .evve vt 110.1 280.1 486.0 612.8
AMOTHZAON ..ovvevieerereieiit ettt (8.3) (252.8) (544.3) (396.3)
Amounts related to fair value adjustment of actively
managed fixed Maturities. .......coceeeriereniennreic - (20.5) (121.0) (28.2)
Reinsurance transactions ..........o.coovvvecriiniinininosicsieeiie v - - (134.6) -
Net amounts related to discontinued operations........c..oeveeveeeen. - - (103.3) 15.0
Amounts related to sales of subsidiaries ...........coovecrcercninvniinnenns - - (140.8) -
ONET .o s et s et - 1.7 22 (113.6)
Elimination of Predecessor balance ............ccccoccoveinieiniinincnn, - (2.019.5) - -
Balance, end of the period .........cc.ocvevrnicrcnccnrcr s 101.8 $ - $2.0144 $2,5702

In 2001, the Company stopped renewing portions of our major medical lines of business in several unprofitable states in
accordance with the contractual terms of the policies. As a result, we determined that approximately $77.4 million of the cost of
policies produced and the cost of policies purchased would not be recoverable. Such amount is recorded as amortization in the
accompanying statement of operations.

Policyholder redemptions of annuity and, to a lesser extent, life products have increased in recent periods. We
experienced additional redemptions following the downgrade of our A M. Best financial strength rating to “B (fair)” in
August of 2002. When redemptions are greater than our previous assumptions, we are required to accelerate the amortization
of our cost of policies produced and cost of policies purchased to write off the balance associated with the redeemed policies.
Accordingly, amortization expense has increased. In 2002, we changed the lapse assumptions used to determine the
amortization of the cost of policies produced and the cost of policies purchased related to certain universal life products and
our annuities to reflect our then current estimates of future lapses. For certain universal life products, we changed the
ultimate lapse assumption from: (i) a range of 6 percent to 7 percent; to (ii) a tiered assumption based on the level of funding
of the policy of a range of 2 percent to 10 percent. We recorded additional amortization of the cost of policies produced and
the cost of policies purchased related to higher redemptions and changes to our lapse assumptions of $203.2 million in 2002.

The cost of policies produced and the cost of policies purchased are amortized in relation to the estimated gross profits to
be earned over the life of our annuity products. As a result of economic developments, actual experience of our products and
changes in our expectations, we changed our investment yield assumptions used in calculating the estimated gross profits to be
earned on our annuity products. Such changes resulted in additional amortization of the cost of policies produced and the cost of
policies purchased of $35.0 million (of which $7.2 million related to discontinued operations) in 2001.
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14. CONSOLIDATED STATEMENT OF CASH FLOWS

The following disclosures supplement our consolidated statement of cash flows (dollars in millions):

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Non-cash items not reflected in the investing and financing activities
section of the consolidated statement of cash flows:
Issuance of common stock under stock option and employee ‘
benefit Plans ....ccoooveiereiii e $2.6 $ - $12.7 $19.7
Issuance of convertible preferred shares...........coeevivcnicncninnnens 27.8 53 2.1 12.8
Value of FELINE PRIDES retired and transferred from minority
interest to common stock and additional paid-in capital............. - - - 496.6
Issuance of common stock in connection with the acquisition
OF EXLu ettt ettt e - - - 521
Decrease in notes payable-direct corporate obligations and
increase in other liabilities reflecting the estimated fair value
- - 13.3

of interest rate swap agreements........ s -

The effect on our consolidated balance sheet of implementing fresh start accounting is discussed in the note to the
consolidated financial statements entitled “Fresh Start Reporting”. Such non-cash adjustments are not reflected in our

consolidated statement of cash flows.
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The following reconciles net income (loss) to net cash provided by operating activities (dollars in millions):

Successor Predecessor
Four months Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Cash flows from operating activities: .
Net INCOME (0SS weuvenrivrerieriiiriireietienreecererene st e e se e e $ 963 $2,201.7 $(7,835.7) $(405.9)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Interest-only securities investment inCOME ..........ccecrverrerecnens - - (10.6) (51.5)
Cash received from interest-only securities, net .......c..coecevcrrenne ' - - (73.3) 143
ServiCing INCOME ...cc.eoeereriiiernririerere e eeere oo saesineaes - - (83.9) (115.3)
Cash received from servicing activities ..........occoercernceeierrrene - - 46.9 71.7
Provision for LOSSES .......cceviiiiriiiiiiie e - 55.6 1,160.8 707.2
(Gain) loss on sale of finance receivables..........cc.ccocervinnennee - - 49.5 (26.9)
Amortization and depreciation...........cocevveverrerreeerervereraesensaeens 144.7 369.8 1,017.8 848.0
INCOME TAXES c.vvveriererrererereeirierne s seenr et setsnesresinrre e 131.0 314 758.3 (140.7)
Insurance Habilities ..o 207.2 265.8 509.5 3344
Accrual and amortization of investment income..............ccoc....e. 20.1 432 2279 97.2
Deferral of cost of policies produced and purchased ................. (111.6) (287.5) (509.2)  (667.0)
Gain on sale of interest in riverboat .......icco.eeeneceniicncenniicinenee - - - (192.4)
Impairment charges........c.coccviivirvirirniiein e - - 1,514.4 386.9
Goodwill IMPAITMENt ..c...covcviiriiaiiiiniiiirer e seen e sereeee - - 500.0 -
Special charges.......ococovivriiiin - - 171.2 72.4
Reorganization items.........c.ceervencireviininincneneieinssnens - (2,157.0) - -
Cumulative effect of accounting change...........ccccvvverenininnnnn - - 2,949.2 -
MINOTILY INEEIEST...cviviiviiiiriiiie i - - 173.2 183.9
Net realized investment (gains) 10SSES .......ccoververrrericrrcreniiniene (11.8) 54 673.7 413.7
Discontinued OPerations..........cccouvvereeroresrerereeresenerieresreremneeas - (16.7) 93.1 -
Gain on extinguishment of debt........cccooiviiiiniennciiic - - 8.1) (26.9)
OFRET oo e b e (36.8) 235.6 (29.0) _ (178.4)
Net cash provided by operating activities.......c.ccoverieniinncaes $439.1 $ 7473 $1,2957 81,3247

At December 31, 2003, restricted cash consisted of: (i} $17.3 million held in trust for the payment of bankruptcy-related
professional fees; and (ii) $14.6 million of cash held by three investment trusts {(which are further described in the note to the
consolidated financial statements entitled “Investments in Variable Interest Entities”).
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15. STATUTORY INFORMATION (BASED ON NON-GAAP MEASURES)

Statutory accounting practices prescribed or permitted by regulatory authorities for the Company’s insurance subsidiaries
differ from GAAP. The Company’s insurance subsidiaries reported the following amounts to regulatory agencies, after
appropriate elimination of intercompany accounts among such subsidiaries (dollars in millions):

2003 2002
Statutory capital and SUIPIUS ....c.c.evivrircieirier ettt ettt st b b s ss bbbt ebesens $1,514.1 $1,064 .4
Asset valuation reserve .......coooveeeeeeeevieennnenn, et eerteereeereeerteeeriete et eebee et eersteenraeteatrtenanneetaserbesatesreean 409 ‘11.6
INterest MAINENANCE TESEIVE ...iuiiiiiiieeiiieerireessirresessrsesiassessseessasesssessssbessasnessssnessneossnansssseesssesssnrenss 2174 311.3
TOMAL evve e eeeree s eeees s ese s seese s ses ettt $17724  $1,3873

The statutory capital and surplus shown above included investments in upstream affiliates, all of which were eliminated
in the consolidated financial statements prepared in accordance with GAAP, as follows (dollars in millions):

2003 2002
Securitization debt issued by special purpose entities and guaranteed by our finance
subsidiary, all of which was purchased by our insurance subsidiaries prior to the
ACQUISIHION OF CFC ..ottt sttt et s b et sttt nnen § - § 20
Preferred and common stock of intermediate holding company..........ccocvvrveinrennneeeiennae 159.0 146.4
OBET . et ee e bt st e et e e ae e st be s sa e s ba saa s sh e s b s e eaae e ne et b e sae e sreeer s ehbeeate s e st ernneseeseaneeateenreean - 2.5

TOtAL .ottt ettt ettt et e st e e st e et sate st e senesete st t e st e ea e esntrennenneen R — $159.0 $150.9

Statutory earnings build the capital adequacy required by rating agencies and regulators. Statutory earnings and fees and
interest paid by the insurance companies to the parent company create the “cash flow capacity” the parent company needs to
meet its obligations, including debt service. The combined statutory net income (loss) (a non-GAAP measure) of our life
insurance subsidiaries was $286.1 million, $(465.0) million and $(137.8) million in 2003, 2002 and 2001, respectively.
Included in such net income (loss) are net realized capital gains (losses), net of income taxes, of $32.8 million, $(516.1) million
and $(188.0) million in 2003, 2002 and 2001, respectively. In addition, the insurance subsidiaries incur fees and interest to
Conseco or.its non-life subsidiaries; such amounts totaled $85.8 million, $194.8 million and $279.2 million in 2003, 2002 and
2001, respectively.

The ability of our insurance subsidiaries to pay dividends is subject to state insurance department regulations. These
regulations generally permit dividends to be paid from statutory earned surplus of the insurance company for any 12-month
period in amounts equal to the greater of (or in a few states, the lesser of): (i) statutory net gain from operations or statutory
net income for the prior year; or (ii) 10 percent of statutory capital and surplus as of the end of the preceding year. Any
dividends in excess of these levels require the approval of the director or commissioner of the applicable state insurance
department. During 2002, our insurance subsidiaries paid dividends to Conseco totaling $240.0 million. In 2003, a non-cash
dividend of $4.5 million representing affiliated common stock was paid to CDOC.

On October 30, 2002, Bankers National Life Insurance Company and Conseco Life Insurance Company of Texas (on
behalf of itself and all other Conseco insurance subsidiaries), our insurance subsidiaries domiciled in Texas, each entered into
consent orders with the Commissioner of Insurance for the State of Texas whereby they agreed: (i) not to request any
dividends or other distributions before January 1, 2003 and, thereafter, not to pay any dividends or other distributions to
parent companies outside of the insurance system without the prior approval of the Texas Insurance Commissioner; (ii) to
continue to maintain sufficient capitalization and reserves as required by the Texas Insurance Code; (iit) to request approval
from the Texas Insurance Commissioner before making any disbursements not in the ordinary course of business; (iv) to
complete any pending transactions previously reported to the proper insurance regulatory officials prior to and during
Conseco's restructuring, unless not approved by the Texas Insurance Commissioner; (v) to obtain a commitment from
Conseco to maintain their infrastructure, employees, systems and physical facilities prior to and during Conseco's
restructuring; and (vi) to continue to permit the Texas Insurance Commissioner to examine its books, papers, accounts,
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records and affairs. The consent orders were formally released on November 19, 2003. We have agreed with the Texas
Insurance Department to provide prior notice of certain transactions, including up to 30 days prior notice of the payment of
dividends by an insurance subsidiary to any non-insurance company parent, and periodic reporting of information concerning
our financial performance and condition.

The National Association of Insurance Commissioners’ Risk-Based Capital for Life and/or Health Insurers Model Act
(the “Model Act”) provides a tool for insurance regulators to determine the levels of statutory capital and surplus an insurer
must maintain in relation to its insurance and investment risks and whether there is a need for possible regulatory attention.
The Model Act provides four levels of regulatory attention, varying with the ratio of the insurance company’s total adjusted
capital (defined as the total of its statutory capital and surplus, AVR and certain other adjustments) to its company action
level risk based capital (“RBC™): (i) if a company’s total adjusted capital is less than 100 percent but greater than or equal to
75 percent of its RBC (the “Company Action Level”), the company must submit a comprehensive plan to the regulatory
authority proposing corrective actions aimed at improving its capital position; (ii) if a company’s total adjusted capital is less
than 75 percent but greater than or equal to 50 percent of its RBC (the “Regulatory Action Level”), the regulatory authority
will perform a special examination of the company and issue an order specifying the corrective actions that must be taken;
(iii) if a company’s total adjusted capital is less than 50 percent but greater than or equal to 35 percent of its RBC (the
“Authorized Control Level”), the regulatory authority may take any action it deems necessary, including placing the company
under regulatory control; and (iv) if a company’s total adjusted capital is less than 35 percent of its RBC (the “Mandatory
Control Level”), the regulatory authority must place the company under its control. In addition, the Model Act provides for
an annual trend test if a company’s total adjusted capital is between 100 percent and 125 percent of its RBC at the end of the
year. The trend test calculates the greater of the decrease in the margin of total adjusted capital over RBC: (i) between the
current year and the prior year; and (ii) for the average of the last 3 years. It assumes that such decrease could occur again in
the coming year. Any company whose trended total adjusted capital is less than 95 percent of its RBC would trigger a
requirement to submit a comprehensive plan as described above for the Company Action Level.

The 2003 statutory annual statements filed with the state insurance regulators of each of our insurance subsidiaries
reflected total adjusted capital in excess of the levels subjecting the subsidiaries to any regulatory action. However, as a
result of losses on the long-term care business within the Other Business in Run-off segment, the RBC ratio of one of our
subsidiaries is near the level which would require it to submit a comprehensive plan aimed at improving its capital position.

The consolidated RBC ratio for our insurance subsidiaries was approximately 287 percent at December 31, 2003. We
calculate the consolidated RBC ratio by assuming all of the assets, liabilities, capital and surplus and other aspects of the
business of our insurance sub51d1ar1es are combined together in one insurance subsidiary, with appropriate intercompany
eliminations.

Our insurance subsidiaries hold principal protected senior notes of three trusts which invest in fixed maturities,
mortgages, preferred stock, common stock and limited partnerships. We consolidate the trusts in our financial statements
prepared in accordance with GAAP and at December 31, 2003, the estimated fair value of the trust investments slightly
exceeded their GAAP book value. During the fourth quarter of 2003, the trusts began liquidating their portfolios, a process
which is expected to be completed in the first quarter of 2004. Under statutory accounting practices, which differ from
GAAP, realized capital losses of $45.9 million were recorded on the fourth quarter 2003 partial redemption of the senior
notes issued by the trusts that are owned by the insurance subsidiaries. Additional statutory realized capital losses of $94.9
million were recorded at December 31, 2003 since a decision had been made to redeem the remaining senior notes at amounts
less than their amortized cost. The total statutory realized losses of $140.8 million on the senior notes were included in the
interest maintenance reserve.

16. BUSINESS SEGMENTS

After our emergence from bankruptcy, we began to manage our business operations through two primary operating
segments, based on method of product distribution, and a third segment comprised of business in run-off. We refer to these
segments as: (i) Bankers Life; (ii) Conseco Insurance Group; and (iii) Other Business in Run-Off. Prior to its disposition
effective March 31, 2003, we also had a finance segment (which is reflected in our discontinued operations in the
consolidated statement of operations). We also have a corporate segment, which consists of holding company activities and
certain noninsurance company businesses that are not related to our other operatlng segments Prior period segment data has
been reclassified to conform to the current period presentation. :
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Operating information regarding our segments was as follows (dollars in millions):

Revenues:
Bankers Life:
Insurance policy income:

ANNUILIES 1ovoeivireccieie st nis e re s e
Supplemental health ..o
Lt oottt st

Net investment inCOmMe (B) cvvvvrvcerevreinicicinnnicncncnes
Fee revenue and other income () .........coourvvcinnninncnens
Net realized investment gains (108$€S) (@)....coovevvricvrrirennan.

Total Bankers Life segment revenues...................

Conseco Insurance Group:
Insurance policy income:

ADNUILIES «eeveeicerec e e
Supplemental health ...........ccccoooiiniiiis
LT vttt

Net investment iNCOME (@) .....evcvverirerrerersirorenrirencrerennenas
Fee revenue and other income () .....cvoveecrernveornnrincnninnnnns
Net realized investment gains (1088es) ()..ocuvreicencrcenranans

Total Conseco Insurance Group

SEZGMENE FTEVENUES......ovvivieiiirinniniiinirce s,

Other Business in Run-Off:

Insurance policy income — supplemental health ................
Net investment iNCOME () ..cvervverrreerirerernenerrranesreecreenees
Fee revenue and other income (&) ....cocvoveeivieeoecvnnnenenennns
Net realized investment gains (108ses) (@)..cccoorvriunvrrcnnnan

Total Other Business in Run-Off

SEZMENE FEVEMUES....ccvvviiiiiiiiniiiiiriinre e

Corporate:

Net investment iNCOME (B).....cevcvrerrearireirienicrrcemireresnereenenas
Venture capital gain (loss) related to investment in AWE...
Gain on sale of interest in riverboat............cocvveveeverievennenne,
Net realized investment gains (10SSes) (8).....cccercrvrrererinnens
Fee and other inCome.......ocveviireniiii i e

Total corporate segment reVenues ...........oo.coveveenne
B IMINATIONS 1veiiicvireeeiveeivestreeseesabeesssssrssrbs s eserreessersraseessssrnsnsae

TOtal FEVENUES.....vvviiiiivieier ettt

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
$ 173 § 329 $ 396 $ 314
3842 760.4 1,122.8 1,082.5
515 91.5 125.1 271.2
38 7.9 12.6 15.0
1355 258.2 3674 376.4
5 2 1.3 1.2
34 5.5 (128.7) _(43.5
596.2 1,156.6 1,540.1 1,734.2
8.8 51.6 1213 56.8
250.9 499.0 727.9 684.4
125.7 303.9 503.8 524.5
13.1 383 1019 111.7
288.6 582.6 896.3 1,010.1
5 17.0 25.4 314
9.5 _(17.1) (368.1) (209.1)
697.1 1.475.3 2,008.5 2.209.8
150.5 418.8 847.3 1,215.2
55.3 101.5 155.8 166.7
9 - 8 1.2
(7 6.3 (58.2) (24.6)
206.0 526.6 945.7 1.358.5
i 16.2 14.0 39.7
(5.5) 10.5 (99.3) (23.4)
- - - 192.4
(4) 1) (1.3) (62.8)
114 17.1 59.2 68.5
6.2 43.7 (27.4) 214.4
- - (16.5) (24.9)
1.505.5 3.202.2 4.450.4 5.492.0
.‘(F-:t

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

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003 2002 2001
Expenses:

Bankers Life: _
Insurance policy benefits ..., 395.8 795.1 1,090.9 1,108.8
AINOTHZATION ...ttt ere e s eranesta e b e e srsreebeerencens 62.3 113.9 168.7 193.4
Interest expense on investment borrowings...........cccveeveen. .8 34 4.6 6.1
Other operating costs and eXpenses .........cccoceveerrcreveriiiniennne 51.8 84.6 94.4 130.6
Special Charges ......cccocvivvciceniicii - - 45.0 6.0

Total Bankers Life segment eXpenses ........c.covcvevenenn. 510.7 997.0 1,403.6 1,444 .9

Conseco Insurance Group:

Insurance policy benefits ..., 421.2 746.3 1,377.0 1,390.1
AMOTHZALION v vt 64.4 201.8 541.4 3246
Interest expense on investment borrowings ...........oc..oeeveuine. 1.6 4.7 10.2 19.7
Other operating costs and eXPenses ........ooovevevirerviienninenns 115.6 2226 292.1 273.9
Special ChATES .....vvvevrerrreier et et - - () 15.5

Total Conseco Insurance Group segment expenses .... 602.8 1,175.4 2.220.0 2,023.8

Other Business in Run-Off:

Insurance policy benefits ......c.cccovrveicnivceiieciine, 150.7 597.3 864.6 1,089.6
AMOTTIZALION 11everevreeete ittt s aerebe e 6.3 25.7 112.2 160.1
Interest expense on investment borrowings.........ovcveeveinnn. - 2 .6 2.0
Other operating costs and eXpenses........ocoeververnrcierinenns 36.2 74.7 185.1 212.8

Total Other Business in Run-Off segment expenses ... 193.2 697.9 1.162.5 1.464.5

Corporate:

Interest expense on corporate debt...........cccovviiniciniinnn 34.4 1942 325.5 369.6
Provision for losses and interest expense related to

stock purchase plan ...........ccccccevees - 55.6 240.0 169.6
Amortization related to operations - - .6 108.2
Interest expense on investment borrowings.........ccccveccncanee. - - 1.0 2.6
Other operating costs and eXpenses .........cccovvcrvierreriicicnnnne 14.9 404 181.1 135.2
Goodwill ImPaITMENt..........ccccvvvecrrireerircnrnreercrercraeernneecens - - 500.0 -
Gain on extinguishment of debt..........cccocevrinienniiinnncns - - (1.8) (17.0)
Reorganization iteIMS ........c.ooeevveervereesrerresreecasnsseneeseeaeosonns - (2,130.5) 14.4 -
Special Charges ....oviivievieciinieririeerieire e s - - 52.2 58.9

Total corporate segment eXpenses.........c.coovvenviiveeinanne 49.3 (1.840.3) 1.313.0 827.1

ElMINAtONS .cvvi it cteceeirie et erebree e rereserreesrne e svaesnres - - (16.5) (24.9)

Total EXPENSES ...vrvvivieiiiiiiieree e 1,356.0 1,030.0 6.082.6 5.7354

Income (loss) before income taxes, minority interest,
discontinued operations and cumulative effect of
accounting change: :

Bankers Life ..o 85.5 159.6 136.5 289.3
Conseco Insurance Group .........ccoeineicviniineniiioncs 94.3 299.9 (211.5) 186.0
Other Business in Run-Off.........c.ccoooecnvvviiirncennenenn, 12.8 (171.3) (216.8) (106.0)
Corporate OPerations ........cccovveeiveiieneensrennereneenenireas (43.1) 1,884.0 (1,340.4) (612.7)
Income (loss) before income taxes, minority ,
interest, discontinued operations and :
cumulative effect of accounting change .......... $ 1495 $2,1722 $(1.632.2) $ (2434)

(a)  Itis not practicable to provide additional components of revenue by product or services.
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Segment balance sheet information was as follows (dollars in millions):

Assets:

Bankers Life
Conseco Insurance Group
Other Business in Run-Off
Corporate
Assets of discontinued operations

Total assets

Liabiliti
Bank

Conseco Insurance Group
Other Business in Run-Off
Corporate

Liabi

(SN

TS L Lt i e e et b e st e sanaetereeseeaaeenan

lities of discONtiNUEd OPEIALIONS.......cvcvevecicreeiiec et

TOtA] HHADIIIEIES 1vvvvve it ettt ee et r e et s e e st e sesbae st e sssssseneesssesanasaes

Successor Predecessor
December 31, | December 31,
2003 2002
$ 9,826.2 $ 8,306.8

16,343.0 17,121.6
3,511.2 2,831.7

239.7 624.6

- 17,624.3
$29.920.1 $46,509.0
$ §,338.1 $ 6,774.3
13,7749 14,924.7
3,511.2 2,138.8
1,478.3 5,175.8

- 17.624.3
$27,102.5 $46,637.9

The following tables present selected financial information of our segments (dollars in millions):

Segment

2003 .

Bankers Life ..o,
Conseco Insurance Group.........co.ccovvvevvnrenns

QOther B

2002

usiness in Run-off .......cccccovveviiinnns

Bankers Life .....cccoovveniieieriiieeveeeenaiens
Conseco Insurance Group..........ooceererrvnnn.

Other B

usiness in Run-off ..o

Value of  Cost of
policies  policies
inforce  produced
at the and cost
Effective of policies Insurance
Date purchased liabilities Goodwill
$1,3285 § 833 $ 8,092.5 $172.5
1,394.0 18.5 13,2511 779.7
227.0 - 3,498.6 -
329495 § 101.8 $24,842.2 52.2
$ - $1,165.5 $ 6,323.6 $100.0
- 1,760.8 14,3504 -
- 258.1 2.123.1 -
s§ - $31844 22,797.1 $100.0
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17. QUARTERLY FINANCIAL DATA (UNAUDITED)

We compute earnings per common share for each quarter independently of earnings per share for the year. The sum of
the quarterly earnings per share may not equal the earnings per share for the year because of: (i) transactions affecting the
weighted average number of shares outstanding in each quarter; and (ii) the uneven distribution of earnings during the year.
Quarterly financial data (unaudited) was as follows (dollars in millions, except per share data).

Predecessor Successor
Two months | One month
ended ended
1stQtr. 2nd Otr. August 31 | September 30 4th Qtr.
2003
REVEIUES ....eoviiiie i ceee et ette et e e ereeiseesaesera s b caree s easreens $1,237.2 $1,230.1 $734.9 $366.3  $1,139.2
Income (loss) before income taxes, minority interest and
discontinued OPETAtIONS ......coccvvierirriiinrierienrec e (47.5) (393) 2,259.0 37.8 111.7
Net INCOME (0SS) coveviivvirierieriieie et aereree s et erenseraessnes (19.0) (20.6) 2,241.3 24.2 72.1
Income (loss) per common share:
Basic:
I LA §1e7e ) o1 (= SRS $.19 $.50
Diluted: :
NEt INCOME et eeeerecres e s et eesrenean $.17 $.49
Predecessor
1st Qtr. 2nd Otr, 3rd Qtr, 4th Qtr.,
2002
REVEIUES .ottt e et e s eee st e s s stae et e s esnesaaa e aesarnseenas $1,258.5 $ 9904 $990.8 $1,210.7
Loss before income taxes, minority interest, discontinued operations,
and cumulative effect of accounting change ...........c.ccocvcirivviricniienn, (85.7) (386.9) (952.9) (206.7)
N 0SS vttt ettt ettt eree s e e e e s ettt ereaen e e e s (3,045.1) (1,333.1) (1,769.0) (1,688.5)

18. INVESTMENTS IN VARIABLE INTEREST ENTITIES

The Company has investments in various types of special purpose entities and other entities, some of which are VIEs
under FIN 46, as described in the note to the consolidated financial statements entitled “Summary of Significant Accounting
Policies”. The following are descriptions of our significant investments in VIEs:

Brickyard Trust

Brickyard Loan Trust (“Brickyard™) was a collateralized debt obligation trust which participated in an underlying pool of
commercial loans. The trust was formed by the Predecessor and was fully liquidated in the third quarter of 2003. The initial
capital structure of Brickyard consisted of $575 million of senior financing provided by unrelated third party investors and $127
million of notes and subordinated certificates owned by the Company and others. As a result of our 85 percent ownership
interest in the subordinated certificates, we were the primary beneficiary of Brickyard. In accordance with ARB 51
“Consolidated Financial Statements”, Brickyard was consolidated in our financial statements because: (i) our investment
management subsidiary, 40|86 Advisors, Inc. was the investment manager; and (ii) we owned a significant interest in the
subordinated certificates. :

In the fourth quarter of 2002, the trust decided to begin the process of liquidating its portfolio of commercial loans. The
trust planned to use the proceeds to: (i) repay the senior debt; and (ii) distribute residual proceeds to the subordinated certificate
holders. As a result of the trust’s intent to sell the commercial loans in the near future, we determined the decline in value of
certain commercial loans was other than temporary. Accordingly, we recognized the decline in value of $45.5 million in 2002
as a realized loss and the cost basis of the commercial loans was reduced to estimated fair value. We included the $410.2
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million carrying value of the commercial loans which served as collateral for Brickyard’s obligations in “assets held in separate
accounts and investment trust” at December 31, 2002. Such carrying value approximated the estimated fair value of the trust’s
assets. The liabilities and minority interest of the trust totaled $392 million at December 31, 2002 and included: (i) $384
million of amounts due to the holders of the senior note obligations (including principal amount due plus accrued interest less
$92 million in a cash reserve account held for the benefit of the senior note holders); and (i1) $8 million representing the
interests of the minority holders of the subordinated certificates. These amounts were included in “liabilities related to separate
accounts and investment trust”. The senior note obligations of the trust had no recourse to the general credit of the Company.

The trust sold all of the commercial loans, repaid the senior notes and distributed its remaining assets to the subordinated
certificate holders during the third quarter of 2003. We recognized an impairment loss of $11.1 million during the second
quarter of 2003 to record an other than temporary decline in the value of certain of the trust’s commercial loans. No additional
gain or loss was recognized upon the ultimate disposition of Brickyard.

Other Investment Trusts

In December 1998, Old Conseco formed three investment trusts which invest in various fixed maturity, limited
partnership and other types of investments. The initial capital structure of each of the trusts consisted of: (i) principal-protected
senior notes; (ii) subordinated junior notes; and (iii) equity. The senior principal-protected notes are collateralized by zero
coupon treasury notes with par values and maturities matching the par values and maturities of the principal-protected senior
notes. Conseco’s life insurance subsidiaries own 100 percent of the senior principal-protected notes. Certain of Conseco’s
non-life insurance subsidiaries own all of the subordinated junior notes, which have a preferred return equal to the total return
on the trusts’ assets in excess of principal and interest on the senior notes. The equity of the trusts is owned by unrelated third
parties.

The three investment trusts are VIEs under FIN 46 because the trusts’ equity represents significantly less than 10 percent
of total capital and the subordinated junior notes were intended to absorb expected losses and receive virtually all expected
residual returns. Based on our 100 percent ownership of the subordinated junior notes, we are the primary beneficiary of the
investment trusts. All three trusts are consolidated in our financial statements. The carrying value of the total invested assets in
the three trusts was approximately $228 million and $382 million at December 31, 2003 and 2002, respectively, which also
represents Conseco’s maximum exposure to loss as a result of our ownership interests in the trusts. The trusts have no
obligations or debt to outside parties. During the fourth quarter of 2003, the trusts began liquidating their portfolios, a process
which is expected to be completed in the first quarter of 2004. The investments held by the trusts are reflected in our
investments in the consolidated balance sheet.

Investment in General Motors Building

See the note to the consolidated financial statements entitled “Investments” for a discussion of this investment.

19. FINANCIAL INFORMATION REGARDING CFC

As part of our Chapter 11 reorganization, we sold substantially all of the assets of our Predecessor’s finance business
and exited from this line of business. Our finance business was conducted through our Predecessor’s indirect wholly-owned
subsidiary, CFC. We accounted for our finance business as a discontinued operation in 2002 once we formalized our plans to
sell it. On April 1, 2003, CFC and 22 of its direct and indirect subsidiaries, which collectively comprised substantially all of
the finance business, filed liquidating plans of reorganization with the Bankruptcy Court in order to facilitate the sale of this
business. The sale of the finance business was completed in the second quarter of 2003. We did not receive any proceeds
from this sale in respect of our interest in CFC, nor did any creditors of our Predecessor. As of March 31, 2003, we ceased to
include the assets and liabilities of CFC on our Predecessor’s consolidated balance sheet. The consolidated statement of
operations reflects the operations of the discontinued finance business in the caption “Discontinued operations™ for all
periods. Our December 31, 2002 consolidated balance sheet includes the total assets of the finance segment in the caption
“Assets of discontinued operations” and the total liabilities of the finance segment in the caption “Liabilities of discontinued
operations”. »
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The following summarizes selected balance sheet information of CFC as of December 31, 2002:

CFC
CONSOLIDATED BALANCE SHEET INFORMATION
December 31, 2002
(Dollars in millions)
2002
ASSETS
Retained interests in securitization trusts at fair value (amortized cost:

2002 = $189.1) ceieieeiierieer st bbb bbb b b bt $§ 2526
Cash and cash eqQUIVAIEIES .........coovviiivciiiiiii et 562.3
Cash held in segregated accounts for investors i SECUTItiIZAtIONS .....c.ecireeveriereierereereerierereeeeeane. 3947
Cash held in segregated accounts related to servicing agreements and

SECUTIIZAION trANSACTIONS c....euireieiiiieereeetieentent st ettt es et ee ettt e st an e se et s gt arantsresarbebanrasenas 998.4
FINANCE TECEIVABIES ... .oveiieetieicire it e cete et etbeebe st sb et s teeabe s erbaeae et e srbeebesesatsnesseseenesesasareatnas 2,023.1
Finance receivables - SECUTILIZEA .......c..covviviiiieieiiiiie ettt cctee e eere sttt seer e et bbb e bt e erbneebe e 12,460.0
Receivables due from Conseco, INC.(8) .....oovevririiiiiiinii et 276.1
OBNBT ASSEIS ... cerveeerveeier e ueereteieurasasstaeeaea s iaaressrasasesessasasasasasessasasassasessasasasasasnsossassacssasssessssasasien 997.7

TOLAl ASSEIS...veverrrereecerreeiersre s e sras e ess et s s rae s e s b et s st nn e en e s s e ssa s e et nanens 17,964.
LIABILITIES AND SHAREHOLDER’S DEFICIT
Liabilities: ‘

INVESLOT PAYADIES ......i ittt ettt bt b e bt e en et sttt st et se et ebneas $ 3947

Guarantee liability related to interests in securitization trusts held by others .........c.c..ooccvicinn 326.7

Liabilities related to certificates of dePOSIt ....cocvocorvviiriie et 2,326.0

Servicing HABIIITY ..ot et er e eb et a b bt 3334

INCOME tAX HBDIILY ©oivvveiieitiiii ittt ettt et et ebeeraa e b e ereenteaaeese s 34.6

Other HabilIIEs.......ooviv ittt bbb an e abe s s 279.1

Notes payable: 4

Related to securitized finance receivables structured as collateralized borrowings ............... 13,069.7
Debtor in posSession fACIIItIes ......c..covvvoiiiiririe ettt b e ere 82.0
Total liabilities not subject {0 COMPIOMISE........cv.ervvverreieererrerenei e eaneees 16.846.2
Liabilities SUDJECt 10 COMPIOIMSE ....e.voveriiririeiriirierinreeriraeseteteeteseneese st e sesesansebenesseessesesensseasessanases 1,204.9
TOtal HABIHEIES ...cveeitiiieeieiie sttt ettt et bt bbb st atas 18.051.1
Shareholder’s deficit:

Preferred SLOCK (8) .. cccvvieiiericiirieireis et e ettt es st et e b s bt es b es s s b en e er et ns 750.0

Common stock and additional paid-in capital (2)..........cc.ccoveiviinncricirenien s 1,209.4

Accumulated other comprehensive income (net of applicable deferred

income tax benefit: 2002 - $(63.8)) (@)......eeveerviiieiiirn 110.6
Retained efiCit () ....ccuveviialiieriiniieeriea e ettt e reetet ettt as e te e ebese bt eve ettt ete et et e b ersbans (2,156.2)
Total shareholder’s deficit.........ccoiiriiiiniiiircec e (86.2)

Total liabilities and shareholder’s deficit..........ccovvverirrirronnrnercinrcrresivcneeinns $17,964.9

(a) Intercompany accounts were eliminated when consolidated with Conseco and its other wholly-owned subsidiaries.
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The following summarizes selected statement of operations information of CFC for the years ended December 31, 2002

and 2001:
CFC
CONSOLIDATED STATEMENT OF OPERATIONS INFORMATION (a)
for the years ended December 31, 2002 and 2001
(Dollars in millions)
2002 2001
Revenues:
Net investment income:
Finance receivables and Other...........ocoioiiiiiiiiioee i ecrneceeecnasreseea e reeneneens $2,062.4 $2,150.1
Retained INtErests........vccoeriieirierrcieie ettt see s 75.0 125.3
AFFHAEd (D) 1.eoeriieeeieie et ettt 11.8 19.6
Gain (loss) on sale of finance receivables ..., (49.5) 26.9
ServiCing IMCOME. ....cvviirriinirirriene ittt 83.9 115.3
Impairment Charges .........cccereirerrinc ettt (1,449.9) (386.9)
Fee revenue and Other INCOME......covveveirceenneniie e csne e 189.9 220.5
TOtAl TEVENUES ....ovvivreiiiiecrreicire sttt eseneans 923.6 2,270.8
Expenses:
Provision fOr LOSSES ..........coveriieiirieiir et eb et 950.0 537.7
Interest expense — affiliated (b).......covvorieiinennicinin e 10.3 28.5
IEEIESt EXPEIISE ..eeverinreeirieie ettt s s e e e e en e b 1,119.7 1,205.9
Other operating costs and EXPENSES.......cc.urveierireerirrenrerencererieecsesesreresnens 608.0 639.4
Other operating costs and expenses — affiliated (b).....cc..ooecevveveieieninecnnne. 8.0 3.0
Gain on extinguishment of debt ... (6.3) (9.9)
Special Charges. ... 121.9 21.5
ReOrganization ItEIMS.......c.vvuiierinrieeriercriee e sir e eesrceresteetersestrane e s seeseeseaseen 17.3 -
Total EXPENSES ...ccvvviririciiriiiii e 2.828.9 2,426.1
Loss before inCome taXes .......c.covceevniieniiniiriiinninecnn s (1,905.3) (155.3)
Income tax expense (benefit):
Tax (benefit) expense on period income ................. PR 36.8 (52.6)
Valuation allowance for deferred tax @SSEtS .......coovvveeieeneiriinnrincennrenennenns 2453 -
INEELOSS 1.vveririeireieieetessec e teare e em et atessste s bt e se bt es e b aee st s sases (2,187.4) (102.7)
Preferred stock dividends payable to Conseco (b)......cocovvrirrvniinienennenne. 67.5 67.5
Net loss applicable to common stock ... $(2,254.9) 31702
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(a) CFC’s statement of operations information has been presented as a discontinued operation in Conseco’s
consolidated financial statements for the periods summarized.
(b) Intercompany accounts were eliminated when consolidated with Conseco and its other wholly-owned subsidiaries.

The following table reconciles CFC’s loss before cumulative effect of accounting change as presented on the previous
page to the amount included in discontinued operations in the accompanying consolidated statement of operations (dollars in
millions):

2002 2001
NELLOSS 1eereviereeueeearesvsissasssisssesssresnassssebesssessbssesssniesesssetnsssssssssassesnsssssseses $(2,187.4) $(102.7)
TNCOME LAXES(A) vvereirrereeeraerersiresimeerestenrese s sessine st st e s ae e bas et ene st enenees 282.1 -
Net expenses eliminated in consolidation, net of
INCOMNE EAX +uvrererrerereeeerueerer s iesere e s sas e i sre et st et sne s e ne e ebe e 6.5 7.7
Impatirment charge related to investment in CFC ..o _ (64.5) -
Loss recognized as discontinued OPerations ............covecovvercirnrvivccioncrenens 3(1.963.3) $(95.0)

(a) Amount is considered in determining the income tax expense in the consolidated statement of operations.
Summary of Significant Accounting Policies

Significant accounting policies, not described in the note to the consolidated financial statements entitled “Summary of
Significant Accounting Policies,” which are more relevant to CFC are discussed below:

Retained Interest in Securitization Trusts

Retained interests in securitization trusts represent the right to receive certain future cash flows from securitization
transactions structured prior to CFC’s September 8, 1999 announcement (see “Revenue Recognition for Sales of Finance
Receivables and Amortization of Servicing Rights” below). Such cash flows generally are equal to the value of the principal
and interest to be collected on the underlying financial contracts of each securitization in excess of the sum of the principal and
interest to be paid on the securities sold and contractual servicing fees. CFC carried retained interests at estimated fair value.
We determined fair value by discounting the projected cash flows over the expected life of the receivables sold using current
prepayment, default, loss and interest rate assumptions. CFC determined the appropriate discount rate to value these securities
based on it’s estimates of current market rates of interest for securities with similar yield, credit quality and maturity
characteristics. The discount rate was 16 percent at December 31, 2002. CFC recorded any unrealized gain or loss determined
to be temporary, net of tax, as a component of shareholder’s equity. Declines in value are considered to be other than
temporary when: (i) the fair value of the security is less than its carrying value; and (ii) the timing and/or amount of cash
expected to be received from the security has changed adversely from the previous valuation which determined the carrying
value of the security. When declines in value considered to be other than temporary occurred, CFC reduced the amortized cost
to estimated fair value and recognize a loss in the statement of operations. The assumptions used to determine new values were
based on CFC’s internal evaluations.

Finance Receivables

Finance receivables included manufactured housing, home equity, home improvement, retail credit and floor plan loans.
CFC carried finance receivables at amortized cost, net of an allowance for credit losses.

CFC deferred fees received and costs incurred when it originated finance receivables. CFC amortized deferred fees,
costs, discounts and premiums over the estimated lives of the receivables. CFC included such deferred fees or costs in the
amortized cost of finance receivables.
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CFC generally stopped accruing investment income on finance receivables after three consecutive months of contractual
delinquency.

Finance receivables transferred to securitization trusts in transactions structured as securitized borrowings are classified
as finance receivables - securitized. These receivables were held as collateral for the notes issued to investors in the
securitization trusts. Finance receivables held by CFC that had not been securitized are classified as finance receivables.

Provision for Losses

The provision for-credit losses was based upon an assessment of current and historical loss experience, loan portfolio
trends, prevailing economic and business conditions, and other relevant factors. In management’s opinion, the provision was
sufficient to maintain the allowance for credit losses at a level that adequately provided for losses inherent in the portfolio.

CFC reduced the carrying value of finance receivables to net realizable value at the earlier of: (i) six months of
contractual delinquency; or (ii) when it took possession of the property securing the finance receivable.

Liabilities Related to Certificates of Deposit

These liabilities related to the certificates of deposits issued by CFC’s bank subsidiaries. The liability and interest
expense account were also increased for the interest which accrued on the deposits. At December 31, 2002, the weighted
average interest crediting rate on these deposits was 3.5 percent.

Revenue Recognition for Sales of Finance Receivables and Amortization of Servicing Rights

Subsequent to September 8, 1999, CFC generally structured its securitizations in a manner that required them to be
accounted for under the portfolio method, whereby the loans and securitization debt remain on CFC’s balance sheet pursuant to
Financial Accounting Standards Board Statement No. 140, “Accounting for the Transfer and Servicing of Financial Assets and
Extinguishments of Liabilities” (“SFAS 140”). The ratings downgrades and other events that followed the Company’s August
9, 2002, announcement, eliminated CFC’s access to the securitization markets.

For securitizations structured prior to September 8, 1999, CFC accounted for the transfer of finance receivables as sales.
In accordance with GAAP, CFC recognized a gain, representing the difference between the proceeds from the sale (net of
related sale costs) and the carrying value of the component of the finance receivable sold. CFC determined such carrying value
by allocating the carrying value of the finance receivables between the portion sold and the interests retained (generally
interest-only securities, servicing rights and, in some instances, other subordinated securities), based on each portion’s relative
fair values on the date of the sale.

CFC amortized the servicing rights it retained after the sale of finance receivables in proportion to, and over the
estimated period of, net servicing income.

CFC evaluated servicing rights for impairment on an ongoing basis, stratified by product type and securitization period.
To the extent that the recorded amount exceeded the fair value for any strata, CFC established a valuation allowance through a
charge to earnings. If CFC determined, upon subsequent measurement of the fair value of these servicing rights, that the fair
value equaled or exceeded the amortized cost, any previously recorded valuation allowance would be deemed unnecessary and
restored to earnings.

Liabilities Subject to Compromise

Under the Bankruptcy Code, actions by creditors to collect indebtedness CFC owed prior to the Petition Date were
stayed and certain other prepetition contractual obligations were not enforced against the Finance Company Debtors. CFC
received approval from the Bankruptey Court to pay certain prepetition liabilities including employee salartes and wages,
benefits, and other employee obligations. All other prepetition liabilities were classified as “habilities subject to
compromise” in CFC’s December 31, 2002 consolidated balance sheet.
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The following table summarizes the components of the liabilities included in the line “liabilities subject to
compromise” in CFC’s consolidated balance sheet as of December, 2002 (dollars in millions):

Other liabilities: :
Liability for Zation ......coecvvieieieiriiiercrcicierceicinetese s § 388
Accounts payable and acCrued EXPENSES ..cuvvererirrirerierriineerienrreneereneeeerennes 65.8
Total other liabilities subject t0 COMPrOMISE ......coivverererrerereierrreeeereines 104.6
Preferred stock dividends payable to Conseco, Inc. .......cccccvveniineenniiincnncne 153.6
Notes payable:
Master repurchase agreSments (8) ......cc..eveererrerricniereninesesenseresereretessessenns 174.4
Credit facility collateralized by retained
iNterests in SECUTTtIZAtIONS (B) ..vvoverrerererirnrenisiniriererrnirese e ssesuesraereseenees 497.7
Due 10 CONSECO, INC. crviiiiiiiiiiriie ittt s srree e s ree s str e enbee e 273.2
Other DOTTOWINEZS ..ivviveeereerriereerietinreie e sreetsreebeee et e see e senseesbessesae s aneoneenesens L4
Total notes payable subject t0 COMPTOMISE ....cc.ovrvrrveruvircrrerniencaereenens 946.7
Total liabilities subject to COMPIOMISE .....ceoccevririiieriiieirrer e s $1.204.9

(a) The Finance Company Debtors have guaranteed these facilities.
Finance Receivables and Retained Interests in Securitization Trusts

During 2002, CFC completed six securitization transactions, securitizing $2.7 billion of finance receivables. These
securitizations were structured in a manner that required them to be accounted for as secured borrowings, whereby the loans
and securitization debt remained on CFC’s balance sheet, rather than as sales, pursuant to SFAS 140. Such accounting
method is referred to as the “portfolio method”.

CFC classified the finance receivables transferred to the securitization trusts and held as collateral for the notes issued to
investors as “finance receivables-securitized”. The average interest rate on these receivables was approximately 12.4 percent at
December 31, 2002. CFC classified the notes issued to investors in the securitization trusts as “notes payable related to
securitized finance receivables structured as collateralized borrowings”.

Conseco’s leveraged condition and liquidity difficulties eliminated CFC’s ability to access the securitization markets.
This required CFC to pursue whole loan sales to maintain availability under its warehouse facilities for new originations.
Accordingly, CFC classified its unsecuritized finance receivables as held for sale which required the assets to be carried at
the lower of cost or market. At December 31, 2002, CFC had an allowance of $47.1 million for certain finance receivables
with current estimated market values below cost.

During 2002, CFC completed various loan sale transactions. CFC sold $2.1 billion of finance receivables which
generated net losses of $49.5 million. CFC also recognized a loss of $96.0 million related to the sale of $.5 billion of certain
finance receivables sold as part of its cash raising initiatives in order to meet its debt obligations. See “Special Charges™
elsewhere in the notes to the consolidated financial statements.
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The following table summarizes CFC’s finance receivables - securitized by business line (dollars in millions):

December 31

° 2002
Primary lines:

Manufactured ROUSING. .....cccovririiirtiieiiiniet ettt ebe s $ 6,965.3
MOTEZALE SEIVICES ..evevereiririirterieneetirrerieseatssnesreenate e eneeseeseares b st eb s bt ebe et st bbbt enees 5,005.9
RELATI CTEAIL ....evtiiiriicet ettt vt ce b e r e e saan s esabe s sesbesanbe s esstesasrateeraaeastrnessesessebeesnes 641.5
Consumer finance - CloSEd-ENd .........cocoovviriiicii e eere ettt eiee e eraeens R 407.7.
13,020.4

Less allowance fOr Credit 10SSES ...viiiiiiiiiiiiriiiieriiiet et siveeete e ecre e sstae s etreessbresasevnsosaa st 560.4
Total finance receivables - SECUITIZEA.........cooviviiiiiirir et r e cbe s $12.460.0

The following table summarizes CFC’s other finance receivables by business line and categorized as either a part of CFC’s
primary lines or a part of other lines (discontinued in previous periods) (dollars in millions):

December 31

2002

Primary lines:
Manufactured NOUSING ....c.ccvviiriiiiiiriii e e e $ 159.5
MOTEZAZE SEIVICES ..cevvevireeiineirecereetenrereeeteetrebestetsabes bt b eatsessessaenesaeseeesaesaesanssenemneoneeeneonens 260.7
REAI] CTEAIL ... .oiviceie ettt sttt se et e et et e e e e e saeas e eaeantsensassasnesseenes 1,599.1
Consumer fInance CloSEA-EId .......oovvviiiiiii ettt e scee et re st ee s e s e sbaseesraaesees 35.8
2,055.1
Less allowance for Credit 10SSES ...oovviiiiiiiiieriicec ettt et eet b e e st s es s ceteenesensassennestesans 86.5
Net other finance receivables for Primary HNES...............o.ccoervmeerversversssrrsisenssonssesssssonees 1,968.6
Other lines (discontinued in previous PEriods) ....c.ciivievireiuirieiceeeiecrererreeeee e reb s 71.4
Less allowance for Credit J0SSES v iiiviiiiiii ettt e r e e eev e ere e st e esnae e e 16.9
Net other finance receivables for 0ther LINeS ..ot e 54.5
Total other fINANCE TeCEIVADIES .. ..ccviivirir i ettt ar e ceab e serae s $2,023.1
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The changes in CFC’s allowance for credit losses included in finance receivables (both securitized and other portfolios)
were as follows (dollars in millions):

2002 2001

Allowance for credit losses, beginning 0f YEAr.........ccccoiviriioieieirinreeie st $421.3 $ 306.8
Additions to the allowance:

Provision fOr 1OSSES ... evririeieieirc ettt et st e 950.0 537.7

Change in allowance due to purchases and sales of certain

fiNance reCeivabIES ....occvieoriiiicir i (21.3) D

CIEAIt LOSSES..vviiveireeercetieerece ittt ettt et ettt e st s b bbbt e s b (686.2) (423.1)
Allowance for credit losses, end of Year..........coevnimiriiiinininiininiin, e 3663.8 $421.3
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The securitizations structured prior to September §, 1999, met the applicable criteria to be accounted for as sales. At
the time the loans were securitized and sold, CFC recognized a gain and recorded its retained interest represented by the
interest-only security and servicing rights. The interest-only security represented the right to receive, over the life of the pool
of receivables: (i) the excess of the principal and interest received on the receivables transferred to the special purpose entity
over the principal and interest paid to the holders of other interests in the securitization; and (ii) contractual servicing fees. In
some of those securitizations, CFC also retained B-2 securities. CFC’s net retained interests in securitization trusts at
December 31, 2002 are summarized below (dollars in millions):

December 31, 2002
Amortized Estimated

cost fair value
Retained interests in securitization trusts:
Interests securitized in the form of B-2 securities .............co.o..e.. $ 548.0 $611.5
Interest-only SECUTItIES......ooiciiiiiiiiiiiicei i (358.9) (358.9)
Total retained interests, excluding guarantee liabilities.......... 189.1 252.6
Guarantee liability related to interests in securitization
trusts held by others ... (326.7) (326.7)
Total retained interests, net of guarantee liabilities................. $(137.6) $ (74.1)

During 2002, CFC recognized no gain on sale related to securitized transactions.

The retained interests in securitization trusts on CFC’s balance sheet represented an allocated portion of the cost basis of
the finance receivables in the securitization transactions accounted for as sales. CFC’s retained interests in those securitization
transactions were subordinate to the interests of other investors. Their values were subject to credit, prepayment, and interest
rate risk on the securitized finance receivables. Management of CFC determined the discount rate to value these securities
based on CFC’s estimates of current market rates of interest for securities with similar yield, credit quality and maturity
characteristics. CFC included the difference between estimated fair value and the amortized cost of the retained interests (after
adjustments for impairments required to be recognized in earnings) in “accumulated other comprehensive income (loss), net of
taxes.”

The determination of the value of CFC’s retained interests in securitization trusts required significant judgment. CFC
recognized significant charges when the interest-only securities did not perform as well as anticipated based on its
assumptions and expectations. In securitizations to which these retained interests related, CFC retained certain contingent
risks in the form of guarantees of certain lower-rated securities issued by the securitization trusts. As of December 31, 2002,
the total nominal amount of these guarantees was approximately $1.4 billion. CFC considered any potential payments related
to these guarantees in the projected cash flows used to determine the value of its retained interests. The discounted present
value of the expected future payments related to the guarantees were classified as the “Guarantee liability related to interests
in securitization trusts held by others” in CFC’s balance sheet. The $1.4 billion nominal amount of these guarantees
represented the par value of the guaranteed lower-rated securities. During 2002 and 2001, interest and principal payments
related to such guarantees totaled $45.5 million and $32.7 million, respectively. CFC suspended guarantee payments in the
fourth quarter of 2002.

Together, the interest-only securities and the B-2 securities, represented CFC’s retained interests in these securitization
trusts.

During 2002, CFC’s ability to access the securitization markets was eliminated. The securitization markets were
CFC’s main source of funding for loans made to purchasers of repossessed manufactured homes. CFC believed that its loss
severity rates were positively impacted when it used retail channels to dispose of repossessed inventory (where the
repossessed units are sold through company-owned sales lots or its dealer network). Since CFC was no longer able to fund
the loans made on repossessed homes sold through these channels, sales through these channels decreased and CFC had to
use the wholesale channel to dispose of repossessed manufactured housing units, through which recovery rates are
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significantly lower. Accordingly, CFC changed the loss severity assumptions used to value its retained interests to reflect the
higher loss severity expected to be experienced in the future. In addition, CFC’s previous assumptions reflected its belief that
the adverse manufactured housing default experience in recent periods would continue through the first half of 2002 and then
improve over time. Accordingly, CFC increased the default assumptions it used to value its retained interests to reflect its
future expectations. CFC’s home equity/home improvement assumptions were adjusted to reflect recent default experience
as well as CFC’s future expectations.

The Company adopted the requirements of EITF 99-20 effective July 1, 2000. Under EITF 99-20, declines in the
value of CFC’s retained interests in securitization trusts are recognized when: (i) the fair value of the retained beneficial
interests are less than their carrying value; and (ii) the timing and/or amount of cash expected to be received from the retained
beneficial interests have changed adversely from the previous valuation which determined the carrying value of the retained
beneficial interests. When both occur, the retained beneficial interests are written down to fair value as an other-than-
temporary impairment.

As a result of the requirements of EITF 99-20 and the assumption changes described above, CFC recognized an
impairment charge of $1,077.2 million in 2002 for the retained beneficial interests. CFC also recognized a $336.5 million
increase in the valuation allowance as a result of changes to the expected future cost of servicing the finance receivables. The
levels of delinquent and defaulting loans caused servicing costs to increase.

CFC recognized an impairment charge of $386.9 million in 2001, for the interest-only securities that were not
performing as well as expected based on its previous valuation estimates.

The following table summarizes certain cash flows received from and paid to the securitization trusts during 2002
(dollars in millions):

Servicing fees reCEIVED ....ioririirerire s ettt et e e $ 469
Cash flows from retained interests, net of guarantee payments.... 22.3
Servicing advances Paid...........oceevrriirrinicrcnn e e (275.9)
Repayment of servicing advances..........oovereeveiicinrenieiie et ncnne s 257.1

During the third quarter and again in the fourth quarter of 2002, CFC changed the assumptions used to estimate the
value of its retained interests to: (i) project higher severity losses related to the defaults, reflecting CFC’s inability to finance
the sale of repossessed manufactured homes resulting in reliance on the wholesale disposition channel for repossessed
manufactured homes; and (ii) project higher rates of default in the future, based on its then current expectations.

Effective September 30, 2001, CFC transferred substantially all of its interest-only securities into a securitization trust.
The transaction provided a means to finance a portion of the value of its interest-only securities by selling some of the cash
flows to Lehman. The transfer was accounted for as a sale in accordance with SFAS 140. However, no gain or loss was
recognized because the aggregate fair value of the interest retained by CFC and the cash received from the sale were equal to
the carrying value of the interest-only securities prior to their transfer to the trust. The trust is a qualifying special purpose
entity and is not consolidated pursuant to SFAS 140. CFC received a trust security representing an interest in the trust equal
to 85 percent of the estimated future cash flows of the interest-only securities held in the trust. Lehman purchased the
remaining 15 percent interest. The value of the interest purchased by Lehman was $20.4 million at December 31, 2002.
CFC continued to be the servicer of the finance receivables underlying the interest-only securities transferred to the trust.
Lehman had the ability to accelerate the principal payments related to their interest after a stated period. Until such time, -
Lehman was required to maintain a 15 percent interest in the estimated future cash flows of the trust. By aggregating the
interest-only securities into one structure, the impairment tests for these securities are conducted on a single set of cash flows
representing CFC’s 85 percent interest in the trust. Accordingly, adverse changes in cash flows from one interest-only
security are offset by positive changes in another. The new structure did not avoid an impairment charge if sufficient positive
cash flows in the aggregate were not available (such as was the case at December 31, 2002).

On December 2, 2002, CFC elected not to make approximately $4.7 million in guarantee payments of which $.6
million was owed to outside third parties.
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At December 31, 2002, key economic assumptions used to determine the estimated fair value of CFC’s retained interests
in securitizations and the sensitivity of the current fair value of residual cash flows to immediate 10 percent and 20 percent
changes in those assumptions were as follows (dollars in millions):

Carrying amount/fair value of retained interests:
Retained INEIests.......ccerrevirreicreniiii s
Guarantee Hability .....ccoocovveriineninicieceinne.
Servicing labilities ......ooceevvemvrinrnicice,

Total retained INtErests ........coecevererriennrerininnenes

Cumulative principal balance of sold finance
receivables at December 31, 2002 ...ccoovviivinivinins

Weighted average life in years.......occoviviiinnenen,

Weighted average stated customer interest rate
on sold finance receivables ...,

Assumptions to determine estimated fair value
of retained interests at December 31, 2002:

Expected prepayment speed as a percentage
of principal balance of sold finance receivables (a)...

Impact on fair value of 10 percent decrease ..............
Impact on fair value of 20 percent decrease .............
impact on fair value of 10 percent increase...............
Impact on fair value of 20 percent increase...............

Expected nondiscounted credit losses as a percentage of
principal balance of related finance receivables (a)...

Impact on fair value of 10 percent decrease ..............
Impact on fair value of 20 percent decrease ..............
Impact on fair value of 10 percent increase ...............
Impact on fair value of 20 percent increase...............
Weighted average disCOUNt rate ......o.eeevevenveverecornneercnenenn,
Impact on fair value of 10 percent decrease ..............
Impact on fair value of 20 percent decrease ..............
Impact on fair value of 10 percent increase................

Impact on fair value of 20 percent increase...............

Home equity/

Manufactured

housing

home

Consumer/
improvement equipment Total

Interests Interests
held by held by
others Conseco

$ 246 $ 2344 3140 $273.0 $(204) $252.6
(299.7) 5.8 (12 (3267 - (326.7)
(320.1) (5.9) _(14) (3334) _ - (333.4)

$ (5952) $_2227 $(14.6) $(G38LI) $(20.4) $(407.5)

$15,429.6
6.9

9.7%

7.1%

$(6.7)

(18.1)
8.0

15.8

20.3%
$26.8
115.3

(6.3)
(30.3)

16.0%

$(11.8)

(24.4)
11.2
21.6
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$3,723.2  $787.2 $19,940.0

3.6
11.9%

18.9%
$2.0
5.9
(1.3)
(1.9)

9.0%
$17.4
376
(15.8)
(30.3)
16.0%
$20.3
436
(17.8)
(33.5)

25

10.5%

18.0%

$(.6)

(1.1)
4

9

11.7%
$2.2
52
(2.0)
(3.5)
16.0%
$.9
2.0
(1.0)
(1.8)

6.1
10.2%

9.8%
$(5.3)
(13.3)

7.1

14.8

17.9%
$46.4
158.1
(24.1)
(64.1)

16.0%

$9.4

212

(7.6)
(13.7)
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(a)  The valuation of retained interests in securitization trusts is affected not only by the projected level of prepayments of
principal and net credit losses, but also by the projected timing of such prepayments and net credit losses. Should such
timing differ materially from CFC’s projections, it could have a material effect on the valuation of its retained interests.
Additionally, such valuation is determined by discounting cash flows over the entire expected life of the receivables sold.

These sensitivities are hypothetical and should be used with caution. As the figures indicate, changes in fair value based
on a 10 percent variation in assumptions generally cannot be extrapolated because the relationship of the change in assumption
to the change in fair value may not be linear, Also, in this table, the effect of a variation in a particular assumption on the fair
value of the retained interest is calculated without changing any other assumption; in reality, changes in one factor may result in
changes in another (for example, increases in market interest rates may result in lower prepayments and increased credit losses),

which might magnify or counteract the sensitivities.

The following table summarizes quantitative information about delinquencies, net credit losses, and components of

managed finance receivables (dollars in millions):

Principal balance

60 days or more Net credit
Principal balance past due losses
for the year ended
at December 31, December 31,
002 2002 2002
Type of finance receivables
Manufactured housing ...........ccvvvenne. - $23,022.4 $ 803.3 $ 756.3
Home equity/home improvement .............. : 8,842.8 122.6 282.7
CONSUIMET ... vt eeeesrne s s eeees 33346 83.8 219.3
Commercial ...ocoovvvivieiie s 82.7 6.5 17.7
Total managed receivables.......ccoeveecennennee 35282.5 1,016.2 1,276.0
Less finance receivables securitized
and repossessed assets.....cooovecreiriieeiens 19.908.8 528.5 589.8
Finance receivables held on balance sheet
before allowance for credit losses and
deferred points and other, net................. 15,373.7 487.7 $ 686.2
Less allowance for credit [0SS€S.....ccvevnnees 663.8
Less deferred points and other, net ............ 226.8
Finance receivables held on
balance sheet .....coovveviiiiiiire i, $14,483.1
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The following schedule reconciles CFC’s retained interests, net of guarantee liabilities, from the beginning to the end of
the years presented (dollars in millions):

2002 2001
Balance, beginning of year §927.5
INVESEMENT INCOME ...ovovivie ittt bbb e . 1253
Cash paid (received): ’ ,
GIOSS CaSH TECEIVEM ..vvvviviieereeiiei sttt st er e eve et e s teeaesnnas (67.8) (132.6)
Guarantee payments related to clean-up calls () ...ooeoverererirninnirecineeeens - 453
Guarantee payments related to interests held by others........cccoooeiniiii 45.5 327
Impairment charge to reduce carrying value ..., (1,077.2) (264.8)
Sale of securities related to a discontinued line and other..........cccoovvvciiiviiiicnnn 159 = (124
Change in interest purchased by Lehman in conjuncnon with
SECUTTHZALION rANSACTION ..cvcveieriiriiiritietct ettt 34.8 (55.2)
Transfer to servicing rights in conjunction with securitization transaction.............. - (50.0)
Change in unrealized appreciation (depremanon) recorded in shareholders
EQUILY (EfICIE) v s 229.5 54.4
Balance, end of YEAr ...co.oovciviiiieeercrci e $ (741) $6702

(2) During 2001, clean-up calls were exercised for certain securitizations that were previously recognized as sales. The
interest-only securities related to these securitizations had previously been separately securitized with other interest-
only securities in transactions recognized as sales. CFC holds the residual interests issued by the securitization trusts.
The terms of the residual interests require the holder to make payments to the securitization trust when a clean-up call
related to an underlying trust (a trust which issued interest-only securities held by the securitization trust) occurs.
These payments are used to accelerate principal payments to the holders of the other securities issued by the
securitization trusts. During 2001, CFC was required to make payments'to the securitization trusts. These payments

increased CFC’s basis in the retained interests, as the related liability assumed by CFC (and reflected in the value of
the retained interest) was extinguished.
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Income Taxes

CFC’s income tax expense included deferred income taxes arising from temporary differences between the financial
reporting and tax bases of assets and liabilities. These amounts were reflected in the balance of deferred income tax assets
which totaled $925.7 million at December 31, 2002. In assessing the realization of deferred income tax.assets, CFC
considered whether it was more likely than not that the deferred income tax assets would be realized. The ultimate
realization of deferred income tax assets depended upon generating future taxable income during the periods in which
temporary differences became.deductible. CFC evaluated the realizability of its deferred income tax assets by assessing the
need for a valuation allowance on a quarterly basis. A valuation allowance of $925.7 million had been provided for the entire
net deferred tax asset balance as of December 31, 2002, as CFC believed that the realization of such assets in future periods
was uncertain. The components of CFC’s income tax assets and liabilities were as follows (dollars in millions):

2002
Deferred tax assets (liabilities): _
Net operating loss carryforwards .........c........ s e ek ettt $1933
Deductible timing differences: o .
TNELEST-ONIY SECUTTLIES ....iutevieriiieteeietetreeeee v e sesee st ettt re e ebesrer bbbt r st sb s ettt en e e eaerans 536.3
Unrealized apPPrECIAtION .....c.eivirirriet ittt rren ettt eb sttt e bbb s nanes (22.4)
Aliowance for loan losses.............. s ORI o 2522
L0711 11 OO PO O OO U OPO OO O OO TP PUOPOUPITRI (33.7)
Total deferred tax assets.........ccocoeveriinenns e e e 925.7
Valuation alloWance ... s (925.7)
Net deferred tax liability ..., e s -
Current income taxes payable........ SR OO OO PP U TORSORPTON (34.6)
NEE INCOME TAX TADUKHES. ..o oo oo oo et 34.6
Income tax expense (benefit) was as follows (dollars in millions):
2002 2001
CUTTENT TAX PLOVISION c1.v.tiretii i eee et e sttt b bbbt cas s cen b ne s s asseen $368 $ 595
Deferred tax DENETIT .....iiiiieiiereeie ettt b et e b e et et sae e - (112.1)
Income tax expense (DENETIL) ....ccoccovvieiiviereiiire e 36.8 (52.6)
Valuation allOWANCE .........oovviiiiiiii e 2453 . -
Net income tax expense (benefit)........c.ccocorevrerveereerrivennns s - $282.1 $(52.6)

The income tax beneﬁf differed from that computed at the applicable federal statutory rate (35 percent) for the
following reasons (dollars in millions):

. 2002 2001
Tax benefit on loss before income taxes at SEALULOTY TALE ...vovroveeveresce e $(666.8) $(54.0)
Valuation allOWANCE .......ccoiiiieiecet ettt et e nne e 2453 2
Net deferred benefits not recognized in the current period............cocceiniinicnnn, 761.0 -
STATe TAXES, MEL..oviviviiciiiee s OO (57.4) 1.2
Income tax expense (benefit) ........ooiiiii $282.1 $(52.6)

At December 31, 2002, CFC had $552.4 million of net operating loss carryforwards. The carryforwards were to expire
as follows: $54.7 in-2018; $273.6 in 2020; and $224.1 in 2022. ‘
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Pension Plan of CFC

CFC provided certain pension benefits for certain eligible retired employees under a partially funded plan. Amounts
related to the pension plan were as follows (dollars in millions):

Pension benefits

2002
Benefit obligation, beginning of year ..........ccoooiiiini $14.8
INEEIESE COSE...vviiniiiiiiii ettt 9
ACTUATIAL LOSS ..ottt ittt st en s e r s s er et 7.1
BENEfits Paid ......covvvoviveeiiriirieiceiitcecse e e (4.6)
Benefit obligation, end of Year...........oocvceririiiiiici e 18.2
Fair value of plan assets, beginning of year...........ccccoevnviiciccnnicnnneene, $14.2
Actual return on plan aSSetS.......cceoivereirireriieniiiec e (1.1)
Employer contributions ......coocevceriiiiiiienvcccnccincn e .
Benefits paid ... (4.6)
Fair value of plan assets, end of year........c..ccoovvioeiinniivcniiicnnn $89
FUunded SEATUS .......oovoviiiieccceneiee ettt ettt $(9.3)
Unrecognized net actuarial l0SS ...c.ecvviiiciiiiioieniieice e 12.9
Prepaid benefit COSt.... ..o $36

CFC used the following weighted average assumptions to calculate benefit obligations for its 2002 valuations:
postretirement discount rate of approximately 5.0 percent; preretirement discount rate of approximately 6.0 percent; and an
expected return on plan assets of approximately 9.0 percent. Beginning in 2000, as a result of plan amendments, no assumption
for compensation increases was required. Included as an adjustment to accumulated other comprehensive income (loss) is a
$12.7 million adjustment representing the additional minimum liability associated with this plan.
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Components of the cost CFC recognized related to its pension plan were as follows (dollars in millions):

Pension benefits

2002 2001

TREEIESE COST 1ouviieieriiieiereceeeeeee v ete et ea bt s st es et es et et et ettt et et s entebere b et teve b eraaeresrten $ 9 $1.1
Expected return of Plan SSELS ......oovoviviiiiiiie bbb (1.1) (1.5)
SETIEMENE 1088 1uvtvtiuieeiiiiete et ete ittt ettt e et ate et e s e sb et b etestaenbesasen sbe e 2.2 1.3
Recognized net actuarial IoSS........cociiiiiiiiiiii e 6 3
NEE PEIIOAIC COST 1oviivieieeriireereett et ettt re ettt e et ene e esnaaee eonas $2.6 1.2

Notes Payable, Representing Direct Finance Obligations (Excluding Notes Payable Related to Securitized
Finance Receivables Structured as Collateralized Borrowings)

Notes payable (excluding notes payable related to securitized finance receivables structured as collateralized borrowings)
of CFC at December 31, 2002, were as follows (interest rates as of December 31, 2002} (dollars in millions):

2002
Master repurchase agreements (‘*“Warehouse Facilities”) due on various
dAtes 11 2003 (3.10%0) covviieiieieieeire et ettt ettt ettt $176.3
Residual facility collateralized by retained interests in securitizations
due 2004 (“Residual Facility™) (3.8890) ccivoiiirieicirirs et e e 497.7
Debtor in possession facility due May 2003 (10.0%) ..ccovoveeiiiiiioniiiieier et 82.0
Note payable 10 Conseco (2.91%) .o s 273.2
Other v ettt eeh e et eEr et et Re et s Rt et e et e Rt ber e oAt e bt e R s b ens e eeebeareeeearan s b ess 1.4
Total principal AMOUNT.. ... .o.coiiiiiii it et e ne b e 1,030.6
Unamortized net discount and deferred TEES ... ....ooiiiiiiii et er e s (1.9)
Direct finance oblIZAtIONS .. ...cvii i e e e $1,028.7

As of the Petition Date, CFC’s remaining liquidity sources were a warehouse facility (the “Warehouse Facility™) and a
residual facility (“Residual Facility”) with Lehman and a bank credit facility with U.S. Bank and together with the
Warehouse Facility and Residual Facility, the “CFC Facilities”. The direct borrower under (i) the Warehouse Facility was
CFC's non-debtor subsidiary Green Tree Finance Corp. - Five (“GTFC”), and (i1) the Residual Facility was CFC's non-debtor
subsidiary Green Tree Residual Finance Corp. I (“GTRFC™). The Warehouse Facility and the Residual Facility were fully
guaranteed by CFC and, up to an aggregate of $125 million, by CIHC. CFC was the direct borrower under the U.S. Bank
Facility, which was also guaranteed by CIHC up to an aggregate of $125 million.

Prior to the Petition Date, CFC was in default under the CFC Facilities as a result of (i) cross-defaults triggered by Old
Conseco's defaulting on its debt obligations, (ii) cross-defaults among the U.S. Bank Facility, the Warehouse Facility and the
Residual Facility, (iii) failure to make payments required by CFC'’s guarantees of payments on B-2 securities, which were
issued to investors in certain finance receivable securitization transactions; and (iv) breaches of several financial covenants
under the CFC Facilities. CFC entered into forbearance agreements with Lehman with respect to the Warehouse Facility and
Residual Facility and with U.S. Bank with respect to U.S. Bank Facility, pursuant to which Lehman and U.S. Bank agreed to
temporarily refrain from exercising any rights arising from events of default that occurred under each CFC Facility prior to
the Petition Date.

The Warehouse Facility was a repurchase facility under which primarily newly originated manufactured housing,
home equity, home improvement and recreational vehicle loans originated by CFC or affiliates of CFC and transferred to
GTFC were sold by GTFC to Lehman with an agreement to repurchase those loans at a later date and at a higher price. The
price differential reflected the cost of financing. The Warehouse Facility provided funding to CFC for new loan originations.
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The Warehouse Facility and the Residual Facility were cross-collateralized.

The Residual Facility was collateralized by retained interests in securitizations. CFC was required-to maintain
collateral based on current estimated fair values in accordance with the terms of such facility. Due to the decrease in the
estimated fair value of its retained interests, CFC's collateral was deficient at December 31, 2002 (as calculated in accordance
with the relevant transaction documents, which provide that Lehman calculates the value of CFC's collateral within its sole
discretion). Pursuant to the forbearance agreement entered into with Lehman on December 20, 2002, Lehman agreed not to
accelerate the repayment of the Residual Facility based on the collateral deficiency. Under the terms of this forbearance
agreement, Lehman retained the cash flows from CFC's retained interests pledged under this facility and applied those cash
flows to the margin deficit. The filing by Old Conseco, CIHC and CFC of a Chapter 11 petition triggered additional defaults
under the CFC Facilities.

On December 19, 2002, shortly after the filing of the Chapter 11 Cases, CFC obtained the FPS DIP provided by U.S.
Bank and FPS DIP LLC; an affiliate of Fortress Investment Group LLC (“Fortress™), J.C. Flowers & Co. LLC. (“Flowers™)
and Cerberus Capital Management, L.P. (“Cerberus”). The DIP financing is for up to $125, OOO 000. The DIP financing
motion was granted by the Bankruptcy Court on January 14, 2003. ‘

From time to time, CFC failed to comply with certain covenants regarding the maximum permissible variance of the
budgets provided to the FPS DIP lenders in connection with the FPS DIP. In each instance, CFC obtained appropriate
waivers.

On December 20, 2002, CFC, GTFC, and GTRFC, entered into several agreements with Lehman: (the “Lehman
December 20 Agreements”) (i) providing that Lehman temporarily refrain from exercising any rights arising from events of
default that occurred under each relevant CFC Facility (including, but not limited to, those arising out of Old Conseco, CIHC
and CFC filing for Chapter 11 relief); (ii) indirectly providing CFC with up to $25,000,000 in postpetition financing by
allowing GTFC to provide intercompany loans to CFC with cash flows obtained from the Warehouse Facility; (iii)
decreasing the capacity of the Warehouse Facility to a maximum of $250,000,000; and (iv) otherwise amending the
Warehouse Facility and the Residual Facility. These agreements were subject to a number of conditions.

As a result of CFC's defaults and the Lehman December 20 Agreements, CFC could not draw funds from the Residual
Facility.

During 2002, CFC repurchased $46.9 million par value of its senior subordinated notes and medium term notes
resulting in a gain on the extinguishment of debt of $6.3 million. In March 2002, CFC completed a tender offer pursuant to
which it purchased $75.8 million par value of its senior subordinated notes due June 2002. The purchase price was equal to
100 percent of the principal amount.of the notes plus accrued interest. The remaining principal amount outstanding of $58.5
miilion (including $23.7 million held by Conseco) of the senior subordinated notes was retired at maturity on June 3, 2002.

In April 2002, CFC completed a tender offer pursuant to which it purchased $158.5 million par value of its medium
term notes due September 2002 and $3.7 million par value of its medium term notes due April 2003. The purchase price was
equal to 100 percent of the principal amount of the notes plus accrued interest. In June 2002, CFC tendered for the remaining
$8.2 million par value of its medium term notes due September 2002. Pursuant to the tender offer $5.5 million par value of
the notes was tendered in July. The purchase price was equal to 101 percent of the principal amount of the notes plus accrued
interest. The remaining principal amount outstanding of the medium term notes after giving effect to both tender offers and .
other debt repurchases completed prior to the tender offers of $2.7 million was retired at maturity on September 26, 2002.

During 2001, CFC repurchased: $55;4 million par value of its 10.25% senior subordinated notes due June 2002 for

$51.9 million, resulting in a gain on the extinguishment of debt of $3.4 million; and $34.0 million par value of its 6.5%
medium term notes due September 2002 for $27.5 million, resulting in a gain on the extinguishment of debt of $6.5 million.
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Notes Payable Related to Securitized Finance Receivables Structured as Collateralized Borrowings

Notes payable related to securitized finance receivables structured as collateralized borrowings were $13,069.7 million
at December 31, 2002. The principal and interest on these notes were paid using the cash flows from the underlying finance
receivables which served as collateral for the notes. Accordingly, the timing of the principal payments on these notes was
dependent on the payments received on the underlying finance receivables which back the notes. In some instances, CFC
was required to advance principal and interest payments even though the payments on the underlying finance receivables
which back the notes had not yet been received. The average interest rate on these notes was 6.7 percent at December 31,
2002. The notes payable balance also included amounts related to financing transactions securitized by: (i) capitalized
expenses related to the refurbishment of repossessed assets; and (ii) principal and interest advances. The outstanding liability
on these facilities at December 31, 2002 was $85 million.

Special Charges
2002

The following table summarizes the special charges incurred by CFC during 2002, which are further described in the
paragraphs which follow (dollars in millions):

Loss related to assets sold to raise cash ..o $97.6
Costs related to debt modification and refinancing transactions .............eccccveeeneee. 394
Reduction in value of Lehman Warrant..........ccoeciiinenininreieec e s (38.1)
Abandonment of computer processing SyStem .......oovcvvrvenens PRV UOROP RPN 16.3
OBRET TLEINIS ...vvvv et ete ettt b ettt s e b ne e sa et esberbare e e sreaes 6.7
Special charges before income tax benefit ......coooevvieneeiiecii e 121.

Loss related to assets sold to raise cash

CFC completed various asset sales which resulted in net losses of $§97.6 million in 2002. Such amounts included the
loss of $96.0 million related to the sales of $463 million of certain finance receivables and $1.6 million of additional loss
related to receivables required to be repurchased from the purchaser of the vendor services receivables pursuant to the
repurchase clauses in the agreements.

Costs related to debt modification and refinancing transactions

In conjunction with the various modifications to borrowing arrangements and refinancing transactions and the
recognition of deferred expenses for terminated financing arrangements, CFC incurred costs of $39.4 million in 2002 which
were not permitted to be deferred pursuant to GAAP.

Reduction in value of Lehman warrant

As partial consideration for a financing transaction, Conseco Finance issued a warrant to Lehman which permitted the
holder to purchase 3 percent of Conseco Finance at a nominal price. The holder of the warrant or Conseco Finance may
cause the warrant and any stock issued upon its exercise to be purchased for cash at an appraised value in May 2003. Since
the warrant permitted cash settlement at fair value at the option of the holder of the warrant, it was included in other liabilities
and was measured at fair value, with changes in its value reported in earnings. The estimated fair value of the warrant at
December 31, 2002 was nil based on current valuations of Conseco Finance. Accordingly, CFC recorded a $38.1 million
reduction in the value of the warrant during 2002. '

Abandonment of computer processing systems
In 2002, CFC incurred a $16.3 million charge for the abandonment of certain computer processing systems. CFC is

abandoning such systems given the recent changes to its business and its decision to no longer originate certain types of
loans.
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2001 .

The following table summarizes the special charges incurred by CFC during 2001, Wthh are further described in the
paragraphs which follow (dollars in mi llons)

Severance benefits, litigation reserves and other Testructuring Charges.....c...ovwrvercerrerens $203
Loss related to sale of certain finance receivables............. feeveeeren OO O TRURURI O 11.2
Change in value of WaITANT.......c.ococe ittt eaen (10.0)

Special charges before income tax benefit.........cccoocoeeinecinenes. e e $21.5

Severance benefits, litigation reserves and other restructuring charges

During 2001, Conseco developed plans to change the way it operates. Such changes were undertaken in an effort to
improve CFC’s operations and profitability. The planned changes included moving a significant number of jobs to India,
where a highly-educated, low-cost, English-speaking labor force was available. Pursuant to GAAP, CFC was required to
recognize the costs associated with most restructuring activities as the costs were incurred. However, costs associated with
severance benefits are required to be recognized when the costs are: (i) attributable to employees’ services that have already
been rendered; (ii) relate to obligations that accumulate; and (iii) are probable and can be reasonably estimated. Since the
severance costs associated with their planned activities met these requirements, CFC recognized a charge of $6.2 million in
2001 related to severance benefits and other restructuring charges. CFC also recognized charges of: (i) $7.5 million related to
its decision to discontinue the sale of certain types of life insurance in conjunction with lending transactions; and (ii) $6.6
million related to certain litigation matters. ‘

Loss related to the sale of certain finance receivables

During 2001, CFC recognized a loss .of $2.2 million on the sale of $11.2 million of finance receivables. Also, during
2001, the purchaser of certain credit card receivables returned certain receivables pursuant to a return of accounts provision
included in the sales agreement. Such returns and the associated losses exceeded the amounts CFC initially anticipated when
the receivables were sold. CFC recognized a loss of $9.0 million related to the returned receivables.

Change in value of warrant

As partial consideration for a financing transaction, CFC issued a warrant which permits the holder to purchase 5
percent of Conseco Finance at a nominal price. The holder of the warrant or CFC may cause the warrant and any stock
issued upon its exercise to be purchased for cash at an appraised value in May 2003. Since the warrant permitted cash
settlement at fair value at the option of the holder of the warrant, it was included in other liabilities and was measured at fair
value, with changes in its value reported in earnings. The estimated fair value of the warrant at December 31, 2001 was
$38.1 million. The estimated value was determined based on discounted cash flow and market multiple valuation techniques.
During 2001, CFC recognized a $10.0 million benefit as a result of the decreased value of the warrant (which was classn"ed
as a reduction to special charges).

20. FINANCIAL INFORMATION REGARDING CVIC

In October 2002, Conseco Life Insurance Company. of Texas (a wholly-owned subsidiary of the Company) completed
the sale of CVIC to Inviva, Inc. (“Inviva”). CVIC marketed tax qualified annuities and certain employee benefit-related
insurance products through professional independent agents. Pursuant to SFAS 144, CVIC is accounted for as a discontinued
operation. Our consolidated statement of operations reflects the operations of CVIC in the caption “Discontinued operations”
for all periods. The consideration received from Inviva at closing (subject to adjustment based upon the adjusted statutory
balance sheet of CVIC at September 30, 2002) totaled $83.7 million, of which $35.0 million was in the form of Series D
Preferred Shares (the “Preferred Shares™) issued by Inviva and the remainder was in cash. The purchase price was finalized
in July 2003, which reduced the amount of Preferred Shares received by $10.5 million. In addition, Conseco Life Insurance
Company of Texas received a dividend of approximately $75 million from CVIC immediately. prior to the closing. We
recognized a loss on the sale of $93.1 million. There was no income tax benefit recognized on the transaction. As part of the
CVIC sale, Conseco agreed that it would notengage in the variable annuity or variable insurance business for a period of
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three years after the closing.

The Preferred Shares accrued dividends (in-kind) at an annual rate of 19 percent through October 15, 2003, but no
dividends accrued after that date. In October 2003, $10.0 million of the Preferred Shares were redeemed by Inviva. Our
insurance subsidiary that holds these shares may elect to exchange the Preferred Shares for non-voting common stock of JNF
Holding Company, Inc., a wholly-owned subsidiary of Inviva, (“JNF”) that now owns all of the stock of CVIC. After the
exchange has occurred, such JNF common stock may be repurchased by JNF at any time at 115 percent of the stated value of
the Preferred Shares plus accrued and unpaid dividends thereon immediately prior to the exchange.

The following summarizes selected financial information of CVIC (dollars in millions):
' ; ' Years ended
December 31,

2002 2001
Insurance policy iNCOME .......voveveiinriniiiniiniirniei e it e st b e ene $ 303 $73.0
Net investment income................. PSSP PSROR (217.3) (61.7)
Net realized iNVEStMENt J0SSES.........cvluurrmniions et ese s snasones (76.7) (34.3)
Total revenues ........c..oocvveevenirniennan S OOV O PP POOOUOUPOPOPERPRRO (263.3) (23.0)
Insurance policy benefits.........covvevvvciinninecc e, et raeenea s (234.7) (81.7)
AmOrtization........ceeeveerreeercrnnene bbb 1174 337
Total EXPENSes ..cevevvevereverieecnieneens ettt et e e e s e e et e e e e re e e e b et e shene e e ae e senraae sanbaennee (102.9) (17.4)
Pre-tax 1088 cvouiiieciiceiie e ettt (160.4) (5.6)
INELLOSS c.ovvvrereeeiiesestseeree s sestebetresstesse s b s s s b s essesssaseras s s st st sseans bt ot a st bans et b enseassenesensenrans $(101.6) $(5.6)
INCOME tAXES ..ervverrnvrrereercrecereinecrneees TS OO (58.8)a) -
L85 0N 8818 Of CVIC.....uiiiiicecc et sr e recaes st s sba s saensennearesaossnsrass (93.1) -
Amount classified as discontinued OPCTALIONS ... eerrerereereeeetenneeereseeressesaesessearennes $(253.5) $(5.6)

(a) Amount is considered in determining the income tax expense in the consolidated statement of operations.
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ITEM 9. CHANGES IN AND DISACREEMENTS WITH ACCOUNTANTS AND FINANCIAL
DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES

Conseco's management, under the supervision and with the participation of the Chief Executive Officer and the Chief
Financial Officer, evaluated the effectiveness of Conseco's disclosure controls and procedures (as defined in Rules 13a-15(¢)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended). Based on this evaluation, the Chief Executive
Officer and Chief Financial Officer concluded that, as of December 31, 2003, Conseco's disclosure controls and procedures
were effective to ensure that information required to be disclosed by Conseco in reports that it files or submits under the
Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission's rules and forms.

There were no significant changes in Conseco's internal controls over financial reporting that occurred during the
quarter ended December 31, 2003, that have materially affected, or are reasonably likely to materially affect, Conseco'’s
internal controls over financial reporting.

PART II1
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Executive Officers

Qur executive officers are as follows:

Name Age : Position with Conseco
Eugene M. BUllis ....c.cccoocevnniccniiiiniiinins 58 - Executive Vice President and Chief Financial
4 : Officer
Eric R. Johnson ....coevcevviicieirniccieeccvvnenns ereadvares 43 President, 40|86 Advisors, Inc.
William S. KirSChu.oovoiviiiveiceeet e eeneseesessaesanas 47 Executive Vice President, General Counsel
and Secretary
John R KHDE v 46 Senior Vice President and Chief Accounting
o Officer
William J. Shea ...c.ooovecviiiecceeire e ecreeeeesie e 56 Director, President and Chief Executive
Officer

Eugene M. Bullis has been executive vice president and chief financial officer since November 2002. From 2000
until 2002, Mr. Bullis served as chief financial officer of Managed Ops.Com, Inc. From 1999 until 2000 he was executive
vice president and chief financial officer of Manufacturers Services, Ltd. and from 1998 to 1999 he served as senior vice
president and chief financial officer of Physicians Quality Care.

Eric R. Johnson has been president and chief executive officer of 40/{86 Advisors, Inc. (formerly Conseco Capital
Management, Inc.), Conseco’s wholly-owned registered investment advisor, since September 2003 and has held various
positions since joining Conseco Capital Management, Inc. in 1997.

‘ William S. Kirsch has been executive vice president, general counsel and secretary since September 2003. His
professional corporation, Wiiliam S. Kirsch, P.C., is a partner in the law firm Kirkland & Ellis LLP. Mr. Kirsch has been
with Kirkland & Ellis LLP since 1981.

John R. Kline has been senior vice president and chief accounting officer since July 2002. Mr. Kline has served in
various accounting and finance capacities with Conseco since 1990.

William J. Shea has served as a director of Conseco and its Predecessor since September 2002. He has served as
president and chief executive officer of Conseco since October 2002 and was president and chief operating officer from
September 2001 until October 2002. Before joining Conseco, Mr. Shea served as CEO of View Tech, Inc. (integrated video-
conferencing solutions) from 1998 until 2000. From 1994 to' 1998, he was vice chairman and from 1992 to 1998 chief
financial officer of Bank Boston Corporation.
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Messrs. Shea, Bullis and Kline served as officers, and Mr. Shea served as a director, of our Predecessor company,
which filed a bankruptcy petition on December 17, 2002. Mr. Shea and Mr. Bullis also served as directors and/or officers of
several subsidiaries of our Predecessor that also filed bankruptcy petitions on December 17, 2002.

Directors

Our directors are as follows:

Name ' Age Position with Conseco
© R. Glenn Hilliard(2)(3)(5) ........... e 61" Non-Executive Chairman

Philip R. RobertS(1)(4) c.ccooivvviininincncnn 62 Director

Neal Schneider(1)(4) .ovveeereiiinnieieeieie, 59 Director

Michael S. Shannon(2)(3) ...coovvviriiiinniii, - 45 Director T

William J. Shea(4)(5) ............ Cevererren (SRR 56 Director, President and Chief Executive Officer
Michael T. Tokarz(2)(3) ..ccocvoriininiriisieininis © 54 Director

John G. Turner(1)(4)(5) ooverroriimveninrerc e, 64 Director

(1) Member of the Audit and Enterprise Risk Committee

(2)  Member of the Governance andStrategy‘ Commiuttee

(3)  Member of the Human Resources and Compensation Committee
(4)  Member of the In'vestment Committee

(5) Memberof thé _Executive Committee

R. Glenn Hilliard became the non-executive chairman of our board of directors in September 2003. Mr. Hilliard has
been Chairman and CEO of Hilliard Group, L1LC, an investment and consulting firm, since June 2003. From 1999 until his
retirement in April 2003, Mr. Hilliard served as chairman and CEO of ING Americas. From 1994 to 1999 he was chairman
and CEO of ING North America.

Philip R. Roberts joined our board of directors in September 2003. Since 2000, Mr. Roberts has been principal of
Roberts Ventures L.L.C., consultant for merger and acquisition and product development for investment management firms.
From 1996 until 2000, Mr. Roberts served as chief investment officer of trust business for Mellon Financial Corporation and
headed its institutional asset management businesses from 1990 to 1996.

-Neal Schneider joined our board of directors in September 2003. Since June 2002, Mr. Schneider has been a partner
of Smart and Associates; LLP, a business advisory and accounting firm. Between August 2000 and June 2002, he was an
independent consultant. Until his retirement in August 2000, Mr. Schneider spent 34 years with Arthur Andersen & Co.,
including service as partner in charge of the Worldwide Insurance Industry Practice and the North American Financial
Service Practice. Mr. Schneider is Chalrman of the Board of PMA Capital Corporation.

Mtchael S. Shannan joined our board of directors in September 2003, Mr. Shannon is co- founder and has been
president and chief executive officer since 1992 of KSL Recreation Corporation (owner and operator of golf courses and
destination resorts in the U.S.). Mr. Shannon was lead director of ING Americas before joining our board. Mr. Shannon is a
director of Startek, Inc.

Michael T. Tokarz joined our board of directors in September 2003. Mr. Tokarz has been a managing member of the
Tokarz Group, LLC (venture capital investments) since 2002, He was a general partner with Kohlberg Kravis Roberts & Co.
from 1985 until he retired in 2002. Mr. Tokarz is also a director of Walter Industries, Inc, Idex Corp. and MEVC Draper
Fisher Jurvetson Fund I Inc.

John G. Turner joined our board of directors in September 2003. Mr. Turner has been chairman of Hilicrest Capital
Partners, a private equity investment firm since 2002. Mr. Turner served as chairman and CEO of ReliaStar Financial Corp.
from 1991 until it was acquired by ING in 2000. After the acquisition he became vice chairman and a member of the
executive committee for ING Americas until his retirement in 2002. Mr. Turner is a director of Hormel Foods Corporation,
Shopko Stores, Inc. and ING Funds. :
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Board of Directors

Our board of directors is currently comprised of seven members, divided into two classes as follows: Messrs. Shea,
Roberts and Tokarz are Class I directors, and Messrs. Hilliard, Schneider, Shannon and Turner are Class 11 directors. The
term of office of the Class [ directors expires at our 2004 annual meeting of stockholders and the term of office of the initial
Class II directors expires at our 2005 annual meeting of stockholders. Other than the term of office of the initial Class II
directors, the term of office of each Class of directors will expire at the next succeeding annual meeting of stockholders.
Accordingly, the term of office of the Class I directors expires at the 2004 annual meeting of stockholders, at which time
three new directors will be elected for a one year term, and the term of office of the Class II directors, as well as the Class |
directors elected at the 2004 annual meeting of stockholders, will expire at the 2005 annual meeting of stockholders, at
which time seven new directors will be elected.

The initial Class | and Class II directors are those directors elected in connection with the adoption of our certificate of
incorporation on September 10, 2003. At each annual meeting of stockholders, directors to replace those of a class or classes
whose terms expire at such annual meeting will be elected to hold office until the next succeeding annual meeting and until
their respective successors have been duly elected and qualified. If the number of directors is changed, any newly created
directorships or decrease in directorships will be so apportioned among the classes as to make all classes as nearly equal in
number as practicable.

With the exception of Mr. Shea, our President and Chief Executive Officer, our board of directors has determined that all
of our directors meet the independence requirements of the New York Stock Exchange.

Board Committees

Audit and Enterprise Risk Committee. The Audit and Enterprise Risk Committee’s functions, among others, are to
recommend the appointment of independent accountants; review the arrangements for and scope of the audit by independent
accountants; review the independence of the independent accountants; consider the adequacy of the system of internal
accounting controls and review any proposed corrective actions; review and monitor the Company’s compliance with legal
and regulatory requirements; and discuss with management and the independent accountants our draft annual and quarterly
financial statements and key accounting and/or reporting matters. The audit committee currently consists of Messrs.
Schneider, Roberts and Turner, with Mr. Schneider serving as chairman of the committee and as ‘‘audit committee financial
expert,”” as defined under SEC rules promulgated under the Sarbanes-Oxley Act. All current members of the Audit and
Enterprise Risk Committee are ‘‘independent’ within the meaning of the new regulations adopted by the SEC and the listing
requirements adopted by the NYSE regarding audit committee membership. A copy of the Audit and Enterprise Risk
Committee’s charter is available on our website at www.conseco.com.

Governance and Strategy Committee. The Governance and Strategy Committee is responsible for, among other things,
establishing criteria for board membership; considering, recommending and recruiting candidates to fill new positions on the
board; reviewing candidates recommended by shareholders; considering questions of possible conflicts of interest involving
board members, executive officers and key employees. It is also responsible for developing principles of corporate governance
and recommending them to the board for its approval and adoption, reviewing periodically these principles of corporate
governance to insure that they remain relevant and are being complied with. The Governance and Strategy Committee currently
consists of Messrs. Hilliard, Tokarz and Shannon, with Mr, Tokarz serving as chairman of the committee. All current members
of the Governance and Strategy Committee are ‘‘independent’” within the meaning of the new listing requirements adopted by
the NYSE regarding nominating committee membership. A copy of the Governance and Strategy Committee’s charter is
available on our website at www.conseco.com. The Governance and Strategy Committee does not have a written policy
regarding stockholder nominations for director candidates. The Governance and Strategy Committee will, however, consider
candidates for director nominees put forward by stockholders. Our bylaws establish an advance notice procedure with regard to
certain matters, including stockholder nominations for directors, to be brought before a meeting of stockholders at which
directors are to be elected. In the case of an annual meeting, notice must be received by the Secretary of the Company not less
than 60 days nor more than 90 days prior to the first anniversary of the preceding year's annual meeting. In the case of a special
meeting of stockholders at which directors are to be elected, notice of a stockholder nomination must be received by the
Secretary of the Company no later than the close of business on the 10™ day following the earlier of the day on which notice of
the date of the meeting was mailed or public disclosure of the meeting was made. A nomination will not be considered if it
does not comply with these notice procedures and any additional requirements set forth in our bylaws. Please note that these
requirements are separate from the SEC's requirements to have a stockholder nomination or other proposal included in our
proxy statement.
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Human Resources and Compensation Committee. The Human Resources and Compensation Committee is
responsible for, among other things, approving overall compensation policy; recommending to the board the compensation of
the Chief Executive Officer and other senior officers; and reviewing and administering our incentive compensation and
equity award plans. The Human Resources and Compensation Committee currently consists of Messrs. Hilliard, Tokarz and
Shannon, with Mr. Shannon serving as chairman of the committee. All current members of the Human Resources and
Compensation Committee are ‘‘independent’” within the meaning of the new listing requirements adopted by the NYSE
regarding compensation committee membership. A copy of the Human Resources and Compensation Committee’s charter is
available on our website at www.conseco.com.

Investment Committee. The Investment Committee is responsible for, among other things, reviewing investment
policies, strategies and programs; overseeing the investment of funds in accordance with policies and limits approved by it;
and reviewing the quality and performance of our investment portfolios and the alignment of asset duration to liabilities. The
Investment Committee currently consists of Messrs. Shea, Schneider, Roberts and Turner, with Mr. Roberts serving as
chairman of the committee. A copy of the Investment Committee’s charter is available on our website at www.conseco.com.

Executive Committee. Subject to the requirements of applicable law, including our certificate of incorporation and
bylaws, the Executive Committee is responsible for exercising, as necessary, the authority of the board of directors in the
management of our business affairs during intervals between board meetings. The Executive Committee currently consists of
Messrs. Hilliard, Shea and Turner, with Mr. Turner serving as chairman of the committee. A copy of the Executive
Commmittee’s charter is available on our website at www.conseco.com.

Compensation Committee Interlocks

None of the members of the Human Resources and Compensation Committee is or has been an officer or employee of
our Company. None of our executive officers serves, or served during 2003, as a member of the board of directors or
compensation committee of any entity that has one or more executive off' cers serving on our board of directors or Human
Resources and Compensation Committee.

Director Compensation

Our non-employee directors (other than our non-executive chairman) receive an annual cash retainer of $70,000. The
chairman of the Audit'and Enterprise Risk Committee receives an additional annual cash fee of $30,000, and directors who
serve as chairman of one of our other board committees receive an additional annual cash fee of $20,000. Each member of
the Audit and Enterprise Risk Committee also receives an annual cash retainer of $30,000. Directors are also entitied to
receive $70,000 in annual equity awards under the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. Directors are
reimbursed for out-of-pocket expenses incurred in connection with the performance of their responsibilities as directors.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires Conseco's directors and executive officers, and each person who is the
beneficial owner of more than 10 percent of any class of Conseco's outstanding equity securities, to file with the SEC initial
reports of ownership and reports of changes in ownership of common stock and other equity securities of Conseco. Specific
due dates for these reports have been established by the SEC, and Conseco is required to disciose any failure by such persons
to file such reports for fiscal year 2003 by the prescribed dates. Officers, directors and greater than ten percent beneficial
owners are required by SEC regulations to furnish Conseco with copies of all reports filed with the SEC pursuant to Section
16(a) of the Exchange Act. To Conseco's knowledge, based solely on review of the copies of reports furnished to Conseco
and written representations that no other reports were required, all filings required pursuant to Section 16(a) of the Exchange
Act applicable to Conseco's officers, directors and greater than 10 percent beneficial owners were timely made by each such
person during the year ended December 31, 2003.

Code of Ethics
We have adopted a Codé of Business Conduct and Ethics that applies to all officers, directors and employees regarding

their obligations in the conduct of the Company's affairs. A copy of the Code of Business Conduct and Ethics is available on
our website at www.conseco.com.
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ITEM 11. EXECUTIVE COMPENSATION.

Summary Compensation Table
The following Summary Compensation Table sets forth the cash compensation and certain other compensation paid to

each person who served as chief executive officer and the other five most highly compensated individuals who served as
executive officers of Conseco in 2003 (collectively, the “named executive officers™) for services rendered during 2003.

Long-Term Compensation

Awards
Number of
Securities
Restricted Underlying
Annual Compensation Stock  Options/SARs  All Other
Name and Principal Position Year Salary Bonus(1) Other(2) Awards(3)(in shares)(4) Compensation(3)
William J. Shed.......cococcvvivneiinicrininns 2003 $1,026,122 $2,000,000 $13,569,000 500,000 $ 68,379
President and Chief Executive Officer 2002 774,038 1,100,000 $87,625 —_— — 3,677
2001 147,756 250,000 340,000 450,000 92
Edward M. Berube(6) ........ccoovvervreverinns 2003 660,000 660,000 — — 774
President, Bankers Life and Casualty 2002 660,000 660,000 — —_ 5,500
2001 660,000 693,000 — 100,000 269,778
Maxwell E. Bublitz(7) .coccovoevveriereene, 2003 497,372 762,375 ‘ — — 703,031
Senior Vice President, Investments 2002 700,000 450,000 — — 6,790
2001 625,000 450,000 — 25,000 6,750
Eugene M. Bullis(8)(9) .cv.covvevvreireereennn. 2003 609,135 2,400,000 5,467,500 — 162,090
Executive Vice President and 2002 243,590 600,000 . — — —
Chief Financial Officer
Eric R. Johnson(8)(10)......cccovveevrerrennnn 2003 505,961 1,600,000 1,640,250 — 180
President, 40/86 Advisors, Inc.
John R. Kline(8)(1 15 YV 2003 275,000 171,875 1,093,500 — 270
Senior Vice President and 2002 214,571 1,052,500 — — 6,310

Chief Accounting Officer

(1) Bonus amounts shown for 2003 include payments approved by the Bankruptcy Court.
(2) Includes for Mr. Shea $68,541 relating to his personal use of Company aircraft in 2002,

(3) Theamounts shown in this column represent the value of the award of shares of restricted stock based on the closing
price of the common stock on the dates of grant. ‘

(4) No stock appreciation rights have been granted.

(5) For 2003, the amounts reported in this column represent the following amounts paid for the named executive officers:
(i) severance payment (Mr. Bublitz, $650,000); (ii) accrued vacation payment (Mr. Bublitz, $51,538); (iii) amounts
imputed as income for accommodation and business commuting expenses (Mr. Shea, $65,170 and Mr. Bullis,
$130,337); (iv) relocation expenses (Mr. Bullis, $30,979); (v) individual life insurance premiums (Mr. Shea, $2,435 and
Mr. Bublitz, $1,290); and (vi) group life insurance premiums (Mr. Shea, $774, Mr. Berube, $774, Mr. Bublitz, $203,
Mr. Bullis, $774, Mr. Johnson, $180 and Mr. Kline, $270).

(6) Mr. Berube’s employment was terminated in February 2004,

(7) Mr. Bublitz’ employment was terminated in September 2003.
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(8) No compensation information is reported for years prior to the year in which the named executive officer became an
executive officer of the Company.

(9) Mr. Bullis’ employment commenced in July 2002,

(10) Mr. Johnson became an executive officer in September 2003,
(11) Mr. Kline became an executive officer in July 2002.
Non-Executive Chairman Agreement

On June 18, 2003, our Predecessor entered into an agreement with R. Glenn Hilliard pursuant to which Mr. Hilliard
provided consulting services to our Predecessor during the pendency of the Chapter 11 cases and agreed to serve as our non-
executive chairman for an initial term of four years following our emergence from bankruptcy. This agreement, which
became effective upon our emergence from bankruptcy, was negotiated with our Predecessor’s creditors committee and was
approved by the Bankruptcy Court in connection with the approval of the Plan. The agreement provides for (i) an annual
director’s fee of $1,000,000 for the first two years of the term, and director’s fees similar to those paid to similarly situated
non-executive chairmen for the latter two years of the term; (ii) a signing bonus of 98,119 shares of common stock, which
were issued shortly after our emergence from bankruptcy; and (iii) a retention bonus of $1,500,000, payable as soon as
practicable following the first anniversary of our emergence from bankrupicy, and a retention bonus of $750,000, payable as
soon as practicable following the second anniversary of our emergence from bankruptcy. Under the agreement, we also
issued Mr. Hilliard options to purchase 500,000 shares of common stock and 500,000 shares of restricted stock, all of which
are subject to vesting, pursuant to the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. The agreement also provides
that Mr. Hilliard will receive a grant of options to purchase 0.25% of our then-outstanding common stock and a restricted
stock grant of 0.25% of our then-outstanding common stock, all of which will be subject to vesting, as soon as practicable
following the first anniversary of our emergence from bankruptcy. After the second anniversary of our emergence from
bankruptcy, the agreement provides that Mr. Hilliard will receive the same equity-based compensation as other non-employee
members of our board of directors. Under the agreement, Mr. Hilliard is entitled to a gross-up for excise tax payments under
Section 280G of the Internal Revenue Code. Mr. Hilliard also receives a monthly allowance of $3,000 per month for office
space and related expenses in connection with the maintenance of an office in Atlanta, Georgia. If Mr. Hilliard’s service as
non-executive chairman ends as a result of his death, disability, removal other than for cause or failure to be re-elected (each
a “‘qualifying termination’”) before the first anniversary of our emergence from bankruptcy, he is entitled to receive the
prorated portion of his first-year retention bonus. If Mr. Hilliard’s service as non-executive chairman ends as a result of a
qualifying termination after the first anniversary but before the second anniversary of our emergence from bankruptcy, he is
entitled to receive the prorated portion of his second-year retention bonus. In addition, upon a qualifying termination, vesting
of previously granted options and restricted stock will occur as if Mr. Hilliard continued to serve through the next anniversary
of our emergence from bankruptey following his separation. Mr. Hilliard has agreed not to commence full-time employment
with any other company during the 18-month period following our emergence from bankruptcy, and Mr. Hilliard is subject to
a non-competition clause under the agreement in the event his service with us terminates prior to the end of the term. On
December 30, 2003, Mr, Hilliard, who serves as one of our independent directors, agreed to irrevocably waive his right to
receive compensation with respect to services rendered by him to our Predecessor prior to our emergence from bankruptey.

Employment Agreements

Chief Executive Officer. On May 27, 2003, our Predecessor entered into an employment agreement with William J.
Shea pursuant to which he would serve as our President and Chief Executive Officer for an initial term of three years. This
agreement, which became effective upon our emergence from bankruptcy, was negotiated with our Predecessor’s creditors
committee and was approved by the Bankruptcy Court in connection with the approval of the Plan. The agreement provides
for an annual base salary of $1,000,000, an annual performance-based bonus with a target of 100% of base salary, and an
emergence bonus of $1,000,000, which was paid shortly after our emergence from bankruptcy. Under the agreement, we
issued Mr. Shea options to purchase 500,000 shares of common stock and 500,000 shares of restricted stock, all of which are
subject to vesting, pursuant to the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. The agreement also provides that
Mr. Shea will receive a retirement benefit of $500,000 per year and term life insurance with a face amount of $1,500,000, Mr.
Shea’s retirement benefit is guaranteed by our subsidiaries, Conseco Services LLC and Conseco Life Insurance Company of
Texas. Mr. Shea is also entitled to a gross-up for excise tax payments under Section 280G of the Internal Revenue Code. If
Mr. Shea is terminated by Conseco without just cause or resigns for good reason, he will be entitled to a payment of
$6,250,000 and a pro rata portion of the greater of (i) his annual bonus for the year in which the separation occurs or (ii)
$500,000. In addition, vesting of previously granted options and restricted stock will occur as if Mr. Shea were employed
through the next anniversary of our emergence from bankruptcy following his separation. Mr. Shea is subject to a non-
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competition clause under the agreement in the event his service with Conseco terminates prior to the end of the term.

Chief Financial Officer. We have entered into an employment agreement, effective September 10, 2003, with Eugene
M. Bullis pursuant to which he would serve as our Executive Vice President and Chief Financial Officer for a term of three
years. The agreement provides for an annual base salary of $600,000, an annual performance-based bonus with a target of
100% of base salary and an emergence bonus of $1,200,000, which was paid shortly after our emergence from bankruptcy.
Mr. Bullis is also entitled to a future success bonus of $1,200,000 to be paid on the third anniversary of the agreement,
subject to acceleration triggers under which one-third of the $1,200,000 future success bonus would be paid upon the
occurrence of each of: (i) the first refinancing of our Class A Preferred Stock and Senior Credit Facility, (ii) our obtaining a
financial strength rating from A.M. Best of ‘“A—"" or higher, and (iii) achievement of agreed upon expense reductions. Under
the agreement, we will provide Mr. Bullis with an initial equity award comprised of options to purchase 250,000 shares of
common stock with an exercise price equal to fair market value on the date of grant-and 250,000 shares of restricted stock, all
of which will be subject to vesting, pursuant to the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. The agreement also
provides that Mr. Bullis will receive a supplemental retirement benefit of $250,000 per year, one-third of which will vest
each anniversary of the agreement. We will provide Mr. Bullis a life insurance policy with a face value of $600,000 and
cover the cost of certain relocation expenses. If Mr. Bullis is terminated by the Company without just cause, the unpaid
amount of his supplemental retirement benefit will vest and any unpaid portion of the $1,200,000 future success bonus will
become due and payable. In addition, vesting of previously granted options and restricted stock will occur as if Mr. Bullis
were employed through the next anniversary of our emergence from bankruptcy following his separation. In the event of a
change of control of the Company, all previously granted options and restricted stock will vest. In the event that Mr. Bullis’
employment is terminated 6 months prior to or within 2 years after a change of control, the unvested amount of his
supplemental retirement benefit will vest and any unpaid portion of the $1,200,000 future success bonus will become due and
payable. In addition, if Mr. Bullis’ employment is terminated 6 months prior to a change of control, all of his unvested
options and restricted stock will vest, retroactive to the date of termination, upon the occurrence of the change of control. Mr.
Bullis is subject to a non-competition clause under the agreement in the event his service with Conseco terminates prior to the
end of the term.

Chief Accounting Officer. Effective July 15, 2002, our Predecessor entered into an employment agreement with John
R. Kline pursuant to which he would serve as our Senior Vice Président and Chief Accounting Officer for an initial term of
two years. The agreement provides for an annual salary of at least $275,000, bonuses at the discretion of Conseco, a signing
bonus of $865,000 subject to payment to Conseco in a pro rata amount in the event Mr. Kline voluntarily leaves Conseco
(based on the portion of the two year period remaining after the date of such voluntary termination of employment), a
severance allowance upon termination of employment and other fringe benefits.

President, 40|86 Advisors, Inc. 40|86 Advisors, Inc., a wholly-owned investment management subsidiary of Conseco,
Inc. that manages the investment portfolios of our insurance subsidiaries, has entered into an employment agreement,
effective September 10, 2003, with Eric R. Johnson pursuant to which he would serve as 40{86 Advisors’ President for a term
of three years. The agreement provides for an annual base salary of $500,000, an annual performance-based bonus with a
target of 100% of base salary and a bonus of $950,000 that was paid in January 2004. Mr. Johnson is also entitled to a future
success bonus of $950,000 to be paid on the third anniversary of the agreement, subject to acceleration triggers under which
one-third of the $950,000 future success bonus would be paid upon the occurrence of each of: (i) the first refinancing of our
Class A Preferred Stock and Senior Credit Facility, (ii) our obtaining a financial strength rating from A.M. Best of “*A-"" or
higher, and (iii) the achievement of mutually agreed-upon improvements in investment return and quality. Under the
agreement, we will provide Mr. Johnson with an initial equity award comprised of options to purchase 150,000 shares of
common stock with an exercise price equal to fair market value on the date of grant and 75,000 shares of restricted stock, all
of which will be subject to vesting, pursuant to the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. We will provide
Mr. Johnson a life insurance policy with a face value of $500,000. 1f Mr. Johnson is terminated by 40|86 Advisors without
just cause, any unvested portion of the $950,000 future success bonus will become due and payable. In the event of a change
of control of the Company, all previously granted options and restricted stock will vest. In the event that Mr. Johnson’s
employment is terminated 6 months prior to or within 2 years after a change of control, any unvested portion of the $950,000
future success bonus will become due and payable. In addition, if Mr. Johnson’s employment.is terminated 6 months prior to
a change of control, all of his unvested options and restricted stock will vest, retroactive to the date of termination, upon the
occurrence of the change of control. Mr. Johnson is subject to a non-competition clause under the agreement in the event his
service with 40|86 Advisors terminates prior to the end of the term.
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Conseco, Inc. 2003 Long-Term Equity Incentive Plan

Overview. As of the effective date of the Plan, the Bankruptcy Court, pursuant to the confirmation order approving the
Plan, approved, and our board of directors adopted, the Conseco, Inc. 2003 Long-Term Equity Incentive Plan. The purpose of
the plan is to promote our long-term growth and profitability by providing selected directors, officers and employees of the
Company and its subsidiaries, as well as other persons who provide services to us, with incentives to maximize stockholder
value and otherwise contribute to our success, and enable us to attract, retain and reward the best available persons for
positions of responsibility.

Types of awards. The plan provides for the grant of stock options and restricted stock to eligible participants.

Eligibility. Directors, officers and employees of the Company and its subsidiaries, as well as other individuals
performing significant services for us, or to whom we have extended an offer of employment, will be eligible to receive
awards under the plan. In each case, the Human Resources and Compensation Committee of the board of directors will select
the actual participants and determine the amounts and terms of their awards. ‘

Share reserve/dimitations. I0,000,000 shares of our common stock are available for issuance under the plan. Of these
10,000,000 shares, only 3,333,333 may be granted in the form of restricted stock.

Administration. The Human Resources and Compensation Committee of our board of directors administers the plan.
Our board of directors also has the authority to administer the plan and to take all actions that the Human Resources and
Compensation Committee is otherwise authorized to take under the plan.

Terms of Awards. The exercise price of an option issued under the plan may not be less than 100% of the fair market
value of our common stock on the date the option is granted. The Human Resources and Compensation Committee
determines, in connection with each grant under the plan, when options become exercisable and when they expire. The
Human Resources and Compensation Committee also determines the vesting periods of restricted stock granted under the
plan.

Change in Control. The Human Resources and Compensation Committee may provide, in award agréements, for
appropriate adjustments to option and restricted stock awards, including the acceleration of vesting, if a change in control of
the Company occurs.

Amendment and Termination. The Human Resources and Compensation Committee or our board of directors may
amend or terminate the plan at any time, as long as the amendment or termination does not negatively affect any options or
restricted stock that have been previously granted under the plan without the consent of the holders, but cannot increase the
number of shares available for issuance under the plan, materially modify the requirements for eligibility under the plan, or
materially increase the benefits to participants under the plan without the approval of stockholders. Unless earlier terminated,
the plan will terminate on September 10, 2013.

Stock Options
The following table sets forth certain information concerning the exercise in 2003 of options to purchase common

stock by the named executive officers and the unexercised options to purchase common stock held by such individuals as of
December 31, 2003,
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Aggregated Option Exercises in 2003 and Year-End Option Values

Number of Securities

: . Underlying Unexercised Value of Unexercised
Number of -Options (in shares) at In-the-Money Options at
Shares Acquired ~ Value December 31, 2003 December 31, 2003(1)
Name on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
William J. Shea - - - 500,000 - $2,700,000

Edward M. Berube - . - - - R -
Maxwell E. Bublitz - - - - - .
Eugene M. Bultis - - - - - -
Eric R. Johnson - - - - - .
John R. Kline - - - - . -

(1) The value is calculated based on the aggregate amount of the excess of $21.80 (the last sale prices of the Common Stock
as reported by the NYSE for the last business day of 2003) over the relevant exercise prices.

The following table sets forth certain information concerning options to purchase common stock granted in 2003 to the
named executive officers.

Option Grants in 2003
Individual Grants
Potential Realizable Value at
% of Total Assumed Annual Rates of
Number of Options Granted  Per Share Stock Price Appreciation for
_ Securities Underlying to Employees in  Exercise Expiration Options Term

Name . Options Granted 2003 Price Date 5% 10%

William J. Shea(1) 500,000 100% $16.40  9/29/13 $6,777,686 $15.649.462

Edward M. Berube - - - - - R
Maxwell E. Bublitz o - ‘ - . - - - -
Eugene M. Bullis - - - - . N
Eric R. Johnson ’ - - . - - -
John R. Kline ' - - B - . .

(1) The options reported are non-qualified stock options which vest in four equal annual installments beginning September
29, 2004.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS.

The following table sets forth certain information concerning the beneficial ownership of our common stock as of
March 1, 2004 by each person known to us who beneficially owns more than 5% of the outstanding shares of our common
stock, each of our directors, each of our named executive officers and all of our directors and executive officers as a group.

Shares
Beneficially Owned

Name and Address Number Percentage
FMR COrp (1) vttt et eeereienene 7,040,780 7.0 %
Angelo, Gordon & Co.,, LP.(2) ....... et er e bt e e e sen 5,716,487 5.7
R. Glenn Hilliard (3)..ocvoieiieericnicrneeicn e 598,119 *
WHHAM J. SHEA ..ot searees 700,000 *
Neal Schnelder......oooocovviiicevieceec e 5,526 *
Philip R. RODEIS ... iiiviieiii et 5,526 *
JONN G TUINET e e 5,526 *
Michael T. TOKAIZ ..ovcveeiviiicie ettt 5,526 *
Michael S. Shannon .........cc.cccevieeeirireeee e areees 5,526 *
Eugene M. BUHiS ...ccocovciiniiimiiiecncr e e 250,000 *
Eric R JORISOM c.oiioiioi et ea e s 75,000 *
JOhN RUKINE oottt a s e 50,000 *
All directors and executive officers as a group

(11 PEISONS) wovvireerriiiicie sttt s rreaeseb e 1,700,749 4) 1.7

* Less than 1%.

(1) Based solely on the Schedule 13G filed with the SEC on February 17, 2004 by FMR Corp. The business address of
FMR Corp. is 82 Devonshire Street, Boston, Massachusetts 02019.

(2) Based solely on the Schedule 13G filed with the SEC on September 22, 2003 by Angelo, Gordon & Co., L.P. (*‘Angelo,
Gordon’’); John M. Angelo, in his capacities as general partner of AG Partners, L.P., the sole general partner of Angelo,
Gordon, and as the chief executive officer of Angelo, Gordon; and Michael L. Gordon, in his capacities as the other
general partner of AG Partners, L.P., the sole general partner of Angelo, Gordon, and as the operating officer of Angelo,
Gordon. The business address of each of Angelo, Gordon, Mr. Angelo and Mr. Gordon is 245 Park Avenue, New York,
New York 10167.

(3) Includes 98,119 shares held by a charitable foundation, of which Mr. Hilliarq is a trustee. He disclaims beneficial
ownership of such shares.

(4) Includes 1,585,000 shares of restricted stock held by directors and executive officers which has not yet vested.
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Equity Compensation Plan Information

The following table sets forth information about the Company’s common stock that may be issued under the Conseco
Inc. 2003 Long-Term Incentive Plan as of December 31, 2003:

Number of securities
remaining available for

Number of securities future issuance under
to be issued upon Weighted-average equity compensation
exercise of exercise price of plans (excluding
outstanding options, outstanding options, securities reflected in
Plan category warrants or rights warrants or rights first column)
Equity compensation
plans approved by
security holders.......cccovvecvniivnreeens 1,000,000 $18.01 7,982,370
Equity compensation
plans not approved
by security holders..........cooeveerreenens - - -
17 N 1,000,000 18.01 7,982,370

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.

Beginning in 1996, our Predecessor adopted stock purchase plans (the ‘‘Purchase Plans’”) to encourage direct, long-
term ownership of its common stock by directors, executive officers and certain key employees. Purchases of common stock
under the Purchase Plans were financed by personal loans made to the participants from banks. These loans were
collateralized by the common stock purchased. Approximately 170 directors, officers and key employees of our Predecessor
and its subsidiaries participated in the Purchase Plans and purchased an aggregate of approximately 19.0 million shares of our
Predecessor’s common stock offered under the Purchase Plans. Our Predecessor guaranteed the loans but had recourse to the
participants if it incurred a loss under the guarantees. As a result of the Plan, Conseco acquired the right to collect these loans
from the participants. The only current director or executive officer that had an outstanding Purchase Plan loan during 2003
was Mr. Johnson, who had borrowed $205,903, relating to his purchase of 5,000 shares under the Purchase Plans, Mr.
Johnson repaid this loan in full in 2003.

In addition, our Predecessor provided loans to the participants for the interest payments payable on the guaranteed
bank loans. The largest amount owed during 2003 by Mr. Johnson on the loan to cover interest was $58,912. Mr. Johnson
repaid his interest payment loan in full in January 2004. The interest payment loans bore interest at a variable annual rate
equal to the lowest annual rate our Predecessor paid under its most recent senior credit facility.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

Aggregate fees billed to the Company for the years ended December 31, 2003 and 2002, by PricewaterhouseCoopers

LLP were as foilows (dollars in millions):

Year ended

December 31
2003 2002

AUAIE FEES (R)..veieeiieer oot ettete ettt ettt ebe e en s et s s s ee $3.0 339
Audit-related fees (D) oo e oo 3 8
TAX EES {€) 1vvivirueeieirire v retree e aeere e ssaas e tesae s vae et e ea s san s essesaescs e seeaesrenes 2.2 1.2
Al Other TS (A) 1vviovereiiieiiiee et e se bbbt _.1 1
$7.6 860

(a) Audit fees were for professional services rendered for the audits of Conseco’s consolidated financial statements,
statutory and subsidiary audits, issuance of comfort letters, consents, and assistance with review of documents filed

with the SEC.

(b) Audit-related fees primarily include services provided for advisory services for Sarbanes-Oxley Section 404,
employee benefit plan audits, and other assurance related services.

(c) Tax fees primarily include services provided for tax éompliance, tax advice and tax planning.

(d) Other fees relate to software licensing fees.

The Audit and Enterprise Risk Committee has adopted a policy requiring pre-approval of all audit and permissible non-
audit services provided by the independent auditors. These services may include audit services, audit-related services, tax
services and other services. The Audit Committee of the Predecessor adopted a policy for pre-approval of audit and
permissible non-audit services provided by the independent auditors in December 2002. Prior to that time, there was no
specific policy. In 2002, all audit fees were pre-approved; approximately 20 percent of the audit-related services were pre-

approved; but none of the 2002 tax or other services were pre-approved.

In 2003, all new engagements of the independent auditors were pre-approved by the Audit and Enterprise Risk
Committee for all audit, audit-related, tax and other services.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

(a) 1. Financial Statements. See Index to Consolidated Financial Statements on page 90 for a list of financial statements
included in this Report.

2. Financial Statement Schedules. The following financial statement schedules are included as part of this Report
immediately following the signature page:

Schedule II -- Condensed Financial Information of Registrant (Parent Company)

Schedule IV -- Reinsurance

All other schedules are omitted, either because they are not applicable, not required, or because the information they
contain is included elsewhere in the consolidated financial statements or notes.

3. Exhibits. See Exhibit Index immediately preceding the Exhibits filed with this report.

(b) Reports on Form §-K

A report on Form 8-K dated November 18, 2003, was filed with the Commission to réport under Item 7, a press
release with financial information for the quarter ended September 30, 2003.
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SIGNATURES

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, the Registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized, this 15th day of March, 2004,

CONSECO, INC.
By: /s/ William J. Shea

Wi lliam J. Shea, President and
Chief Executive Officer
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Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by the following
persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signature

[s / WILLIAM J. SHEA

William J. Shea

{s/ EUGENE M. BULLIS

Eugene M. Bullis

/s / JOHN R. KLINE

John R. Kline

/s /R. GLENN HILLIARD

R. Glenn Hilliard

/s INEAL SCHNEIDER

Neal Schneider

{s / PHILIP R. ROBERTS

Philip R. Roberts

{s /JOHN G. TURNER

John G. Turner

/s /MICHAEL T. TOKARZ

Michael T. Tokarz

/s / MICHAEL S. SHANNON

Michael S. Shannon

Title (Capacity)

President, Chief Executive Officer

and Director
(Principal Executive Officer)

Executive Vice President
and Chief Financial Officer
(Principal Financial Officer)

Senior Vice President

and Chief Accounting Officer
(Principal Accounting Officer)
Chairman of the Board-
Director

Director

Director

Director

Director
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Date

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004

March 15, 2004



Report of Independent Auditors on Financial Statement Schedules

To the Shareholders and Board of Directors
Conseco, Inc.

Our report on the consolidated financial statements of Conseco, Inc. and subsidiaries (Successor Company) is included on
page 91 of this Form 10-K. In connection with our audit of such financial stateraents, we have also audited the related
financial statement schedules at December 31, 2003 and for the period from September 1, 2003 through December 31, 2003
listed in the index on page 197 of this Form 10-K. In our opinion, the financial statement schedules referred to above,
present fairly, in all material respects, the information set forth therein when read in conjunction with the related financial
statements.

As discussed in Note 1 to the consolidated financial statements, the United States Bankruptcy Court for the Northern District
of Mlinois, Eastern Division confirmed the Company's Sixth Amended Joint Plan of Reorganization (the "Plan") on
September 9, 2003. The provisions of the plan are described in detail in Note 1. The Plan was substantially consummated on
September 10, 2003 and the Company emerged from bankruptcy. In connection with its emergence from bankruptcy, the
Compuny adopted fresh start accounting as of August 31, 2003.

Indianapolis, Indiana
March 10, 2004
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Report of Independent Auditors on Financial Statement Schedules

To the Shareholders and Board of Directors
Conseco, Inc.

Our report on the consolidated financial statements of Conseco, Inc. and subsidiaries (Predecessor Company) is included on
page 92 of this Form 10-K. In connection with our audits of such financial statements, we have also audited the relaied
financial statement schedules at December 31, 2002 and for the period from Januvary 1, 2003 through August 31, 2003, and
for each of the two years in the period ended December 31, 2002 listed in the index on page 197 of this Form 10-K. In our
opinion, the financial statement schedules referred to above, present fairly, in all ‘material respects, the information set forth
therein when read in conjunction with the related financial statements,

As discussed in Note 1 to the consolidated financial statements, the Company filed a petition on December 17, 2002 with the
United States Bankruptcy Court for the Northern District of lllinois, Eastern Division for reorganization under the provisions
of Chapter 11 of the Bankruptcy Code. The Company's Sixth Amended Joint Plan of Reorganization (the "Plan") was
substantially consummated on September 10, 2003 and the Company emerged from bankruptcy. In connection with its
emergence from bankruptcy, the Company adopted fresh start accounting.

Indianapolis, Indiana
March 10, 2004
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CONSECQ, INC. AND SUBSIDIARIES
SCHEDULE 11
Condensed Financial Information of Registrant (Parent Company)

Balance Sheet
(Dollars in millions)

ASSETS
Successor Predecessor
December 31, | December 31,
2003 2002 -
Cash and cash equivalents: , _
DINEESIIICIEA w.vvvieeie et es et ee et e et e v ee st ese e ba s e b s ve s esea et s et st aatseebesbensensbesbesasesrnbesanrassnserans $ 111 $ 156
RSO oottt ettt e et ae s a s eab bt s sebee e baees ste e ataneananetresamaeesaneenenben 17.3 -
Other INVESIEA BSSEIS. .. ccieiitieeeititteire sttt etee e areebaestbeeaee st e et baestsetbnessbresesasbaserssesasesarasnssesanns 1 1
Investment in wholly-owned subsidiaries (eliminated in consolidation)..........ccccevvveverererrennae 4,150.2 4,661.2
Receivable from subsidiaries (eliminated in consolidation) .......c.ocvvvivneerencrniceesenerereesnaces 6 F 4144
TIHCOMIE TAX ASSEES ..o.vviiiii ettt ve et ecattsser e e ebeean s st e e s aes st sannesraaasbesmbnesbenaasesraaearsennessennsnsens 1.7 , 137.0
OURET @SSEES ..v..viiiivereite ettt st tet e te et e sa e et s at et e st e eseaseebes b ere st eteste s araeseessabensravesbassesternsanosares 67.0 _66.7
TOtal ASSELS ..veriievereerirecrieie e e ettt e $4,248.0 - $52950
LIABILITIES AND SHAREHOLDERS’ EQUITY (DEFICIT)
Liabilities: L
NOES PAYADIE ©.ovivievieiiieiteit et er ettt b st b et bt b et s e s s $1,300.0 $ -
Payable to subsidiaries (eliminated in consolidation).........cccoeverriinccnciin e 454 -
Liabilities SUDJECT tO COMPTOMIISE .....vvveviressiveseiseeseesiseiensseesseseesentssessenassenssaesarsssesssssssesses - 4,865.8
Affiliated liabilities SUBJECt L0 COMPIOMISE ....civiiiriiriiiiiricrierieeie ettt ree e e raesers e sne e - 558.1
Other THADIITIES ..ouiiiieiie e et e st bbb rae e e b s ebesteensssbtaseens 85.0 ‘ -
TOtAl HADIIHES ..ottt sttt et e b st er e st et e ae e et e e e se s enessrnnes 1,430.4 54239
Commitments and Contingencies
Company-obligated mandatorily redeemable preferred securities of
SUDSIAIATY EEUSES ¢.voveiviiere ettt ettt r et r ettt r s et s b et benereens - 1,921.5
Shareholders’ equity (deficit):
Preferted SLOCK ...viiiiiri it sb e tesvasr et b st e etasta e s bentsereaas 887.5 501.7
Common stock and additional paid-in capital ($.01 par value, 8,000,000,000
shares authorized, shares issued and outstanding at December 31, 2003 —
100,115,772; no par value, 1,000,000,000 shares authorized, shares
issued and outstanding: 2002 — 346,007,133} ...oocriiireeiiieirrre s 1,642.9 3,497.0
Accumulated other comprehensive INCome (10885) ....ovuiviieenicciiiinniirinn s seesrees 218.7 580.6
Retained earnings (defiCit)......cocerviriieiiiiiiiiie e esese et s sb ettt be e sreseaeaestbreseasaesbassnens 68.5 (6.629.7)
Total shareholders’” equity (defICIt).....c.ciieie i aene e ‘ 2.817.6 (2,050.4)
Total liabilities and shareholders’ equity (defiCit) ......cccovvvrrininniicncircinciene $4,248.0 $5,295.0

The accompanying notes are an integral part
of the condensed financial information.
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE I1

Condensed Financial Information of Registrant (Parent Company)

Statement of Operations
(Dollars in millions)

Successor Predecessor
Four months Eight months Years
D endbed 31 A endec13 | b endgd 31
ecember 31, ugust 31, -
5003 5005 Z002 oot
Revenues:
Net INVEStMENE INCOME.....v.viiiviresicin oot $ .1 $ 37 $ 24 $ 150
Dividends from subsidiaries (eliminated in consolidation)................ - - - 24.0
Fee and interest income from subsidiaries (eliminated in
€ONSOLAALION) 1..vvviriirt s - 2 272 96.0
Net INVESTMENE J0SSES .......vviviviriiieriiiiriicn e e - (1.9 - (12.1)
Other INCOME .....veveiicetic ettt ettt an e 5.6 2 1.5 .8
Total TEVENUES ... 5. 2.2 31.1 123.7
Expenses: .
nterest expense on notes payable (contractual interest: $268.5 for
the eight months ended August 31, 2003; and $345.3 for 2002) .... 343 194.0 3253 369.2
Provision for loss............... s s s - 15.9 147.2 169.6
Intercompany expenses {eliminated in consolidation) .........c.c.cocce.n. A 6.7 1.2 3.0
Operating costs and EXPENSES..........ooirriririerniiicnr i 14.6 (5.6) 94.1 69.7
%pemal charges........ccoovienan. - - 25.7 36.7
ain on extinguishment of debt . - - (1.8) (17.0)
Reorganization items, Net.......ocooverivveiieiree et ernne s ereas - (2.133.8) 14.4 -
Total EXPENSES. ....oimicvicrrecnieire s 9.0 (1.922.8) 606.1 631.2
Income (loss) before income taxes, equity in undistributed earnings
of subsidiaries, distributions on Comgapdy-obligated mandatorily
redeemable preferred securities of subsidiary trusts,
discontinued operations and cumulative effect of
accounting change ... (43.3) 1,925.0 (575.0)  (507.5)
Income tax expense (benefit):
Tax benefit on period INCOME......occvveirviiiire e e 6.1 8.5 (108.2) (181.4)
Valuation allowance for deferred tax assets........c.coecncrerricenrnciencnn - - 753.9 -
Income (loss) before equity in undistributed earnings of
subsidiaries, distributions on Company-obligated
mandatorily redeemable preferred securities of subsidiary
trusts, discontinued operations and cumulative effect of
AccouUNting Change .......ocoeeivvvreee e (37.2) 1.916.5  (1,220.7)  (326.1)
Equity in undistributed earnings of subsidiaries before discontinued
opérations, and cumulative effect of accounting change
(eliminated in cONSONAALION).....c.eeirviiriireriiiiorenieriererececsre v reeene 133.5 269.2  (1.275.8) 140.3
Income (loss) before distributions on Company-obligated
mandatori %/ redeemable preferred securities of
subsidiary trusts, discontinued operations
and cumulative effect of accounting change..........ccocevernnnee. , 96.3 2,185.7  (2,496.5) (185.8)
Distributions on Company-obligated mandatorily redeemable
preferred securities of subsidrary trusts (contractual
distributions for 2002 of$179.3 ........................................................ - - 1732 119.5
Income (loss) before discontinued operations,
and cumulative effect of accounting change............occoeie, 96.3 2,185.7  (2,669.7) (305.3)
Discontinued operations of subsidiaries, net of income taxes ............... - 160 (2,216.8)  (100.6)
Cumulative effect of accounting change of subsidiaries, net
OF INCOME tAXES ..vvvvieiei et et et e - - (2.949.2) -
Net InComME (10S8) .vvvvveveriiiirrei e 96.3 22017 (7,835.7)  (405.9)
Preferred stock dividends {contractual distributions for 2002
OF 82.1) ottt e b e 27.8 - 2.1 12.8
Income (loss) applicable to common stock ..........oevccnriinennnne. $68.5 $2.201.7 $(7,837.8) $(4i8.7)

The accompanying notes are an integral part
of the condensed financial information.
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CONSECQO, INC. AND SUBSIDIARIES
SCHEDULE 11

Condensed Financial Information of Registrant (Parent Company)

Statement of Cash Flows
(Dollars in millions)

Successor Predecessor
Four months | Eight months Years:
ended ended ended
December 31,| August 31, December 31

2003 2003 2002 - 2001

Cash flows from operating activities:
Net INCOME (10SS).evirvrriirerieriie ettt ssn s s ebenees $ 963 $2,201.7 $(7,835.7) $ (405.9)

Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Equity in undistributed earnings of consolidated subsidiaries *.... (133.5) (269.2) 12758 (140.3)
Discontinued operations of subsidiaries ...........cceceeveerierirerniennen, C - (16.0) 2,216.8 100.6
Cumulative effect of accounting change of subsidiaries ............... - - 2,949.2 -
Provision for loss on loan guarantees .........cccccvevvercrensienecrinnne, - 15.9 147.2 169.6
Net INVEStMENt LOSSES ..cvvierireeriiaerereermrerenteeeese v s teecesveeaene - 1.9 - © 1211
INCOME LAXES .vvvsisesrsismsissssri st seessssissssisis s ssss st et 19.6 8.8 (2431 (162.7)
(Gain) loss on extinguishment of debt.........cccovvvvevinnccrncinninnnn, - C- (1.8) (17.0y
Distributions on Company-obligated mandatorily redeemable ) ‘
preferred securities of subsidiary trusts............c.ccccvvirninnnnnn, - - 173.2 183.9
Reorganization items and special charges...........ccovceiveiiervnnnnn, - (2,157.0) 10.2 32.1
Other-affiliated™ ........c.ccoovverrercreirmiie e e 16.8 420 927.4 256.1
OFHET ...ttt e s bbb b (8.1) 163.8 191.9 329
Net cash provided (used) by operating activities............c.cocvrveeu... (8.9) (8.1) _ (188.9) 61.4
Cash flows from investing activities:
Sales and maturities of INVESIMENES ....cooverireerrircrreercntirercenernre e - - 16.0 33.1
Investments and advances to consolidated subsidiaries® .............cc.oceveas - (3.5) (121.3) (12.9)
Purchases of INVESTIMENTS ..ooovveiieeiieciee et sereere e e s e se e e e e eeeenenens - - (56.7) (49.5)
Change 1n restricted cash.......cocooveviiiiiiic e (17.3) _ - - -
Payments from subsidiaries®.............cooovmin .8 5.5 414.0 950.1
Net cash provided (used) by investing activities ........ccccoevvenenene. L16.>5) 2.0 252.0 - _920.8
Cash flows from financing activities: .
Issuance of common and convertible preferred shares........cc.ccooevivivennnne, ' - - - 4.1
[ssuance of notes payable and commercial paper.........cocooevevvniiiininnnns - - - 404.9
Payments on notes payable ... erinirneeienieee e - - (75.5) (1,349.4)
Issuance of notes payable to affiliates™® .......ccooveervenecieneneeen, 27.0 - Co. _ -
Dividends to subsidiaries™® ... - : - (36.0) (36.0)
Dividends and distributions on Company-obligated mandatorily :
redeemable preferred securities of subsidiary trusts.......ccccococvevrcrnrne - - (86.2) _(181.2)
Net cash provided (used) by financing activities.........oe.ocvvevierenn. 27.0 - (197.7) (1,157.6)
Net increase (decrease) in cash and cash equivalents.................... 1.6 - (6.1) (134.6) (175.4)
Cash and cash equivalents, beginning of the period.......c.ccccocevneeennnnnne. 95 | 15.6 150.2 3256
Cash and cash equivalents, end of the period........cccoocveviniicvinieniinn $ 111 $ 95 $ 156 § 1502

* Eliminated in consolidation

The accompanying notes are an integral part
of the condensed financial information.

)
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CONSECO, INC. AND SUBSIDIARIES
SCHEDULE 11

Notes to Condensed Financial Information

1. Basis of Presentation

The condensed financial information should be read in conjunction with the consolidated financial statements of Conseco,
Inc. The condensed financial information includes the accounts and activity of the parent company.
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Life insurance inforce:

Premiums recorded as revenue for generally

accepted accounting principies:

DATECT .ccviiiciieeccece e

Net premiums ..o,

Percentage of assumed to net

CONSECO, INC. AND SUBSIDIARIES

SCHEDULE IV

Reinsurance
(Dollars in millions)

Successor

206

Predecessor
2003 2002 2001
$85,830.2 $94,098.3 $116,075.0
1,753.8 3,380.7 1,996.5
(23.431.2) (26,368.9) (26.088.6)
$64,152.8 $71,110,1 $91,9829
............................. 2.7%| 4.8% 2.2%
Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31, | August 31, December 31
2003 2003 2002 2001
$ 9343 $2,0114 $32878 $3,600.0
............................. 31.9 573 78.7 146.0
(92.1) (196.4) (327.8) (249.4)
3 874.1 1,872, $3,0387 $3,496.6
............................. 3.6% 3.1% 2.6% 4.2%



CONSECO, INC. AND SUBSIDIARIES

—,_——-“

Exhibit 12.1

. Computation of Ratio of Earnings to Fixed Charges,
Preferred Dividends and Distributions on Company-Obligated Mandatorily
Redeemable Preferred Securities of Subsidiary Trusts - Consolidated Basis

(Dollars in millions)

Successor Predecessor
Four months | Eight months Years
ended ended ended
December 31,] August 31, December 31
_ 2003 2003(b) 2002 2001
Pretax income (loss) from operations:
Net income (l0SS)....cocrirrimiriiiarinnenieansasnesseaseeass e eeeteettraseentaenaeseaasiaas $96.3 $2,201.7 $(7,835.7) $(405.9)
Add income tax expense (benefit) ........cceevrenrniniec 532 (13.5) 864.3 (57.6)
Add discontinued OPETAtioNS .........cceveverreriermrerrernrenenrereeneseneensenees - (16.0)  2,216.8 100.6
Add minority interest......... eeveeter et et s e re et e et ea e s a bbb et b ens - - 173.2 119.5
Add cumulative effect of accounting change..........coocvverecviecrernirenne, - - 2,949.2 -
Pretax income (l0ss) from OPErations ........c.evveevinecrnirssenarisscinnes 149.5 2,172.2  (1.,632.2) _(243.4)
Add fixed charges:
Interest expense on corporate debt, including amortization.................... 344 2232 346.7 369.5
Interest expense on investment BOITOWINES .......ccoveviriereriererenireecneences 24 8.3 16.4 30.5
Interest added to policyholder account balances..............ccoccovvvnnernienne. 145.5 307.9 496.6 523.3
Portion of rental (@) .......oeeevrerienierieeeiece ettt 6.4 8.9 13.8 15.1
Fixed ChAarges .....coviiiimimiiniciinii sttt 188.7 548.3 873.5 938.4
AdJUSLE €AIMINES (108S) -.evreerererrereeeeemeeeresessesssseseesresreresressessessonene $338.2 $2.720.5 $(758.7) $695.0
Ratio of earnings to fixed charges .........ccoovvnecvcninccnnn e, 1.79X 4.96X (c) (e)
Ratio of earnings to fixed charges, excluding interest .
added to policyholder account balances .........ccveveeenevnnrnne 446X 10.04X () (&)
FIXed ChAIZES  oovviieeiiieeeceii ettt eie et sae s ee s reneeneae $188.7 $ 5483 § 8735 § 9384

Add dividends on preferred stock, including dividends on preferred

stock of subsidiaries (divided by the ratio of income before

MINOrity interest to Pretax MCOME) .. coureeeireieri e eeeieeaccereetesrseeie v 43.2
Add distributions on Company-obligated mandatorily redeemable

preferred securities of subsidiary trusts ........cc.oeoveeririncreneneieisennens -

- 3.2 19.8

- 173.2 183.9

Fixed charges plus preferred dividends and distributions on
Company-obligated mandatorily redeemable preferred

securities of subsidiary trusts .......covevveiei e, $231.9
Adjusted earnings (1088} ........cvcrurrermrinrersiomnsieseiesssessassssarsasssieseens $338.2

Ratio of earnings to fixed charges, preferred dividends and
distributions on Company-obligated mandatorily
redeemable preferred securities of subsidiary trusts............... 1.46X

§ 5483 $1.0499 $1.142.1

$2,720.5 § (7587 $ 6950

4.96X D ®




Successor Predecessor

Four months | Eight months Years
ended ended ended
December 31, August 31, December 31
2003 2003(b) 2002 2001
Ratio of earnings to fixed charges, preferred dividends and
distributions on Company-obligated mandatority
redeemable preferred securities of subsidiary trusts,
excluding interest added to policyholder account balances.... 2.23X 10.04X (d) @

)
(b)

()

(d)

Interest portion of rental is estimated to be 33 percent. '

Earnings for the eight months ended ‘August 31, 2003 included reorganization items totaling $2,130.5 million. The-
reorganization items included: (i) $3,151.4 million related to the gain on the discharge of prepetition liabilities; (ii)
$(950.0) million related to fresh start adjustments; and (iii) $(70.9) million related to professional fees. The ratios for
the eight months ended August 31, 2003, excluding such reorganization items would be as follows: (i) ratio of earnings
to fixed charges - 1.08X; and (i1} ratio of earnings to fixed charges excluding interest added to policyholder account
balances - 1.17X. There were no preferred stock dividends or distributions on Company-obligated mandatorily
redeemable preferred securities of subsidiary trusts during the eight months ended August 31, 2003.

For such ratios, earnings were $1,632.2 million less than fixed charges. Earnings for the year ended December 31,
2002 included: (i) special and reorganization charges of $110.9 million; (ii) goodwill impairment charges of $500
million; and (iii) provision for losses related to loan guarantees of $240.0 mllhon as described in greater detail in the
notes to the accompanying consolidated financial statements.

For such ratios, earnings were $1,808.6 million less than fixed charges. Earnings for the year ended December 31,
2002 included: (i) special and reorganization charges of $110.9 million; (ii) goodwill impairment charges of $500
million; and (iii) provision for losses related to loan guarantees of $240.0 million, as described in greater detail in the
notes to the accompanying consolidated financial statements.

(e) For such ratios, earnings were $243.4 million less than fixed charges. Earnings for the year ended December 31, 2001

4]

included: (i) special charges of $80.4 million; and (i) provision for losses related to loan guarantees of $169.6 million,
as described in greater detail in the notes to the accompanying consolidated financial statements.
For such ratios, earnings were $447.1 million less than fixed charges. Earnings for the year ended December 31, 2001
included: (i) special charges of $80.4 million; and (ii) provision for losses related to loan guarantees of $169.6 million,
as described in greater detail in the notes to the accompanying consolidated financial statements.




INVESTOR INFORMATION

MEETING OF SHAREHOLDERS

Under the terms of Conseco, Inc’s Bylaws, adopted in connection with its Plan of Reorganization, the next meeting
of the company’s shareholders will occur no earlier than August 10, 2004. Shareholders will receive proxy materials

for that meeting in a separate mailing approximately four weeks before the meeting date.

SHAREHOLDER SERVICES

If you are a registered shareholder and have a question about your account, or if you would like to report a change
in your name or address, please call Conseco’s transfer agent, Wachovia Bank, N.A., (800) 829-8432. Customer service
representatives are available Monday through Friday 9 a.m. to 5 pM. Eastern Time. Shareholders may also reach Wachovia

on the Web at: www.wachovia.com/shareholderservices, by e-mail at: equityservices @ wachovia.com or by mail at:

Wachovia Bank, N.A.

Shareholders Services Group—NC1153
1525 West W.T. Harris Blvd. 3C3
Charlotte, NC 28262-1153

WAYS TO LEARN MORE ABOUT US

Internet: Visit the “About Conseco” section at www.conseco.coni.

Investor hotline: Call (800) 4-CONSECO [In Indianapolis: (317) 817-6777] to receive annual reports, 10-Ks, 10-Qs
and other lengthy documents by mail; to be placed on our permanent mailing list; to hear prerecorded messages on
a number of topics {including daily stock trading, news releases and financial results); or to speak with an investor

relations representative.
E-mail: Contact us at ir@conseco.com to ask questions or request materials.

QUARTERLY REPORTING
To receive Conseco’s quarterly results as soon as they are announced, please visit our Internet site, or contact the

investor relations department to be placed on our mailing list.

COPIES OF THE REPORT
To obtain additional copies of this report or to receive other free investor materials, contact the investor relations

department. To view these reports online, please visit www.conseco.com.

STOCK INFORMATION

Conseco’s common stock is traded primarily on the New York Stock Exchange (trading symbol: CNO). CNQ

As of March 9, 2004, there were 100,115,772 shares outstanding, held by approximately 67,000 share-
holders (including shares held in “Street name™). YSE.
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