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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

[ X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 1997

[] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 1-9250

Conseco, Inc.
No. 35-1468632

Indiana
State of Incorporation IRS E mployer Identification No.
11825 N. Pennsylvania Street
Carmel, Indiana 46032 (317) 817-6100
Telephone

Address of principal executive offices

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been

subject to such filing requirements for the pastlafs: Yes [ X ] No []

Shares of common stock outstanding as of Octobet@7: 188,414,54
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ITEM 1. FINANCIAL STATEMENTS.

Cco

Investments:
Actively managed fixed maturities at fair value
1997 - $20,676.5; 1996 - $17,203.3)...........

Equity securities at fair value (cost: 1997 - $2
Mortgage l0ans........ccccoeevveecvieeennnenn.
Credit-tenant 10ans.............cccoeeveeirenns

Policy loans.........cccceevvvveeiiiieeeinen,

Other invested assets ..
Short-term investments
Assets held in separate accounts................

Total investments..........cccceevvveenns

Accrued investment inCOMe............cccceevvenne
Cost of policies purchased..
Cost of policies produced...
Reinsurance receivables.
Income tax assets
Goodwill (net of accumulated amortization: 1997 - $
Property and equipment (net of accumulated deprecia
Other assets........cccooevveiiiciieciecnens

Total assets.......cccvvvveeeiveeinennen,

RT I - FINANCIAL INFORMATION

NSECO, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
(Dollars in millions)

ASSETS

Septemb
199

(unaud

(amortized cost:

139.0; 1996 - $83.2)......ccceevuirienne 3,2
tion: 1997 - $83.7; 1996 - $69.7) .........

(continued on next page)

The accompanying notes are an integral part oftmsolidated financial statements.

2

er 30,

7

ited)

65.3
38.5
08.8
70.1
34.7
49.3
73.6
06.7

47.0

60.6
81.8
41.8
87.9
87.4
51.4
57.7
22.4

38.0

December 31,
1996

$17,307.1
99.7
356.0
447.1
542.4

19,631.1

296.9
2,015.0
544.3

$25,612.7



Cco

CONSO

LIABI

Liabilities:

Insurance liabilities:
Interest sensitive products
Traditional products
Claims payable and other policyholder funds...
Unearned premiums.........cccovvvvernnneens

Investment borrowings..........ccccovevveeenns

Other liabilities..........cccccovivriennene

Liabilities related to separate accounts .......

Commercial Paper......cccccveeiieeeciiveeinns

Notes payable..........ccccoceeriiienniennns

Total liabilities............ccceeennne

Minority interest:
Company-obligated mandatorily redeemable preferr
of subsidiary trusts...........cccccevuerne
Mandatorily redeemable preferred stock of subsid
Common stock of subsidiary......................

Shareholders' equity:
Preferred stock........ccccoovivvicrencns
Common stock and additional paid-in capital (no
authorized, shares issued and outstanding: 199
1996 - 167,128,228).....ccceveriereennnne
Unrealized appreciation (depreciation) of securi
Fixed maturity securities (net of applicable d
1997 - $79.3; 1996 - $21.5)......ccccuvene
Other investments (net of applicable deferred
1997 - $1.4; 1996 - $(.5))....cvrveveree.
Retained earnings............cccceevvveernineen,

Total shareholders' equity..............

Total liabilities and shareholders' equi

NSECO, INC. AND SUBSIDIARIES

LIDATED BALANCE SHEET, continued

(Dollars in millions)

LITIES AND SHAREHOLDERS' EQUITY

Septemb
199

(unaud

........................................... 28,4
ed securities
........................................... 9
iary..

........................................... 1

par value, 500,000,000 shares
7 - 188,009,367;

........................................... 2,4
ties:

eferred income taxes:
........................................... 1
income taxes:
........................................... 1,0
........................................... 3,7

B ettt $33,1

The accompanying notes are an integral part oftimsolidated financial statements.
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er 30,

7

ited)

59.6
47.9
65.4
42.6
08.9
49.9
06.7
92.9
76.8

50.7

00.0

22.0
52.5

47.2

2.6
62.3

86.6

38.0

December 31,
1996

$14,795.5
3,180.1
1,056.3
272.4
383.4
709.5
337.6

1,094.9

600.0
97.0

267.1

2,029.6

$25,612.7



Cco

CONSO

Revenues:

Insurance policy income:
Traditional products
Interest sensitive products.

Net investment income.....

Net investment gains........ .

Fee revenue and other income..................

Nonrecurring iNCOMe..........ccocueeveeenneen.

Total revenues..........cccoeeeveerinenne

Benefits and expenses:
Insurance policy benefits...........c.ccoc......
Change in future policy benefits....
Amounts added to annuity and financial product p
balances:

Interest.......cccovvvviniiniininn,

Other amounts added to variable and equity-i
Interest expense on notes payable...............
Interest expense on short-term investment borrow
Amortization related to operations..............
Amortization related to investment gains........
Nonrecurring charges...........ccc.cccovinene
Other operating costs and expenses..............

Total benefits and expenses.................

Income before income taxes, minority interes

INCOME tax EXPENSE.......vvveeererererieneecnanes

Income before minority interest and extraord

Minority interest:
Distributions on Company-obligated mandatorily r
securities of subsidiary trusts...............
Dividends on preferred stock of subsidiaries....
Equity in earnings of subsidiaries..............

Income before extraordinary charge .........
Extraordinary charge on extinguishment of debt, net
minority iNterest...........coevveeeneeennen.
Netincome.........ccoceeiieiiiiiiinnns
Less amounts applicable to preferred stock:

Charge related to induced conversions...........
Preferred stock dividends.......................

Net income applicable to common stock.......

NSECO, INC. AND SUBSIDIARIES

LIDATED STATEMENT OF OPERATIONS

(Dollars in millions)
(unaudited)

Three months ended
September 30,

1997

1996

. $351.0
107.0 100.8
460.6 364.8
116.4 6.9
20.7 10.8
........................... 1,483.5 834.3
594.8 313.8
. 23.6 3.9
olicyholder account
........................... 176.4 173.6
ndexed annuity products... 32.4
24.7 30.4
6.5
61.2
3.3
99.0
........................... 1,208.3 702.8
t and extraordinary charge.  275.2
........................... 106.9 49.8
inary charge .............. 168.3 81.7
edeemable preferred
. 13.0 -
8 2.3
- 1
154.5 79.3
of taxes and
........................... 7 1.2
........................... 153.8 78.1
2.2 5.5
........................... $ 1516 $ 726

Nine months ended

September 30,
1997 1996
$2,121.4  $1,033.4
319.5 159.8
1,314.7 926.7
137.3 9.8

50.1 38.5

- 30.4
3,943.0 2,198.6
1,581.7 858.3
105.2 15.9
518.0 445.9

11.1 70.6 28.5

76.0 84.6

17.7 15.1
310.8 160.7

70.4 15.6

71.7 -
419.1 221.0
3,241.2 1,845.6

131.5 701.8 353.0

261.8 134.1
440.0 218.9

34.6 -

33 7.4

- 18.4
402.1 193.1

6.2 18.6

395.9 174.5

13.2 -

6.7 22.7
$ 376.0 $ 151.8

(continued on next page)
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The accompanying notes are an integral part o€dimsolidated financial statements.




Cco NSECO, INC. AND SUBSIDIARIES

CONSOLIDAT ED STATEMENT OF OPERATIONS, continued
(Dollars in millions, except per share data)
(unaudited)
Three months ended
September 30,
1997 1996
Earnings per common share and common equivalent sha re:
Primary:
Weighted average shares outstanding............ L. 210,978,000 143,171,000 20
Income before extraordinary charge............ . . $.73 $.55
Extraordinary charge............ccccoveuvene - .01
NetinCOME...ccciiiiiciicieieieeee $.73 $.54
Fully diluted:
Weighted average shares outstanding............ L. 212,106,000 158,061,000 21
Income before extraordinary charge............ . $.73 $.50
Extraordinary charge........ccccoccvvcecee e - .01

NEtINCOME..cvivieiieiieiieieeieeeee e $.73 $.49

The accompanying notes are an integral part o€dimsolidated financial statements.

5

Nine months ended
September 30,

1997 1996

9,742,000 115,890,000
$1.85 $1.58
.03 .16

$1.82 $1.42

0,193,000 134,740,000
$1.85 $1.43
.03 14

$1.82 $1.29



Cco

CONSOLIDAT

Preferred stock:

Balance, beginning of period....................
Issuance of convertible preferred stock.......
Conversion of preferred stock into common shar
Redemption of preferred stock for cash........

Balance, end of period.............cccecouuee.

Common stock and additional paid-in capital:
Balance, beginning of period....................

Amounts related to stock options and employee
Tax benefit related to issuance of shares unde
Conversion of convertible debentures into comm
Conversion of preferred stock into common shar
Issuance of shares in merger with Life Partner
Issuance of shares in merger with Capitol Amer
Issuance of shares in merger with Pioneer Fina
Cost of issuance of preferred stock...........
Cost of shares acquired charged to common stoc

Balance, end of period.............cccccouee.

Unrealized appreciation (depreciation) of securitie
Fixed maturity securities:
Balance, beginning of period..................
Change in unrealized appreciation (depreciat

Balance, end of period...........c.cccccoues

Other investments:
Balance, beginning of period..................
Change in unrealized appreciation (depreciat

Balance, end of period...........c.ccccccue.

Retained earnings:
Balance, beginning of period....................

Net income .......ccoeeeveeiviniiieeeee.

Cost of shares acquired charged to retained ea

Amounts applicable to preferred stock:
Charge related to induced conversion of conv
Dividends on preferred stock................

Dividends on common stock.....................

Balance, end of period.............cccccouue..

Total shareholders' equity..................

NSECO, INC. AND SUBSIDIARIES

ED STATEMENT OF SHAREHOLDERS'

(Dollars in millions)
(unaudited)

benefit plans..........cccocceeie
r stock option plans..
on shares..............

s Group, INC....ooovevvveiiecns

ican Financial Corporation

ncial Services, InC................

The accompanying notes are an integral part o€disolidated financial statements.
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EQUITY

ne months ended
eptember 30,

1996
1 $ 2835
267.1
1) (283.2)
(:3)
0 $ 2671
6  $ 157.2
6 21.4
5 18.4
4 -
1 283.2
586.8
7 -
5 -
3) (9.4)
4 (3.1)
2) -
5  $1,054.5
8  $ 1126
4 (159.3)
2 $ (46.7)
9 $ 1
5 (4)
6 $ (3)
7 $ 5583
9 174.5
1) (22.9)
2) -
7) (22.7)
3) (5.9)
3 $ 6813
6  $1,955.9



Cco

CONSO

NSECO, INC. AND SUBSIDIARIES

LIDATED STATEMENT OF CASH FLOWS
(Dollars in millions)
(unaudited)

Ni ne months ended
S eptember 30,
1997 1996
Cash flows from operating activities:
NELINCOME..ciiiiiiivicicic e $ 395.9 $ 1745
Adjustments to reconcile net income to net cash provided by operating activities:
Amortization and depreciation..........cceeeee. 395.2 190.7
Income taxes.........coeeevnennn . 94.6 (4.4)
Insurance liabilities (81.8) 58.7
Amounts added to annuity and financial product policyholder account balances......... 588.6 474.4
Fees charged to insurance liabilities......... (318.2) (158.9)
Accrual and amortization of investment income. (34.6) (27.2)
Deferral of cost of policies produced......... (442.7) (237.0)
Nonrecurring items.........ccovvvvevvineenns 71.7 (30.4)
Minority interest - 17.3
Extraordinary charge on extinguishment of debt 9.5 28.6
Net iNVeStMENt QaINS.....cccvvevvcceeeiiis e (137.3) (9.8)
OtNer it e (16.9) (34.2)
Net cash provided by operating activities... 524.0 442.3
Cash flows from investing activities:
Sales Of INVESIMENTS. ... ———— 11,453.1 4,954.0
Maturities and redemptions... .. 450.2 521.0
Purchases of investments............... . (12,673.0) (5,852.8)
Purchase of Life Partners Group, INC............. e - (9.5)
Purchase of property and casualty insurance brok erage businesses............ccoeuenne (12.0)
Purchase of additional shares of American Life H oldings, Inc........... - (165.0)
Purchase of preferred stock of American Life Hol dings, INC...ooevvveeiiiiieiiiiee - (12.6)
Purchase of mandatorily redeemable preferred sto ck of subsidiary............ccceeeenns -
Repurchase of equity securities by Bankers Life Holding Corporation. (27.7)
Cash held by Life Partners Group, Inc. before co nsolidation............cccceeevveenne - 79.1
Acquisition of Capitol American Financial Corpor ation, net of cash held at date
Of MEIGEI i (522.1) -
Cash held by Pioneer Financial Services, Inc. at date of merger 44.2 -
Acquisition of Colonial Penn Life Insurance Comp any and Providential Life Insurance
Company and certain other assets, net of cash held at date of purchase............... 11.3 -
OFNEI ittt s (5.0) (56.5)
Net cash used by investing activities ...... . (1,339.7) (582.0)
Cash flows from financing activities:
Issuance of Company-obligated mandatorily redeem able preferred stock of
SUDSIdIArY trUSES...oveeiviieciieciis e 296.7 -
Issuance of shares related to stock options and employee benefit plans ............... 46.4 16.3
Issuance of convertible preferred stock.......... L - 257.7
Issuance of commercial paper, Net.....ccccceeee 492.9 -
Issuance of notes payable.............. 1,858.4 853.3
Redemption of preferred shares.. - (.3)
Payments on notes payable....................... (1,554.8) (987.5)
Payments to repurchase equity securities of Cons [=ToTo T UUPUPRTPRRN (496.8) (21.5)
Investment borrowings...........ccceeevveennns 925.5 169.8
Deposits to insurance liabilities... . 1,426.7 1,266.5
Withdrawals from insurance liabilities.......... . ... (1,629.2) (1,366.4)
Charge related to induced conversion of converti ble preferred stock.................... (13.2) -
DIVIdends Paid ......cccovvvvevviiieniiis e (44.9) (25.8)
Net cash provided by financing activities... 1,307.7 162.1
Net increase in short-term investments...... L 492.0 22.4
Short-term investments, beginning of period......... L 281.6 189.9
Short-term investments, end of period.............. $ 773.6 $ 2123

The accompanying notes are an integral part oftimsolidated financial statements.
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CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following notes should be read in conjunctidgthwhe notes to consolidated financial statemamsided in the 1996 Form 10-K of
Conseco, Inc. ("We", "Consecao" or the "Company").

BASIS OF PRESENTATION

The unaudited consolidated financial statementsaeéll adjustments, consisting only of normalureing items, which are necessary to
present fairly Conseco's financial position andiltssof operations on a basis consistent with éfiatur prior audited consolidated financial
statements. We have reclassified certain amouons fhe prior periods to conform to the 1997 presstiott. We have restated all share and
per-share amounts for the two-for-one stock sgigtributed on February 11, 1997, and April 1, 1996

In preparing financial statements in conformityhwitenerally accepted accounting principles ("GAAR® are required to make estimates
and assumptions that significantly affect variogjsarted amounts. For example, we use significaimhates and assumptions in calculating
the cost of policies produced, the cost of poligieechased, goodwill, insurance liabilities, lidi#s related to litigation, guaranty fund
assessment accruals and deferred income taxas. fiitore experience differs materially from thestimates and assumptions, our financial
statements could be affected.

Consolidation issues. Conseco's ownership of Barlkiée Holding Corporation ("BLH") was 88 percerttizecember 31, 1995, and increased
to 90.5 percent at March 31, 1996, as a resulhafesrepurchases by BLH. On December 31, 1996 owsleted the purchase of BLH
common shares we did not previously own in a tretima pursuant to which BLH merged with a whollymed subsidiary of Conseco (the
"BLH Merger"). The accounts of BLH are consolidateith Conseco's accounts for all periods in theoagganying consolidated financial
statements.

We were required to use step-basis accounting wieeacquired the BLH common shares at the variogaisition dates. The assets and
liabilities of BLH included in Conseco's consoliddtbalance sheet represent the following combinatforalues: (i) the portion of BLH's net
assets acquired by Conseco in the November 199fisition made by Conseco Capital Partners, L.Ralged as of that acquisition date; (ii)
the portion of BLH's net assets acquired in 199®51and the first quarter of 1996 is valued asefdates of their purchase; and (iii) the
portion of BLH's net assets acquired in the BLH §#gris valued as of December 31, 1996.

Conseco Capital Partners Il, L.P. ("Partnership IConseco's second investment partnership, achAingerican Life Holdings, Inc. ("ALH")
on September 29, 1994. Because Conseco was thgesweal partner of Partnership Il, Conseco coealdPartnership 1l and ALH even
though our ownership interest was less than 50ep&r&ecause of this control, Conseco's consolidf@ncial statements were required to
include the accounts of ALH. Immediately after #oguisition of ALH, Conseco, through its directéstment and through its equity interests
in the investments made by BLH and other affiliatesd approximately a 27 percent ownership intére8t. H. Conseco's ownership interest
in ALH increased to 36 percent in 1995.

On September 30, 1996, we purchased all of the aomshares of ALH we did not previously own fromtRarship Il for $165.0 million in
cash (the "ALH Stock Purchase") and Partnershipald terminated. We were required to use step-basisunting when we acquired the
shares of ALH common stock in the ALH Stock Purehasd for our previous acquisitions. As a resh#,dssets and liabilities of ALH
included in Conseco's consolidated balance shpetsent the following combination of values: (i¢ fhortion of ALH's net assets acquired by
Conseco in the initial acquisition of ALH made bgrimership 1l is valued as of September 29, 19894the portion of ALH's net assets
acquired on November 30, 1995 is valued as ofdht; and (iii) the portion of ALH's net assetsuacef in the ALH Stock Purchase is
valued as of September 30, 1996.

On August 2, 1996, we completed the acquisitioa (ttPG Merger") of Life Partners Group, Inc. ("LP@&hd LPG became a wholly owned
subsidiary of Conseco. On December 17, 1996, weptaied the acquisition (the "ATC Merger") of AmexncTravellers Corporation
("ATC") and ATC was merged with and into ConsecdhwConseco being the surviving corporation. Ondéeber 23, 1996, we completed
the acquisition (the "THI Merger") of Transport ldoigs Inc. ("THI") and THI was merged with and if@onseco with Conseco being the
surviving corporation. On March 4, 1997, we comgidiethe acquisition (the "CAF Merger") of Capitol Arnican Financial Corporation
("CAF") and CAF became a wholly owned subsidiaryCohseco. On May 30, 1997, we completed the admprigthe "PFS Merger") of
Pioneer Financial Services, Inc. ("PFS") and PR&ime a wholly owned subsidiary of Conseco. On Seipée 30, 1997, we completed the
acquisition (the "Colonial Penn Purchase") of C@bRenn Life Insurance Company and Providentif¢ Lisurance Company and certain
other assets (collectively referred to as "ColoRi@hn"). Colonial Penn became a wholly owned sidrsiedf Conseco. The accounts of LPG
are consolidated with Conseco effective July 1,



CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1996; the accounts of ATC and THI are consolidatéelctive December 31, 1996; the accounts of CAfcansolidated effective January 1,
1997; the accounts of PFS are consolidated effeetpwil 1, 1997; and the accounts of Colonial Parenconsolidated effective September
1997.

ADJUSTMENT TO ACTIVELY MANAGED FIXED MATURITY SECUR ITIES

We classify fixed maturity securities into thredegpories: "actively managed" (which are carriedsiimated fair value), "trading
account" (which are carried at estimated fair vahred "held to maturity" (which are carried at atrred cost). We did not classify any fixed
maturity securities in the held to maturity or fragicategories at September 30, 1997.

Adjustments to carry actively managed fixed mayusicurities at fair value have no effect on ouniegs. We record them, net of tax and
other adjustments, as an adjustment to sharehbtgriy. "Unrealized appreciation of fixed matursiecurities, net" in shareholders' equit
September 30, 1997, and December 31, 1996, cothsibtae following:

September 30, 1997 Decem ber 31, 1996
Effect of E ffect of
fair value  Carrying fa ir value Carrying

Cos t basis adjustments  value Cost basis ad justments  value

(Dollars in millions)

Actively managed fixed maturity

SECUMLIES. ..eeveeeeieeiieeiieeeiees $20 ,676.5 $388.8 $21,065.3 $17,203.3 $103.8 $17,307.1
Other balance sheet items:

Cost of policies purchased............... 2 , 7155  (133.7) 2,581.8 2,059.2 (44.2) 2,015.0

Cost of policies produced................ 863.3 (21.5) 841.8 542.6 1.7 544.3

Amounts related to assets held in trust
under reinsurance agreements

(included in other liabilities)....... - (7.1) (7.1) - -
Income tax assets.......cccceveeennnen. 166.7 (79.3) 87.4 30.3 (21.5) 8.8
Unrealized appreciation of fixed maturity
Securities, Net.......cccceeeeeveennenns $147.2 $39.8

FINANCIAL INSTRUMENTS

Conseco has entered into interest rate swap agntenvhich expire in 2002. Such agreements effelgtivenvert the fixed cost the Company
incurs on $200.0 million of Company-obligated mawdéy redeemable preferred securities of subsjdiassts to a variable rate during the
next five years. Under the agreements, Consecivesca weighted average fixed rate of 6.82 perarndtpays a floating rate based on
LIBOR, determined quarterly. At September 30, 198& weighted average floating rate was approxitpy&&9 percent. Unrealized gains of
$3.8 million related to the interest rate swap agrents are not reflected in the consolidated firgdustatements.

In 1996, we introduced equity-indexed annuity paiduwhich provide a guaranteed base rate of retita higher potential return linked to
the performance of a broad-based equity index. Méeimplemented a hedging program under which wehmase Standard & Poor's 500
Index Call Options ("S&P Options"). We buy S&P Qpt$ to offset potential increases in policyholdaraant balances for equity-indexed
annuity policies resulting from increases in theex to which the products are linked. We includedbst of the S&P Options in the pricing
the equity-indexed annuity products. We reflectngjes in the values of the S&P Options, which flattun relation to changes in
policyholder account balances for these annuiiieset investment income.

During the nine months ended September 30, 1997nwiestment income increased by $33.6 million assalt of changes in the value of the
S&P Options. Such investment income was substintiéfset by amounts added to policyholder accdaalances for annuities and financial
products. The value of the S&P Options was $38lamiat September 30, 1997. We classify such imsénts as other invested assets.

9



CONSECO, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

If the counterparties of the aforementioned derveafinancial instruments do not meet their obligas, Conseco could have a loss. Conseco
limits its exposure to such a loss by diversifyamgong several counterparties believed to be stodgcreditworthy. At September 30, 1997,
all of the counterparties were rated A or higheStgndard & Poor's Corporation.

In conjunction with its investment in a consumeficing company, Conseco has guaranteed up to 8ilidh of the financing company's
indebtedness to its primary lender through 199& 13800 believes the likelihood of a significant l&esn the guarantee is remote.

ACQUISITIONS
Capitol American Financial Corporation

On March 4, 1997, we completed the CAF Merger. Wehanged each outstanding share of CAF common $todhke right to receive
$30.75 in cash plus 0.1647 of a share of Consegorumn stock. We paid $549.3 million (including acition expenses of $10.7 million) in
cash and issued 3.0 million shares of Conseco canstozk (including .1 million common equivalent gdmissued in exchange for CAF's
outstanding options) having a value of approxinya$dl15.7 million. We also assumed a $31.0 millioterpayable of CAF, which we repaid
on the merger date.

CAF, through its insurance subsidiaries, undensritearkets and distributes individual and grougptmental health and accident insurance.
CAF's principal insurance subsidiary is Capitol Aioen Life Insurance Company ("CALI"), an Arizordemiciled insurance company.

CALlI is licensed to sell its products in 47 statée, District of Columbia, Puerto Rico and the W/8gin Islands, and markets its products
through a sales force consisting of independenttagagent organizations and brokers.

Pioneer Financial Services, Inc.

On May 30, 1997, we completed the PFS Merger. Vddanxged each outstanding share of PFS common fetock077 of a share of Conse
common stock. We issued 8.6 million shares of Comsemmon stock (including .2 million common equlévd shares issued in exchange
PFS's outstanding options) having a value of apprately $342.5 million. We assumed PFS's convertiiibordinated notes, which became
convertible into 3.1 million shares of Conseco camrstock, having a value of $140.9 million (of whi$86.1 million, representing the
principal amount outstanding, is included in ngiagable and $54.8 million, representing the add#tivalue attributable to the conversion
feature, is included in other liabilities). We alBssumed a $21.3 million note payable of PFS, wivieliepaid on the merger date.

PFS, through its insurance subsidiaries, undersififie insurance, annuities and health insuraneeiected niche markets throughout the
United States.

Colonial Penn

On September 30, 1997, we completed the Coloniah Pairchase from Leucadia National Corporation {daglia") for $460.0 million in
cash and notes payable. The Colonial Penn Pureteséunded with: (i) $60.0 million in cash which sMaorrowed under our bank credit
facility; and (ii) notes payable to Leucadia (theticadia Notes) totaling $400.0 million. The Leueadotes bear interest at the one month
LIBOR rate plus a margin of .50 percent payableisemmually. Such rate was 6.16 percent at Septenthef9®7. The Leucadia Notes mat
on January 2, 2003. The Leucadia Notes may begukt to Conseco by the holder at any time after Boeg 31, 1997, in the event that: (i)
all or substantially all of Leucadia's assets atd;r (ii) there is an acquisition of benefictalnership of Leucadia's securities representing
20 percent or more of the voting securities of laglia. In addition, the Leucadia Notes are putablefiole or in increments of $10 million
par value) at any time on or after September 39918t a discount to par. The discount rate is lelgua

(i) 3 percent of the then outstanding principabibake during the period September 30, 1999, thr@sghiember 29, 2000; (ii) 2 percent of the
then outstanding principal balance during the pe8eptember 30, 2000, through September 29, 20@1(i§ 1 percent of the then
outstanding principal balance thereafter prior &iurity. The Leucadia Notes and accrued interesetn are secured by standby letters of
credit totaling $420.0 million. Such letters of diteexpire on September 30, 1998, but may be exigim one-year increments through 2003.
The Company pays a fee on the letters of crediédagpon the ratings by Standard & Poors and Dufh&lps on the Company's senior notes.
At September 30, 1997, such fee was .20 percerdrparm on the $420.0 million of outstanding lettafrsredit.
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Colonial Penn is principally engaged in the salégohded benefit life" insurance policies througiedt marketing and Medicare supplement
insurance through independent agents.

Effect of Merger Transactions on Consolidated Finaaoial Statements

We used purchase accounting to account for the KAafger effective January 1, 1997, the PFS Merdectte April 1, 1997, and the
Colonial Penn Purchase effective September 30,.18@7allocated the cost to acquire CAF, PFS, addr@al Penn to the assets and
liabilities acquired based on their fair valueotheir effective dates, and recorded the excéfiseatotal purchase cost over the fair value of
the liabilities we assumed as goodwill. We basésldhocation on a preliminary determination of th& value of the assets and liabilities we
acquired. We may adjust this allocation when we erekinal determination of such values. We do nxpeet any adjustment to be material,
however.

The above acquisitions affected the consolidatémhioa sheet and consolidated statement of casls fievof the effective date of the
respective transactions as follows (dollars inionil):

CAF PFS Colonial
Merger Merger Penn
Fixed maturities............coeeeevveeeeeerienns $808.4 $1,007.4 $579.0
Equity securities............ccvuee.ne 9.4 30.9 29
Policy loans.........ccccceeevveeeneenn. - 83.9 12.7
Accrued investment income 8.6 16.4 10.7
Cost of policies purchased........ 411.9 253.9 155.8
Reinsurance receivables...... 207.6 36.3
GOOAWill.....oevieiiiicieeiecc e 330.7 308.2 2711
Income tax assets (liabilities)................... (57.4) 29.4 4.2)
Insurance liabilities...........ccocovverineenns (824.0) (1,474.0) (657.1)
Notes payable........ccccvvvveeiiiieeiiieenins (31.0) (107.4) (402.2)
Common stock and additional paid-in capital........ (115.7) (342.5)
Other. ..o (18.8) (58.0) (16.3)
Cash (provided) USEd ......ccoeevvvevcveeeees e $522.1 $ (44.2) $(11.3)

The Company intends to significantly reduce therafieg expenses of recently acquired companiesidiaty LPG, THI, ATC, CAF and PFS
by centralizing most of their operations with thagéts other companies. Accordingly, most of tingpéoyees of LPG, THI, ATC, CAF and
several employees of PFS will either be terminatectlocated. The following estimated liabilitiedated to these terminations and relocat
were included in the costs to acquire these conegahPG - $8.2 million; ALH - $3.3 million; ATC -32 million; THI - $7.8 million; CAF -
$11.2, million; and PFS - $30.3 million. At Septeeni30, 1997, we had completed all terminationsratmtations planned for LPG, ALH,
THI and CAF, and we had paid all amounts estabdigt®ea liability for such plans, consisting prirhadf employee severance benefits. There
have been no significant adjustments to the estidhidbilities established for termination and oeltion costs. If the ultimate costs to
complete these plans are less than the estimataiit}i, we will reflect the difference as an adjuent to the liabilities assumed (with a
corresponding adjustment to goodwill). If the ultite costs to complete these plans are more thastimated liability, we will adjust the
liability (with a corresponding adjustment to goaltiwif such adjustment is determined within oreay of the respective merger date.
Thereafter, we will include any additional amouintshe determination of the Company's net income.

REINSURANCE

Prior to its acquisition by Conseco, a subsididri?BS entered into certain reinsurance arrangenueratsr which the subsidiary retained the
assets and related insurance liabilities, butmetisks associated with the business. Such amsétabilities each totaled approximately $
million at September 30, 1997. The PFS subsidiagsdot participate in the realized gains and besethe assets held in trust under these
arrangements. Accordingly, we have establishedrasuat due to the reinsurer (classified as othéilitees) of $7.1 million at September 30,
1997, representing the unrealized gain relatedtivedy managed fixed maturities held in trust unthese agreements (with a corresponding
reduction to unrealized appreciation).
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COMMERCIAL PAPER PROGRAM

We instituted a commercial paper program in Ap8i®Z to lower our borrowing costs and improve oguilility. Borrowings under our
commercial paper program averaged approximately $4@illion during the period April 24, 1997 thrdu@eptember 30, 1997. The
weighted average interest rate on such borrowirasm85 percent at September 30, 1997. Maximumittedhiborrowings under our
revolving credit facility are reduced by the aggregoutstanding commercial paper of Conseco. AteBaper 30, 1997, we could borrow up
to an additional $150 million under our revolvingdit facility or commercial paper program.

CHANGES IN NOTES PAYABLE

Notes payable of the Company were as follc

September 30, D ecember 31,
Interest rate 1997 1996
(Dollars in millions)

Borrowings under revolving credit agreements....... 5.99% (1) $ 755.0 $ 465.0
Bank credit facility.......ccccoeeiivcee 5.92% (2) 200.0 -
Leucadia NOteS.....ccccoevviiiiiiiiiiieeeveeeee e 6.16% (2) 400.0 -
Senior notes due 2003........ccccceevvceeeneeeee 8.125% 170.0 170.0
Senior notes due 2004........ccccceevvceveeneeeee s 10.5% 191.6 200.0
Subordinated notes due 2004...........ccocceeeeeeee e 11.25% 10.9 98.1
Convertible subordinated debentures due 2005....... 6.5% 32.6 102.8
Convertible subordinated notes due 2003............ L. 6.5% 86.1 -
Other..viiii e Various 24.1 45.2

Total principal amount..........ccccceeveeeeee s 1,870.3 1,081.1
Unamortized net premium.......cccoccceveevecceeees e 6.5 13.8

TOtaloeiiiiiiee e $1,876.8 $1,094.9
(1) Current weighted average rate at September 30, 1997.

(2) Current rate at September 30, 1997.

1997 changes in notes payable

On September 30, 1997, the Company entered in2®@.& million credit facility with a syndicate ofbks. The credit facility bears interes
LIBOR plus .295 percent and matures on March 3281%he proceeds from the credit facility were uggdo finance a portion of the
Colonial Penn Purchase; (ii) to redeem all of tAel Redeemable Cumulative Preferred Stock of aidialoy formerly held by minority

interests; and (iii) for general corporate purposes

The Leucadia Notes were issued in conjunction wighColonial Penn Purchase. (See Acquisitions: i@aldenn).

In the first nine months of 1997, we repurchased &&nillion par value of the 11.25 percent subacatid notes due 2004 for $100.5 million.
We recognized an extraordinary charge of $5.6 omil{inet of a $3.0 million tax benefit) as a residilsuch repurchases.

During the first nine months of 1997, we repurclia®®.4 million par value of the 10.5 percent seniates due 2004 for $9.8 million. We
recognized an extraordinary charge of $.6 millioet(of $.3 million tax benefit) as a result of suepurchases.

During the first nine months of 1997, we inducee tlonversion of $64.8 million par value of convgdisubordinated debentures due 2005
(acquired in conjunction with the ATC Merger) irfB® million shares of Conseco common stock. We $did million to induce the holders
to convert. In addition, we repurchased $4.0 millgar value of the convertible debentures for $12.2
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million. The extraordinary charge recognized assailt of the inducement payment and repurchasesetasgnificant since such amount
approximated amounts reflected in the fair valuthefdebentures which was recorded as a liabilithea ATC Merger date. At September 30,
1997, we included the value of the remaining cotilvierdebentures in excess of the principal baldtioe value attributable to the conversion
feature) of $46.4 million in other liabilities. Aadditional $1.4 million par value of the convertillebentures was converted into .1 million
shares of Conseco common stock at the option dfidlders during the nine months ended September3y,.

The convertible subordinated notes due 2003 wegaigerl in conjunction with the PFS Merger (see Asijons: Pioneer Financial Services,
Inc.).

During the third quarter of 1997, we repurchasedb.0 million the remaining $23.2 million par walof 12.75 percent senior subordinated
notes due 2002. Such notes had been assumed iaatimmwith the LPG Merger. No extraordinary changes recognized as a result of such
repurchases, since the notes also had a carrying s8$24.0 million.

1996 changes in notes payable

In January 1996, we repaid $245.0 million princigadount of borrowings under a credit agreementguihia proceeds of the sale of
convertible preferred stock. As a result of theppganent and amendments to the credit agreemefitding substantive modifications of the
maturity date and interest rate terms), we recaghan extraordinary charge of $9.3 million (neadf5.0 million tax benefit) representing the
unamortized debt issuance costs related to the @ggieement.

We borrowed $50 million under the credit agreenteriinance a portion of both the ALH Stock Purchasd an additional capital
contribution to ALH of $125.0 million (the "ALH Caal Contribution"), which was used by ALH to retithe outstanding principal amount
under its senior credit facility. We recognizedeattraordinary charge of $.3 million, net of taxé$d million, related to such early
retirement. We also borrowed $148.7 million tonetiPG's bank credit facilities existing at the @isgiion date. At September 30, 1996, the
principal balance borrowed under the credit agregmeas $460 million.

On the date of the LPG Merger, LPG's notes payiabladed $87.8 million par value of senior suboeded notes due in 2002. In connection
with the LPG Merger, Conseco guaranteed LPG's atitigs under such notes.

We borrowed $100.0 million under a new bridge I&aility effective September 30, 1996. The procesdse used to finance a portion of-
ALH Capital Contribution.

In connection with the ALH Stock Purchase, Conggearanteed ALH's obligations under the senior sdibated notes due in 2004.

In March 1996, BLH completed a tender offer pursuarwhich it repurchased $148.3 million principalance of its 13 percent senior
subordinated notes for $173.2 million. The repuseltbnotes had a carrying value of $157.8 milliorthe first quarter of 1996, we recogni

an extraordinary charge of $8.1 million (net of4a3million tax benefit) representing the unamatiziebt issuance costs related to the prior
agreement. During the second quarter of 1996, Biptirchased $.1 million par value of its 13 pergemior subordinated notes; no material
loss was realized. In addition, BLH borrowed $14@i0ion under its revolving credit facility to fance a portion of the ALH Stock Purchase.

CHANGES IN PREFERRED STOCK

During the first nine months of 1997, the holder2,874,300 shares of Preferred Redeemable Inadaisédend Equity Securities
Convertible Preferred Stock ("PRIDES") convertedhsshares into 8.1 million shares of common sti¢k.paid $13.2 million to induce the
conversions. We recorded this payment in the cadesteld financial statements as a dividend paidith $rolders.
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CHANGES IN COMMON STOCK

Changes in the number of shares of common stoatanding for the first nine months of 1997 werdoiisws:

Balance, December 31, 1996......ccccccveenncices e 167,128 228
StOCK OptioNS EXEICISEA....uuviiiiiiiieeeeeees 12,035 ,648
Shares issued in conjunction with the CAF Merger e 2,881 ,597
Shares issued in conjunction with the PFS Merger e 8,382 ,617
Common shares converted from convertible subordi nated debentures.............cccoe..... 5,134 ,848
Common shares converted from PRIDES.............. e 8,120 ,106
Common stock acquired under option exercise and repurchase programs.................... (15,798 ,563)
Shares issued under employee benefit and compens ation plans......cccccceeevviiininnns 124 ,886

Balance, September 30, 1997.....cccccceevvvneeee e 188,009 ,367

In the second quarter of 1997, Conseco implememtenption exercise program under which its chiefceive officer and four of its
executive vice presidents exercised outstandingmapto purchase approximately 9.1 million shafeSanseco common stock. The options
exercised would otherwise have remained exercisatilevarious dates through 2006. As a resulheféxercise, we recorded a tax benefit of
$80.0 million (net of payroll taxes incurred of $3nillion). The tax deduction relating to this béheas equal to the aggregate taxable
income reported by the executives as a resulteoélercise. The tax benefit is reflected as areas® to additional paid-in capital. The
executives paid for the exercise price of the aygtiby tendering 3.0 million previously owned shak¥e withheld 2.8 million exercised
shares to cover federal and state taxes owed gxemitives as a result of the exercise transadflorcash was exchanged and we issued
approximately 3.3 million shares of common stockhi® executives, net of withheld shares. We alaatgd to the executive officers new
options to purchase a total of 5.8 million shates weighted average price of $39.48 per sharen(indet price per share on the grant dates)
to replace the shares surrendered for taxes arek#reise price.

In April 1997, we commenced a new program to rejpase up to 5 million Conseco common shares in opaiet or negotiated transactio
In June 1997, the program was expanded to 10 mifli@res. The timing and terms of the purchases determined based on market
conditions and other considerations. Under the namgwe repurchased 10.0 million shares in thersgend third quarters of 1997 for $38
million.

We allocated the $616.5 million cost of the shavegepurchased in connection with the stock optxercise program and share repurchase
program to shareholders' equity accounts as follg)w$590.4 million to common stock and additiopaid-in capital (such allocation was
based on the value we received for shares issuagrirecent acquisitions); and (ii) $26.1 millianretained earnings.

CHANGES IN MINORITY INTEREST

Minority interest represents the interests in albssdiaries owned by other investors. Minority et at September 30, 1997, included: (i)
$900.0 million par value of Company-obligated mandly redeemable preferred securities of subsydiarsts; and (ii) $.7 million interest in
the common stock of a subsidiary.

Effective March 31, 1997, Conseco Financing Trustlsubsidiary of Conseco, issued 300,000 Capiglurities at $1,000 per security. E
Capital Security will pay cumulative cash distrilonts at the annual rate of 8.796 percent of thedtd1,000 liquidation amount per security
payable semi-annually commencing October 1, 198@.Qapital Securities are fully and unconditionaglharanteed by Conseco as to
distributions and other payments. Conseco Finantingt Il used the proceeds of the offering towagjan equivalent amount of 8.796%
Subordinated Deferrable Interest Debentures dud Ap2027 (the "Debentures”) issued by Consecmsgoo, in turn, used the net proceeds
from the issuance of the Debentures of approxim&296.7 million (after underwriting and associatedts) to repay bank debt. The sole
asset of Conseco Financing Trust Il is the DebestuWe can cause the Capital Securities to beeneele (at our option) at a price equal to
the greater of:

(i) the principal amount; or (ii) the sum of theepent values of the principal amount and scheduotedest payments from the redemption ¢
to the maturity date. The Debentures are suborelin@t all of our senior indebtedness and matur&pit 1, 2027.
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Changes in minority interest during the first nmenths of 1997 and 1996 are summarized below:

199 7 1996
(Dol lars in millions)
Minority interest, beginning of Period.............. $69 7.7 $403.3
Changes in investments made by minority sharehol ders:
Issuance of Company-obligated mandatorily rede emable preferred securities of
SUDSIAIArY trUSES...cveviiiiieiiiieeieee e 30 0.0
Repurchase of mandatorily redeemable preferred stock of a subsidiary............cccee... (€] 3.4)
Mandatorily redeemable preferred stock of a su bsidiary held by
PFS prior to the PFS Merger................. ( 2.7) -
ALH Stock Purchase..........ccccccovvveenns - (131.2)
Purchase of ALH's 1994 Series Preferred Stock. e - (12.6)
Preferred stock of a subsidiary of ALH held by LPG at the date of the LPG Merger.......... - (6.5)
Repurchase by BLH of its COMMON StOCK......... . e - (18.7)
Minority interests' equity in the change in financial position of the
Company's subsidiaries:
Netincome........cccovvevreeineene. 3 7.9 25.8
Unrealized depreciation of securities ... - (103.8)
Dividends.........cccovveeriieiennnnn. 3 7.9) (8.5)
Amortization of value in excess of par of mandatorily redeemable preferred stock
Of @ SUDSIIANY....coveciieeies s (.9)
Minority interest, end of Period .....cccccceeee e $90 0.7 $147.8

During the first nine months of 1997, we completteel purchase of all of the $2.32 Redeemable Cumael&referred Stock and $2.16
Redeemable Cumulative Preferred Stock of a subrgitiamerly held by minority interests. As a resskcurities having an amortized cost of
$47.7 million were sold from a segregated accouritivresulted in net investment gains of $3.7 wnilli

DIRECTOR, EXECUTIVE AND SENIOR OFFICER STOCK PURCHA SE PLAN

The Director, Executive and Senior Officer StockdPase Plan is designed to encourage direct, lemg-ownership of Conseco common
stock by Board members, executive officers andagesgenior officers. Under the program, up to 8illian shares of Conseco common stock
were authorized to be purchased in open marketgotrated transactions with independent partieSejttember 30, 1997, 7.2 million shares
had been purchased under the plan and the rema#inglion shares were repurchased in October 1P@rchases were financed by pers
loans to the participants from a bank. Such loaesallateralized by the Conseco common stock @seth. Conseco guaranteed the loan:
has recourse to the participants if it incurs @ lasder the guarantee. In addition, we provideddarthe participants for interest payments
under the bank loans. At September 30, 1997, thk lemns guaranteed by Conseco totaled $210.4omijlthe loans provided by Conseco for
interest totaled $6.2 million and the common stibek collateralizes the loans had a fair value3E32 million.

CONSOLIDATED STATEMENT OF CASH FLOWS

The following non-cash items were not reflectethi@ consolidated statement of cash flows in 1997h¢ issuance of Conseco common
stock valued at $342.5 million in the PFS Mergg)tiie issuance of Conseco common stock valu&d 4b.7 million in the CAF Merger; (i
the acquisition of Conseco common stock of $114llfom pursuant to the tender of shares under thtiéoa exercise program; (iv) the
issuance of Conseco common stock under stock optidremployee benefit plans of $134.1 million;thg tax benefit of $82.5 million
related to the issuance of Conseco common stoc&rierdployee benefit plans; (vi) the conversion %1 million of PRIDES into 8.1
million shares of Conseco common stock; (vii) tbewersion of $66.2 million par value of convertiblebentures into 5.1 million shares of
Conseco common stock with a recorded value of &lB5dllion; and (viii) the issuance of the Leucabliates in connection with the Colonial
Penn Purchase. The following non-cash items wetreefiected in the consolidated statement of cshisfin 1996: (i) the issuance of
Conseco common stock valued at $586.8 million @\tRG Merger;

(i) the conversion of Series D preferred stockCohseco with a value of $283.2 million into 16.9limi shares; (iii) the acquisition of $25.0
million par value of Conseco's 8.125% senior nates $6.5 million par value of preferred stock oftAthat
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were held by LPG prior to the LPG Merger; (iv) tksuance of $19.6 million of Conseco common stocérhployee benefit plans; and (v)
tax benefit of $18.4 million related to the issuawé Conseco common stock under employee benefitspl

RECENTLY ISSUED ACCOUNTING STANDARDS

In February 1997, the Financial Accounting Stangdd@dard ("FASB") released Statement of FinanciaddAmting Standards No. 128,
"Earnings Per Share" ("SFAS 128"). SFAS 128 chatiygeguidelines for computing earnings per shdfective with our December 31,

1997, consolidated financial statements. SFAS lil&liminate the presentation of primary and fulljuted earnings per share and replace
them with basic and diluted earnings per share.ngve basic earnings per share differs from theecuiprimary calculation in that it exclud
common stock equivalents in computing shares qudstg. The new diluted earnings per share calarassumes that the proceeds received
upon the conversion of all dilutive options and raats are used to repurchase the Company's commaoessat the average market price of
such shares during the period. Under the currdiytdiluted calculation, such repurchases are agslto occur at the higher of the average
market price or the ending market price. If SFA8 had been in effect, we would have reported theviing earnings per share amounts for
the three and nine months ended September 30,ar#97996:

Three months ended Nine months ended
September 30, September 30,
1997 1996 1997 1996
Basic net income per share.........cccceeeveeeeee. e, $.81 $.61 $ 2.03 $1.60
Diluted net income per shar€.......cccccevceeeee e 73 .50 1.82 1.32

In June 1997, the FASB issued Statement of FinbAcieounting Standards No. 130, "Reporting Compnsiee Income"” ("SFAS 130") and
Statement of Financial Accounting Standards No, 1Bisclosures about Segments of an EnterpriseRadted Information” ("SFAS 131"),
both of which are effective for financial statenweisisued for periods beginning after December 2971SFAS 130 will require companies to
disclose comprehensive income in their financiaieshents. In addition to items included in net mepcomprehensive income will include
items currently charged or credited directly torshalders' equity, such as the change in unreafippdeciation (depreciation) of securities.
Implementing SFAS 130 will not change our reportetlincome, but will increase the prominence oinges in the items listed in the
previous sentence.

SFAS 131 establishes new standards for reportingtaiperating segments and products and servieegrgphic areas and major customers.
Under SFAS 131, segments are to be defined consistth the basis management uses internally tesasgerformance and allocate
resources. Implementing SFAS 131 will have no impacthe consolidated financial amounts we regtthough some of our segment
disclosures will change.

PENDING MERGER

On September 22, 1997, we announced a definitiveeagent under which we will acquire Washington dlai Corporation ("Washington
National"), a national provider of life insuranegnuities and specialty health insurance. In thegareeach share of Washington Natic
common stock would be converted into the righteteive $33.25 in cash, for a total transactionevaluapproximately $410 million. We
expect to finance the acquisition by incurring éddal indebtedness. Completion of the transactidrich is subject to customary terms and
conditions, including approval by stockholders cashington National and regulatory approvals, issetgd by December 31, 1997.
Washington National had total assets of approxim&2.8 billion at September 30, 1997.

YEAR 2000 CONVERSION COSTS

We, like other companies, have initiated a corpewitle program to assure that all of our compugstesns will function properly in the year
2000. For some of our companies, our most effeclation will be to assure timely completion oé threviously planned conversions of
their older systems to more modern, year 2000 {ptiamt systems used by our other companies. In ssases, our most effective solution
will be to purchase new, more modern systems; tbests will be capitalized as assets and amortized their expected useful lives. In other
cases, we will modify existing systems, therebyimiag costs that will be charged to operating ergee Although we have not completed our
assessment of the total expected costs specifiediyed to the year 2000 conversion, we do not
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expect that amounts expensed over the next thias yeuch of which relates to salaries of our p@enaemployees who have
responsibilities for routine systems maintenand#)have a significant effect on our financial ptisn or results of operations. We began to

incur expense related to this program several yagos The expenses incurred during the first ninaths of 1997 totaled $1.7 million. We
expect our year 2000 program to be completed anelyt basis.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion highlights material fagt@ffecting our results of operations and signiftazhanges in our balance sheet. Many of
the changes in 1997 and 1996 affecting our restilbperations were caused by the LPG Merger, thel Stock Purchase, the ATC Merger,
the THI Merger, the BLH Merger, the CAF Merger, fES Merger and various financings described imthes to the consolidated financial
statements included herein and the notes to theotidated financial statements included in our 1866n 10-K. These transactions, as well
as the Colonial Penn Purchase (completed on Septe30h 1997), also caused significant changesiitbalance sheet during these periods.
This discussion should be read in conjunction withconsolidated financial statements and notdeded herein and in our 1996 Form 10-K.

RESULTS OF OPERATIONS

We conduct and manage our business through fiveesets, reflecting our major lines of insurance bess and target markets: (i)
supplemental health insurance; (ii) annuities) [jie insurance; (iv) individual and group majoedical insurance; and (v) other.

Consolidated Results and Analysis

The following table and narrative summarize thesofidated results of our operations:

Three months ended
September 30,

1997 1996

(Dollars in millions, excep

Nine months ended
September 30,

1997 1996

t per share data)

Operating arnings.......coccovveevveivveevieeees e, $152.2 $79.6 $407.9 $181.8
Net investment gains (losses), net of related costs , amortization
AN tAXES .o e 42.8 (:3) 39.0 (6.4)
NONrecurring iteMS.....ccccvevviieeiieeeiies e (40.5) - (44.8) 17.7
Income before extraordinary charge........... L 154.5 79.3 402.1 193.1
Extraordinary charge.......cccccoeevvcveeecccs e 7 1.2 6.2 18.6
NEetiNCOME..ccvvviiiiciicciiieeees s 153.8 78.1 395.9 174.5
Less amounts applicable to preferred stock:
Charge related to induced conversions........... . - - 13.2 -
Preferred stock dividends.........ccccoceeeee. e 2.2 55 6.7 22.7
Net income applicable to common stock....... L $151.6 $72.6 $376.0 $151.8
Per fully diluted common share:
Weighted average shares outstanding (in millions ) IR 212.1 158.1 210.2 134.7
Operating €arningS....cccccvevvvevcvercenccs e $.72 $.50 $1.94 $1.35
Net investment gains (losses), net of related co sts, amortization
ANA tAXES..covviiiiiiie it e .20 - 18 (.05)
NONrecurring ite€MS......occcveevieeeiiceeeeee e (.19) (.21) .13
Charge related to induced conversion of preferre d stocK............. - (.06) -
Income before extraordinary charge........... L. 73 50 1.85 1.43
Extraordinary charge.......cccccecevvcceeneeee s - .01 .03 14
NEetiNCOME..ccvviviiiiiicciiieeees s $.73 $.49 $1.82 $1.29
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Our third quarter 1997 operating earnings were $15#llion, or 72 cents per fully diluted share, @ percent and 44 percent, respectively,
over the third quarter of 1996. Operating earnitigigng the first nine months of 1997 were $407.8iom, or $1.94 per fully diluted share, up
124 percent and 44 percent, respectively, ovefitstenine months of 1996. Operating earnings iasegl primarily as a result of the LPG
Merger (completed effective July 1996), the ALH &téurchase (September 1996), the ATC Merger (Dbeet996), the THI Merger
(December 1996), the BLH Merger (December 199&) GAF Merger (January 1997) and the PFS Mergeri(ApB7). The percentage
increase in operating earnings was greater thapdteentage increase in operating earnings perdillited share primarily because of the 34
percent increase in common shares or equivaletssamaling during the third quarter of 1997 and36eercent increase during the first nine
months of 1997. These increases resulted from sliggeed as part of the LPG Merger, the ATC Merther,THI Merger, the CAF Merger
and the PFS Merger, partially offset by the repases of Conseco common stock.

Net income of $153.8 million in the third quartérl®97, or 73 cents per fully diluted share, inédd(i) net investment gains (net of rela
costs, amortization and taxes) of $42.8 million20rcents per share; (ii) nonrecurring chargedingt&40.5 million, or 19 cents per share,
related to the Company's Medicare supplement bssiimeMassachusetts; and (iii) an extraordinarygdaf $.7 million, or nil per share,
related to the early retirement of debt. The Malssaetts insurance department has been unwilliagpoove reasonable rate increases to
Medicare supplement providers. Conseco is discoiminthe sale of new Medicare supplement poligidglassachusetts and in the third
quarter wrote down the cost of policies purchasetimoduced and accrued additional claim resemiased to its inforce Massachusetts
Medicare supplement business. Conseco is appdhkngdepartment's rating actions to the Supremet@bdddassachusetts. Net income of
$78.1 million for the third quarter of 1996, or dénts per fully diluted share, included: (i) netdatment losses (net of related costs,
amortization and taxes) of $.3 million, or nil @rare; and (ii) an extraordinary charge of $1.2iomi) or 1 cent per share, related to early
retirement of debt.

Net income of $395.9 million in the first nine mbatof 1997, or $1.82 per fully diluted share, imigd: (i) net investment gains (net of rela
costs, amortization and taxes) of $39.0 million18rcents per fully diluted share;

(i) an extraordinary charge of $6.2 million, oc@nts per share, related to early retirement of; éip a charge of 6 cents per share related to
the induced conversion of preferred stock (treated preferred stock dividend); and (iv) nonreagritems totaling $44.8 million, or 21 cel
per share, related to the previously discussed thiarter actions on the Company's Massachusetigcite supplement business and to the
death of an executive officer in the second quartdr997. Net income of $174.5 million in the firshe months of 1996, or $1.29 per fully
diluted share, included: (i) net investment logses$ of related costs, amortization and taxes)6of $nillion, or 5 cents per share; (ii)
nonrecurring income totaling $17.7 million, or I&éhts per share, primarily arising from the salewfinvestment in Noble Broadcast Group,
Inc.; and (iii) an extraordinary charge of $18.8liom, or 14 cents per share, related to the eatiyement of debt.

Total revenues include net investment gains of $Li6llion and $6.9 million in the third quarters 1997 and 1996, respectively. Excluding
net investment gains, total revenues were $1,3®libn in the third quarter of 1997, up 65 percéoim $827.4 million in the third quarter
1996. Total revenues include net investment g&i$i87.3 million and $9.8 million during the finsine months of 1997 and 1996,
respectively. Excluding net investment gains, tedé@kenues were $3,805.7 million in the first ninentis of 1997, up 74 percent from
$2,188.8 million in the first nine months of 199&tal revenues in the 1997 periods include reventids C, THI, CAF and PFS in the
periods subsequent to their acquisitions. Totaémeres in the nine-month period of 1996 includetg¥enues of LPG for the third quarter of
1996; and

(if) nonrecurring income of $30.4 million primarigrising from the sale of our investment in Nobke&licast Group, Inc.
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First Nine Months of 1997 Compared to the FirstéNivionths of 1996 and the Third Quarter of 1997 Carag to the Third Quarter of 1996:

The following tables and narratives summarize #sailts of our operations by business segment.

Three months ended Nine months ended
September 30, September 30,
1997 1996 1997 1996
(Dollars in mil lions)
Income before income taxes, minority interest and
extraordinary charge:
Supplemental health:
Operating iNCOME ....covvvvieveeieeie $120.2 $ 28.7 $307.4 $94.7
Net investment gains (losses), net of related costs and
aAMOrtiZation.....cocccvevvvvivviiieeieees e 11.3 4 6.5 (.2)
NONrecurring iteMS.....cccvvvevvvcveenciccs e (62.4) - (62.4) -
Income before income taxes, minority interes t and
extraordinary charge........cccceeeeveeee s 69.1 29.1 251.5 94.5
Annuities:
Operating iNCOME ......ooovvvevniiieeicees s 78.1 59.8 2239 186.7
Net investment gains, net of related costs and amortization ...... 48.6 4.8 49.8 1.1
Income before income taxes, minority interes t and
extraordinary charge........ccccceeeveeee s 126.7 64.6 273.7 187.8
Life insurance:
Operating iNCOME.......cccvvvveeniiieeieees e 65.1 53.1 183.4 89.0
Net investment gains (losses), net of related costs and
aAMmortization......cocvvevcveeeviieeeneees e 8.5 (1.6) 6.8 (3.0
Income before income taxes, minority interes t and
extraordinary charge........ccceeeeveeee s 73.6 515 190.2 86.0
Individual and group major medical:
Operating iNCOME.......ccovvcveeniiieeicces e 12.2 11.1 33.1 20.3
Net investment gains, net of related costs and amortization....... 1 - 1 -
Income before income taxes, minority interes t and
extraordinary charge.......ccccceeeeveeeee. s 12.3 11.1 33.2 20.3
Other:
Operating iNCOME.......ccovvvveenciieeieees e 18.8 5.7 47.3 24.7
Net investment gains (losses), net of related costs and
amortization.......cccvvcvveviceenieees e 4.1 - 3.7 3.7
NONrecurring iteMS.....cccvvvevvvcveencccs e - - (9.3) 30.4
Income before income taxes, minority interes t and
extraordinary charge.......ccccceeeveeee s 22.9 5.7 41.7 51.4
Interest and other corporate eXpenses........... e (29.4) (30.5) (88.5) (87.0)
Consolidated earnings:
Operating iNCOME.......occvvvveeniiienncees e 265.0 127.9 706.6 328.4
Net investment gains (losses), net of related costs and
amortization......cccceevvvveviceenieees e 72.6 3.6 66.9 (5.8)
NONrecurring iteMS.....cccvvvevvvcveencicces e (62.4) - (71.7) 30.4
Income before income taxes, minority interes t and
extraordinary charge........cccceeeeveeee s 275.2 131.5 701.8 353.0
INCOME taX EXPENSE....ccovvviiiiieeiiiiiieeeeee 106.9 49.8 261.8 134.1
Income before minority interest and extraord inary charge........ 168.3 81.7 440.0 218.9

Minority interest in consolidated subsidiaries:
Distributions on Company-obligated mandatorily r edeemable
preferred securities of subsidiary trusts.... e 13.0 - 34.6 -



Dividends on preferred stock of subsidiaries.... 8
Equity in earnings of subsidiaries.............. -
Income before extraordinary charge........... . 154.5
Extraordinary charge on extinguishment of debt, net of taxes and
MINOFItY INtEreSt...cvvviiieiiiiiiviieeeeee s 7
NEetiNCOME..ccvvvviiiiiciciiieees s $153.8
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Supplemental health:

Premiums collected:
Medicare supplement (first year)................
Medicare supplement (renewal)...................

Subtotal - Medicare supplement..............

Long-term care (first year).........c.ccuee..
Long-term care (renewal)..........cc.ccoouveeen.

Subtotal - long-term care...................

Specified disease (first year)..................
Specified disease (renewal).....................

Subtotal - specified disease................

Total supplemental health premiums collected

Insurance policy income.............cccceeeveen.n.
Net investment income..........ccccoeeveeeninen.

Total revenues (a).....cccoeevveeeveeennns

Insurance policy benefits and change in future poli
Amortization related to operations.................
Interest expense on investment borrowings..........
Other operating costs and expenses.................

Total benefits and expenses (a).............

Operating income before income taxes, minori
extraordinary charge.............coeeo..

Net investment gains (losses), net of related costs
Nonrecurring eXpense..........cccevvrvecvennens

Income before income taxes, minority interes

Benefit ratios:
Medicare supplement products....................
Long-term care products.............ccccevnne.
Specified disease products......................
(@) Revenues exclude net investment gains; ben
amortization related to net investment gains.

CONSECO, INC. AND SUBSIDIARIES

Three months ended
September 30,

1997 1996

(Dollars in

........................... $31.7 $17.1
........................... 177.7 133.3

........................... 35.1 12.7
........................... 129.1 36.6
........................... 164.2 49.3
........................... 11.3 -
........................... 86.2 -
........................... 97.5 -

cy benefits................ 301.2 133.9
. 24.4
.3
32.0
........................... 4175 190.6
ty interest and
........................... 120.2 28.7
and amortization.......... 11.3 4

t and extraordinary charge $69.1 $29.1

........................... 56.3 59.5
........................... 66.3 -

efits and expenses exclude

Nine months ended

September 30,
1997 1996
millions)

$ 754 $53.9

511.3 409.6
586.7 463.5
108.7 38.0
375.0 104.1
483.7 142.1
34.2 -
255.1 -
289.3 -

$1,359.7  $605.6

$1,363.0 $604.4
184.9 49.8

875.1 408.6

148.7 63.5
2.8 8

213.9 86.6

3074 947
6.5 (2)
(62.4) -

70.3% 69.2%
59.2 61.9

General: This segment includes Medicare suppleru@hiong-term care insurance products primarilg solsenior citizens. Through
December 31, 1996, the supplemental health opesationsist solely of BLH's Medicare supplement lang-term care products, distributed
through a career agency force. Beginning Januat®97, this segment includes the specified dispesgucts of THI and CAF and the long-
term care products of ATC; these products areibigtd through professional independent produdeginning April 1, 1997, this segment
includes the Medicare supplement and long-term pavducts of PFS; these products are also dis#ibtitrough professional independent
producers. The profitability of this segment laggeéépends on the overall level of sales, persistefitnforce business, claim experience and

expense management.
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Premiums collected by this segment in the thirdriguanf 1997 were $471.1 million, up 136 percentri996. Premiums collected in the first
nine months of 1997 were $1,359.7 million, up 128cpnt over 1996. The increases are primarily dubd recent acquisitions.

Medicare supplement policies accounted for 43 perakthis segment's collected premiums in the filse months of 1997 compared to 77
percent in 1996. The change in mix of premiumsentdid reflects the long-term care and specifiedadis premiums collected by THI, ATC,
CAF and PFS. Collected premiums on Medicare supgh¢molicies increased 39 percent in the third iguarf 1997, to $209.4 million, and
increased 27 percent in the first nine months &71% $586.7 million. Annualized new business prens were $51.7 million and $32.8
million, respectively. Medicare supplement premiwnblected by the recently acquired companies W&82.0 million in the first nine
months of 1997. The sales of Medicare supplemenhjums have been affected by steps taken to imprmfeability by increasing premiu
rates and changing the commission structure andrumiting criteria for these policies and by incsed competition from alternative
providers, including HMOs.

Premiums collected on long-term care policies iasegl 233 percent, to $164.2 million, in the thivdter of 1997 and increased 240 percent,
to $483.7 million, in the first nine months of 19%hnualized new business premiums in the firsemmonths of 1997 and 1996 were $107.1
million and $32.1 million, respectively. Lortgrm care premiums collected by the recently aeguiompanies were $318.1 million in the 1
nine months of 1997. The increase in long-term paeeniums collected in 1997 reflects the acquisitbrecently acquired companies, new
product introductions, the competitiveness of awdpcts, the success of agent cross-selling aesyiincreased consumer awareness and
demand, and improved persistency on a larger Hasmewal premiums.

Premiums collected on specified disease policidserthird quarter of 1997 and in the first ninentins of 1997 were $97.5 million and
$289.3 million, respectively. Such premiums werkeoted by the recently acquired companies.

Insurance policy income is comprised of premiunra@a on the segment's policies, and has increaseistent with the explanations
provided above for premiums collected.

Net investment income increased 295 percent, ta8%®dlion, in the third quarter of 1997 and incsed 271 percent, to $184.9 million, in-
first nine months of 1997. Such investment incolaetfiates when changes occur in: (i) the amouatefage invested assets supporting
insurance liabilities; and (i) the yield earnediomested assets. During the first nine months9®7] the segment's average invested assets
increased to $3.2 billion from approximately $.8idn in 1996, primarily as a result of the recasguisitions. The annualized net yield on
invested assets was 7.6 percent in the first nioieting of 1997 and 1996.

Insurance policy benefits and change in futuregydbienefits increased in the third quarter of 188 the first nine months of 1997 as a re
of the business in force acquired in the recentisitépns. In the third quarter of 1997, the Mede&aupplement loss ratio (the ratio of policy
benefits to insurance policy income for Medicarpament policies) increased by .6 percentage paint68.6 percent. In the first nine
months of 1997, the loss ratio increased by 1.tqreage points, to 70.3 percent. These increafiestra higher incidence of claims incurred
during the 1997 periods. The loss ratios consistémturred by the recently acquired companies rexaeeded those of other Conseco
companies.

In the third quarter of 1997, the long-term caisslaatio (the ratio of policy benefits to insurapodicy income for longerm care policies) fe
by 3.2 percentage points, to 56.3 percent. Initkerfine months of 1997, the loss ratio fell by Bercentage points, to 59.2 percent. These
decreases reflect a lower incidence of claims imezliduring the 1997 periods.

The ratio of policy benefits to insurance policgdme for specified disease policies increaseddrthiird quarter of 1997. Our continued
review of the adequacy of claim liabilities indiedtthe need to increase the liability for lossesiired in prior periods. Such products were
not sold by Conseco in 1996.

Amortization related to operations includes amaititm of: (i) the cost of policies produced; (lgetcost of policies purchased; and (iii)
goodwill related to this segment's business. Amatitbn increased primarily because of increaseareals subject to amortization resulting
from the recent acquisitions.

The cost of policies produced represents the dgqatoalucing new business. This cost varies witld, igrprimarily related to, the production
new business. Costs deferred may represent ampaidtén the period new business is written (suchragerwriting costs and first year
commissions) or in periods after the business igemr(such as commissions paid in subsequent yeapscess of ultimate commissions
paid).
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Interest expense on investment borrowings is pilynaffected by changes in investment borrowing\atits.
Other operating costs and expenses increased k98iéperiods with the increased business of thentéy acquired companies.

Net investment gains (losses), net of related @stisamortization often fluctuate from period toipg. Net investment gains (losses) afi

the timing of the amortization of cost of policigsrchased and the cost of policies produced. Asaltrof net investment gains (losses) from
the sales of fixed maturity investments, relate@dization of cost of policies purchased and cégiadicies produced totaled $.6 million and

$.1 million in the third quarters of 1997 and 198&pectively. Such amortization totaled $1.5 wrilland $.4 million in the first nine months

of 1997 and 1996, respectively.

Nonrecurring expense for the three months endete8dger 30, 1997 includes an increase to claim vesesf $41.5 million and the wr-off

of cost of policies produced and cost of policiaschased of $20.9 million related to Medicare sapgnt business in the State of
Massachusetts. Regulators in that state have logted premium increases for Medicare supplemerdyxts necessary to avoid losses on the
business. We are currently appealing those ratenscio the Supreme Court of the State of Massattsydut in the meanwhile, we are
ceasing to write new Medicare supplement businesaissachusetts and are taking all steps possilglentrol the losses being incurred on
the existing Medicare supplement business inforbe.adjustments recorded in the third quarter cefiewrite-off of all costs of business
purchased and produced related to the Massachivsedisare supplement policies and an accrual &f teserves to reflect the losses we
expect to incur before rates are permitted to retolevels that will avoid losses on the business.
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Annuities:
Three months ended

Nine months ended

September 30, September 30,
1997 1996 1997 1996
(Dollars in millions)
Premiums collected:
Equity-indexed flexible premium deferred annuiti es (first year)............ $49.0 $ - $ 803 $ -
Market value adjusted flexible premium deferred annuities (first year)..... 26.6 46.8 102.8 146.8
Market value adjusted flexible premium deferred annuities (renewal)........ 3.0 5.2 11.5 16.3
Traditional flexible premium deferred annuities (firstyear).......ccoc... . 90.2 219.3 241.1
Traditional flexible premium deferred annuities (renewal).... . 38.1 60.5 68.9
Subtotal - flexible premium deferred annuities 166.9 180.3 474.4 473.1
Variable annuities (firstyear)........c..ee.. 345 9.7 76.4 25.2
Variable annuities (renewal)........ccccceeeee. 10.9 9.5 32.9 31.6
Subtotal - variable annuities................. . L 45.4 19.2 109.3 56.8
Equity-indexed single premium deferred annuities (first year).............. 69.6 31.3 179.3 33.0
Market value adjusted single premium deferred an nuities (first year)....... 9.3 26.8 313 26.8
Traditional single premium deferred annuities (f irstyear).......cccecou. 79.0 139.5 287.7 507.2
Subtotal - single premium deferred annuities.. 157.9 197.6 498.3 567.0
Single premium immediate annuities (first year). L 55.6 42.8 155.7 147.7
Total annuity premiums collected............... L $425.8 $439.9 $1,237.7 $1,244.6
Insurance policy INCOME......cccovvevvvvecieeics e $27.3 $19.2 $ 710 $ 586
Net investment income:
General account invested @SSetS.......ccoceeee e 239.2 236.4 710.9 655.0
S&P OPLONS...ciciieciiee it e 134 - 33.6 -
Separate acCcount aSSetS........ccccvcvveerneeee e 19.5 11.1 37.5 28.5
Total revenUES (Q)..cccveevveveeiiieniieees e 299.4 266.7 853.0 742.1
Insurance policy benefits and change in future poli cy benefits................ 16.4 17.9 51.1 50.0
Amounts added to policyholder account balances:
Annuity products other than those listed below.. 136.9 138.3 403.7 384.7

Equity-indexed products..............cccueene - 33.1 -
Variable annuity products.... 11.1 375 28.5
Amortization related to operations................. 24.9 72.5 55.6
Interest expense on investment borrowings.......... 4.3 10.1 10.9
Other operating costs and expenses................. 10.4 21.1 25.7
Total benefits and expenses (a).........eee.. 221.3 206.9 629.1 555.4
Operating income before income taxes, minority interest and
extraordinary Charge......ccccccveeeeeeees e 78.1 59.8 2239 186.7
Net investment gains, net of related costs and amor tization.................. 48.6 4.8 49.8 1.1
Income before income taxes, minority interest and
extraordinary charge.......cccecvvceeees e $126.7 $ 64.6 $ 2737 $187.8
Weighted average gross interest spread on annuity p roducts (B).........ccoee 2.9% 2.9% 3.0% 3.0%
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(@) Revenues exclude net investment gains; ben efits and expenses exclude
amortization related to net investment gains.

(b) Excludes: (i) variable annuity products where the credited amount is based
on investment income from segregated investme nts; and (ii) equity-indexed
products where the credited amount is dependen t upon the investment income

from S&P Options.

General: This segment includes single-premium dedeainnuities ("SPDAs"), flexible-premium deferaathuities ("FPDAs"), single-
premium immediate annuities ("SPIAs") and variatauities sold through both career agents and gsimfieal independent producers. The
profitability of this segment largely depends oa thvestment spread earned (i.e., the excess e$tment earnings over interest credited on
annuity deposits), the persistency of inforce bessn and expense management. In addition, comfigraletween periods is affected by: (i)
the LPG Merger, effective July 1, 1996; and (iipteesser extent, the PFS Merger.

Premiums collected by this segment in the thirdiguaf 1997 were $425.8 million, down 3.2 perceveer 1996. Premiums collected by this
segment in the first nine months of 1997 were $4.2&nillion, down .6 percent over 1996. Annuity piems collected by recently acquired
companies were $31.7 million in the third quartet @7 and $96.2 million in the first nine montHsl§97.

SPDA collected premiums decreased 20 percent,3@.81million, in the third quarter of 1997 and d=ased 12 percent, to $498.3 million, in
the first nine months of 1997. The demand for SRibéducts offered by all insurance companies deeckdaring 1997, when relatively low
interest rates made other investment products mitnactive. We introduced an equity-indexed SPDALly 1996 to appeal to consumers'
desire for alternative investment products witlunes linked to equities. The accumulation valuéhese annuities is guaranteed to increas

a cumulative basis at a rate of approximately 8, but the increase may be higher based oncamtege of the change in the S&P 500
Index during each year of their term. To providetfe higher increase, we purchase S&P Optionsydhees of which change as the benefits
accrue to these annuities as a result of the eqndigxed return feature. Total collected premiuprstiiis product were $69.6 million in the
third quarter of 1997 and $179.3 million the findhe months of 1997.

FPDA collected premiums decreased 7.4 percentl&6.9 million, in the third quarter of 1997 andreased .3 percent, to $474.4 million, in
the first nine months of 1997. In January 1997 jmiduced an equity-indexed FPDA similar to théd®Fproduct described above.
Collected premiums for this product were $49.0ionillin the third quarter of 1997 and $80.3 milliarthe first nine months of 1997. FPDAs
are similar to SPDAs in many respects, except FP&llgy more than one premium payment.

We offer deferred annuity products with a "markaiue adjustment"” feature designed to provide ul adlditional protection from early
terminations during a period of rising interesegaby reducing the surrender value payable upafi aurrender of the policy in excess of the
allowable penalty-free withdrawal amount. Conveysdlring a period of declining interest rates, itierket value adjustment feature would
increase the surrender value payable to the palidgh. Annuity premiums collected with this featuepresent 12 percent and 15 percent of
total annuity premiums collected during the ninenthgperiods ended September 30, 1997 and 199G aiagly.

SPIA collected premiums increased 30 percent, S6illion in the third quarter of 1997 and incsed 5.4 percent, to $155.7 million, in the
first nine months of 1997. The increases are piilyntre result of increases in SPIAs purchased withproceeds of redeemed annuity
contracts.

Variable annuity collected premiums increased 1&@&gnt, to $45.4 million, in the third quarter & and increased 92 percent, to $109.3
million, in the first nine months of 1997. Varialdaenuities offer contract holders a rate of retumeed upon the specific investment portfolios
into which premiums may be directed. The popularsftguch annuities has increased recently as & dghe desire of investors to invest in
common stocks. In addition, in 1996 we began teraffiore investment options for variable annuityaés and expanded our variable
annuity marketing efforts. Profits on variable aities are derived from the fees charged to contraltters, rather than from the investment
spread.

Insurance policy income includes: (i) premiums ree@ on some of the SPIA policies that incorposagmificant mortality features; (ii) the
cost of insurance and expenses charged to anmlitigs; and (iii) surrender charges earned on @ypolicy withdrawals. In accordance

with GAAP, premiums on annuity contracts withoutrtabity features are not reported as revenueseaustthey are reported as deposits to
insurance liabilities. Insurance policy income rpsenarily because of increased surrender chargéscted (changes in cost of insurance and
expenses charged to annuity policies were notfgignit). Surrender charges
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were $17.7 million in the third quarter of 1997 &idL.9 million in the third quarter of 1996. Sudtangyes were $47.5 million in the first nine
months of 1997 compared to $29.7 million in thetfitine months of 1996. Annuity policy withdrawalere $1,255.0 million in the first nine
months of 1997 and $1,061.4 million in the first@imonths of 1996. The increase in policy withdiavead surrender charges generally
corresponds to the aging and the growth of our iybusiness in force. In addition, policyholders asing the systematic withdrawal
features available in several of our annuity pel¢iand more policyholders are surrendering inrdadavest in alternative investments. Total
withdrawals and surrenders during the nine montfogde were approximately 11.0 percent of insurdiad®lities related to surrenderable
policies in 1997 and 10.4 percent in 1996.

Net investment income on general account invesisdta (excluding income on separate account as$atsd to variable annuities and-
change in the value of S&P Options related to geuidexed products) increased 1.2 percent, to $288lion, in the third quarter of 1997
and increased 8.5 percent, to $710.9 million, enfitst nine months of 1997. These increases piiynaflect the increase in general account
invested assets acquired in conjunction with tieemeacquisitions. The segment's average investstsaincreased 1.3 percent in the third
quarter of 1997 compared to 1996 and the annuajizdd earned on average invested assets was apmatety 7.9 percent during both
quarterly periods. The segment's average invessetaincreased 11 percent in the first nine marti997 and the annualized yield earned
on average invested assets decreased .2 perc@oiaggeto 7.8 percent in the first nine months @97

Net investment income from S&P Options is substdigtdffset by a corresponding charge to amountkeddo policyholder account balanc
for equity-indexed products. Such income fluctudi@sed on the performance of the Standard & P56@sndex to which such products are
linked.

Net investment income from separate account assetfset by a corresponding charge to amountsdteolicyholder account balances
variable annuity products. Such income fluctuatelationship to total separate account assetshenigeturn earned on such assets.

Insurance policy benefits and change in futuregydbienefits relate solely to annuity policies timebrporate significant mortality features.
The changes are not significant.

Amounts added to policyholder account balancegterest on annuity products decreased 1.0 perteff,36.9 million, in the third quarter
of 1997 and increased 4.9 percent, to $403.7 miliio the first nine months of 1997. Such decréagbke third quarter is dueto a .1
percentage point decrease in average crediting tat€.9 percent partially offset by a .9 percantéase in the amount of annuity business
inforce. The increase in the nine month periodimarily due to a larger amount of annuity businiessrce as a result of recent acquisitions
offset by a decrease in crediting rates. The weiljaverage crediting rates for these annuity ligdsldecreased .2 percentage points to 4.8
percent in the first nine months of 1997.

Amounts added to policyholder account balancesa@l the change in value of the S&P index rel&beghjuity-indexed products fluctuate
as the benefits accrue on these products as & oésiik equity-indexed return feature. Such ameané substantially offset by the net
investment income from the S&P Options.

Amounts added to policyholder account balancesdoable annuity products are equal to the netstmment income on separate account
assets.

Amortization related to operations includes amaititm of: (i) the cost of policies produced; (lgetcost of policies purchased; and (iii)
goodwill related to this segment's business. Thewarhof amortization decreased primarily becaush®fithanges in the balances of the cost
of policies purchased and cost of policies produa®d result of net investment gains recognizethgur997, partially offset by the increase
in balances subject to amortization as a resukt@ént acquisitions.

Interest expense on investment borrowings is pilynaffected by changes in investment borrowing\gibgs.

Other operating costs and expenses of this segmagertbeen favorably affected by the consolidatioall@annuity operations in Conseco's
Carmel, Indiana, facilities.

Net investment gains, net of related costs and tiation often fluctuate from period to period. I8® securities at a gain and reinvesting
proceeds at lower yields may, absent other managtemetion, tend to decrease future investment gi€lthe
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Company believes, however, that the following festoitigate the adverse effect of such decreaseebimcome: (i) we recognize additional
amortization of cost of policies purchased and obgilicies produced in order to reflect reducetlife yields (thereby reducing such
amortization in future periods);

(if) we can reduce interest rates credited to sproducts, thereby diminishing the effect of thdd/igecrease on the investment spread; and
(iii) the investment portfolio grows as a resultreinvesting the investment gains. As a resulhefdales of fixed maturity investments, related
amortization of the cost of policies purchased hredcost of policies produced totaled $36.0 millgrd $3.0 million in the third quarters of
1997 and 1996, respectively. Such amortizatiorleédt$56.7 million and $13.8 million in the firstn@ months of 1997 and 1996, respectiv
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Life insurance:

Premiums collected:
Universal life (first year).........cc..........
Universal life (renewal)...........cccceveennes

Subtotal - universal life...................

Traditional life (first year)
Traditional life (renewal)............ccccoue.

Subtotal - traditional life.................

Total life premiums collected...............

Insurance policy income:
Premiums earned on traditional life products....
Mortality charges and administrative fees.......
Surrender charges.........ccocovvevveeeeinnns

Total insurance policy income...............

Net investment income..........ccccoeevveerinen.

Total revenues (a).....ccccoeveeeeveeennns

Insurance policy benefits and change in future poli
Interest added to financial product policyholder ac
Amortization related to operations.................
Interest expense on investment borrowings..........
Other operating costs and expenses.................

Total benefits and expenses (a).............
Operating income before income taxes, minori
extraordinary charge............ccce.....
Net investment gains (losses), net of related costs

Income before income taxes, minority interes
extraordinary charge............ccc......

(@) Revenues exclude net investment gains (los
exclude amortization related to net investment

CONSECO, INC. AND SUBSIDIARIES

Three months ended
September 30,

1997 1996

(Dollars in

.......................... $ 235 $31.7
.......................... 83.2 79.5

14.9 4.3
49.5 29.6
.......................... 64.4 33.9

.......................... 2.6 3.2
.......................... 158.7 125.2
.......................... 115.4 96.8

cy benefits............... 128.0 88.8
count balances............ 39.6 35.3
.......................... 17.7 17.2
.......................... 2.4 1.8
.......................... 21.3 25.8

ses); benefits and expenses
gains (losses).

Nine months ended
September 30,

1997 1996

millions)

$73.1 $38.4
251.2 1221

32.0 9.5
131.9 86.3
163.9 95.8

440.2 227.4
326.0 180.8

114.4 61.2
69.2 20.7
4.5 3.1
63.8 61.9

General: This segment includes traditional life ané/ersal life products sold through both careggrdas and professional independent
producers. The segment's operations were significaffected by the LPG Merger effective July 1989and, to a lesser extent, the PFS
Merger effective April 1, 1997. The profitabilityf this segment largely depends on the investmaespearned (for universal life and other
investment products), the persistency of inforcsiess, claim experience and expense management.
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Premiums collected by this segment in the thirdriguanf 1997 were $171.1 million, up 18 percentrd/@96. Premiums collected by this
segment in the first nine months of 1997 were $288llion, up 90 percent over 1996. Such fluctuasioeflect the recent acquisitions.

Universal life product collected premiums decreas@dpercent, to $106.7 million, in the third qeamf 1997 and increased 102 percent, to
$324.3 million, in the first nine months of 1997hilersal life product premiums collected by theergtty acquired companies were: (i) $85.0
million and $86.0 million in the third quarters 8897 and 1996, respectively; and (ii) $258.0 milland $86.0 million (representing
premiums collected by LPG only during the periogrits acquisition on July 1, 1996) in the firsd@months of 1997 and 1996, respectiv

Traditional life product collected premiums incred®90 percent, to $64.4 million, in the third geaxdf 1997, and increased 71 percent, to
$163.9 million, in the first nine months of 199héelrecently acquired companies collected $74.0anilbf traditional life product premiums
in the first nine months of 1997. Such premiumsentéd in the third quarter of 1996 include $5.1lion collected by LPG after the LPG
Merger.

Insurance policy income includes: (i) premiums ree@ on traditional life products; (ii) the mortglicharges and administrative fees earned
on universal life insurance; and (iii) surrendearges earned on terminated universal life insurpodieies. All three categories have
increased primarily as a result of recent acquisgi In accordance with GAAP, premiums on univelif@aproducts are accounted for as
deposits to insurance liabilities. Revenues areezhover time in the form of investment income ofigyholder account balances, surrender
charges and mortality and other charges deduoted the policyholders' account balances.

Net investment income increased 19 percent, to &lrblion, in the third quarter of 1997 and 80 qemt, to $326.0 million, in the first nir
months of 1997. Such investment income fluctuatiéls @hanges in: (i) the amount of average inveatsikts supporting insurance liabilities;
and (ii) the yield earned on invested assets. €gengnt's average invested assets increased 7fpdocapproximately $5.3 billion, in the
first nine months of 1997; the net yield on inveséssets increased by .1 percentage points, {ge8cent. Invested assets increased primarily
as a result of the growth in insurance liabilitiesn the recent acquisitions.

Insurance policy benefits and change in futureqydbienefits increased in 1997. The recent acqoistproduced a larger amount of business
inforce on which benefits are incurred. There wayanaterial fluctuations in claim experience durihg periods.

Interest added to financial product policyholdet@amt balances increased 12 percent, to $39.6omijlin the third quarter of 1997 and
increased 87 percent, to $114.4 million, in thstfiine months of 1997. Such expense fluctuatds ahitinges in: (i) the amount of insurance
liabilities for universal life products; and (ife interest rate credited to such products. Suelage liabilities increased 91 percent, to $3.2
billion, in the first nine months of 1997. The irdset rate credited decreased by .2 percentagesptird.8 percent, in the first nine months of
1997. The recent acquisitions caused an increassunance liabilities for universal life products.

Amortization related to operations includes amatitn of (i) the cost of policies produced; (iipthost of policies purchased; and (iii)
goodwill related to this segment's business. Thewrnof amortization was primarily affected by therease in balances subject to
amortization as a result of the recent acquisitioss of the effect of reductions in the balandethe cost of policies purchased and cost of
policies produced resulting from net investmenhgaecognized during 1997.

Interest expense on investment borrowings is aftebly changes in investment borrowing activities.

Other operating costs and expenses have incregseat&nt, to $63.8 million, in the first nine mostbf 1997 as a result of the increased k
of business related to this segment. Third quastpenses reflect expense reductions realized esu#t of the consolidation of certain
operations.

Net investment gains (losses), net of related @stisamortization often fluctuate from period toipe. Net investment gains (losses) afi

the timing of the amortization of cost of policigsrchased and the cost of policies produced. Asaltrof net investment gains (losses) from
the sales of fixed maturity investments, relatesdization of cost of policies purchased and cégtaticies produced totaled $7.2 million &
$.1 million in the third quarters of 1997 and 198&pectively. Such amortization totaled $12.0ionlland $1.3 million in the first nine
months of 1997 and 1996, respectively.
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Individual major medical and group:

Three months ended Nine months ended
September 30, September 30,
1997 1996 1997 1996
(Dollars in millions)

Premiums collected:

Individual (first year) $ 1.8 $42.9 $ 4.7
Individual (renewal)..........cccccevvuvrennnns 10.8 88.8 34.6
Subtotal - individual.........ccccceeeeee. 62.8 12.6 131.7 39.3
Group (firSt Year)..coovvcieecieeeicees e 22.2 - 44.9 -
Group (renewal).....ccccveevviieeiiieeniiiees e 127.6 72.1 334.4 2155
Subtotal - group....coovvveeiieeiiee e 149.8 72.1 379.3 2155
Total individual major medical and group pre miums collected............ $212.6 $84.7 $511.0 $254.8

Insurance policy iINCOME......ccccovvevvvvecieeees e $213.0 $91.5 $522.5 $262.0

Netinvestment iNnCOMe........cccccvvvvvvvcieeees 5.0 2.3 11.1 6.6
Total revenues (8)....cccvvvvevvvveenees e 218.0 93.8 533.6 268.6

Insurance policy benefits and changes in future pol icy benefits............... 161.9 73.0 401.2 225.1

Amortization related to operations................. . 4.4 14.2 11.8

Interest expense on investment borrowings.......... - .2 -

Other operating costs and expenses................. 5.3 84.9 114
Total benefits and expenses (a)............. . s 205.8 82.7 500.5 248.3
Operating income before income taxes, minori ty interest and

extraordinary charge......ccccoeeeceeeeee. e 12.2 11.1 33.1 20.3
Net investment gains, net of related costs and amor tization................... 1 - A -
Income before income taxes, minority interes t and extraordinary
o] T o $12.3 $11.1 $33.2 $20.3
Benefit ratio.....cccvvvvcviiiiiiciciiee e 76% 80% 7% 86%
(a) Revenues exclude net investment gains; ben efits and expenses exclude

amortization related to net investment losses.

General: This segment includes individual and gnmajor medical health insurance products. The safmeperations were significantly
affected by the PFS Merger. The profitability akthusiness depends largely on the overall pergigtef the business inforce, claim
experience and expense control.

Premiums collected by this segment in the thirdriguanf 1997 were $212.6 million, up 151 percergrathe third quarter of 1996. Premiums
collected by this segment in the first nine morth$997 were $511.0 million, up 101 percent froma finst nine months of 1996. Premiums
collected by the recently acquired companies w&égs% million in the third quarter of 1997 and $25hillion in the first nine months of
1997. Excluding these premiums collected by them#yg acquired companies, this segment's premiwthsated (primarily related to
products that we are not currently emphasizing}tiernine month period have increased slightly.r@ve last several years, a number of
steps were taken to improve the profitability oflsdbusiness, including changes in product, prindeuwriting and agent compensation.
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Group premiums increased 108 percent, to $1498&mjiin the third quarter of 1997 and 76 percém$379.3 million, in the first nine
months of 1997. The recently acquired companideateld $153.5 million of group premiums in thetfinine months of 1997. Excluding st
premiums, the increase reflects new policies atelirgreases, net of premium decreases from plaljses.

Individual health premiums increased 398 percen$62.8 million, in the third quarter of 1997 ar@bZercent, to $131.7 million, in the first
nine months of 1997. The recently acquired companidiected $101.7 million of individual health prieims in the first nine months of 19¢
Excluding such premiums, the decrease reflectgptdpses in response to rate increases.

Insurance policy income is comprised of premiuntaea on the segment's policies, and has fluctuadedistent with the explanations
provided above for premiums collected.

Net investment income increased 117 percent, 1@ $lion, in the third quarter of 1997 and incred$8 percent, to $11.1 million, in t
first nine months of 1997. Such investment incotaetiated primarily in relationship to the amouhtwerage invested assets supporting this
segment's insurance liabilities. Average investsgts increased as a result of the recent acquisiti

Insurance policy benefits and change in futuregydbienefits fluctuate in relationship to the amoofnsegment business inforce and the
incidence of claims. The ratio of policy benefitsiisurance policy income was 76 percent in thelthuarter of 1997 and 77 percent for the
first nine months of 1997. Such ratio was approxaitya80 percent in the third quarter of 1996 angB8fcent for the first nine months of
1996. The decrease reflects the premium rate ineseaffected on certain blocks during 1996 anartbiee profitable blocks acquired with
recent acquisitions.

Amortization related to operations includes amatton of: (i) the cost of policies produced; (lietcost of policies purchased; and (iii)
goodwill related to this segment's business. Theracquisitions increased the balances subjechtotization.

Interest expense on investment borrowings is aftebly changes in investment borrowing activities.
Other operating costs and expenses fluctuated plynas a result of expenses of recently acquil@dganies.
Net investment gains, net of related costs and tiration, often fluctuate from period to peric
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Other:
Three months ended Nine months ended
September 30, September 30,
1997 1996 1997 1996
(Dollars in millions)
Premiums collected:
Other (first Year)....ccovcvevvevceiicenes e $ 4 $ .6 $ 1.3 $1.8
Other (renewal).....ccoocvvevciiniiiieeieies e 17.7 19.4 59.6 64.9
Total other premiums collected............. . $18.1 $20.0 $60.9 $66.7
Insurance policy income..........ccoeeveeveennen. $12.8 $44.3 $40.5
Net investment income.......... 1.9 10.8 6.0
Fee revenue and other income.............c......... 10.8 50.1 38.5
Total revenues (8)..cccccvvvvvvevvvveenees e 37.8 25.5 105.2 85.0
Insurance policy benefits and changes in future pol icy benefits............... 10.7 4.2 28.4 18.4
Amortization related to operations................. 1.8 3.7 6.2 9.2
Interest expense on investment borrowings.......... - - 1 -
Other operating costs and expenses................. 6.5 11.9 23.2 32.7
Total benefits and expenses (a)............. s 19.0 19.8 57.9 60.3
Operating income before income taxes, minori ty interest and
extraordinary charge......cccccceeeeeeee. e 18.8 5.7 47.3 24.7
Net investment gains (losses), net of related costs and amortization.......... 4.1 - 3.7 3.7)
NONreCUITiNg ItEMS...cieciiiiiiiieeieeeecis e - - (9.3) 30.4
Income before income taxes, minority interes t and extraordinary
ChaIgE. .o e $22.9 $5.7 $41.7 $51.4
(a) Revenues exclude net investment gains (los ses); benefits and expenses
exclude amortization related to net investment gains (losses).

General: This segment includes various other héadilrance products. The profitability of this mess depends largely on the overall
persistency of the business inforce, claim expedeand expense management.

The segment also includes the fee revenue gendratedr non-life subsidiaries, including the inwrasht advisory fees earned by CCM and
commissions earned for insurance and investmewuluptanarketing and distribution. Such amounts edelihe fees for services we provide
to our consolidated subsidiaries. The profitabitifthe fee-based business depends on the tomgfaeerated and expense management.

Premiums collected by this segment in the thirdguaf 1997 were $18.1 million, down 9.5 perceverothe third quarter of 1996. Premiums
collected by this segment in the first nine morth$997 were $60.9 million, down 8.7 percent frdra first nine months of 1996. We are not
currently emphasizing the sale of these produtttspagh our inforce business continues to be mbfd.

Insurance policy income is comprised of premiuntsea on the segment’s policies, and has fluctuadedistent with the explanations
provided above for premiums collected.

Net investment income increased 74 percent, to®dI®n, in the third quarter of 1997 and increcd$® percent, to $10.8 million, in the fi
nine months of 1997. Such investment income ine@as a result of the income earned on nontraditionestments held by this segment.
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Fee revenue and other income includes: (i) feemf@stment management and mortgage originatiorsandcing; and (i) commissions
earned for insurance and investment product maugetnd distribution. Such amounts exclude the fieeservices we provide to our
consolidated subsidiaries. Fee revenue and othenia increased 30 percent, to $50.1 million, ferfttst nine months of 1997. We earned
higher fees for investment management and slidtigier commissions for marketing and distributingurance and investment products.

Insurance policy benefits and change in futuregydbienefits fluctuate in relationship to the amoofnsegment business inforce and the
incidence of claims.

Amortization related to operations includes amaititm of: (i) the cost of policies produced; (lgetcost of policies purchased; and (iii)
goodwill related to this segment's business. Thoeedese in amortization is consistent with the aénlj balance of cost of policies purchased
and cost of policies produced associated with tisiness included in this segment

Interest expense on investment borrowings is aftebly changes in investment borrowing activities.

Other operating costs and expenses have been diegyéarecent periods as a result of our decreasgthasis on growth related to the block
of insurance business included in this segment.

Net investment gains (losses), net of related aosisamortization often fluctuate from period toipe. Net investment gains (losses) af

the timing of the amortization of cost of policigsrchased and the cost of policies produced. Asaltrof net investment gains (losses) from
the sales of fixed maturity investments, relateadization of cost of policies purchased and cdgtaticies produced totaled $.1 million in
the third quarter of 1996. There was no such awmatitin in the third quarter of 1997. Such amorioratotaled $.2 million and $.1 million in
the first nine months of 1997 and 1996, respedtivel

Nonrecurring items in 1997 represent expensesiiaduelated to the death of an executive officahensecond quarter. Nonrecurring item
1996 represent income from the sale of our investrimeNoble Broadcast Group, Inc.

Other components of income before income taxesoprnityninterest and extraordinary charge:

In addition to the income of the five operatingsegts, income before income taxes, minority intemesl extraordinary charge is affected by
interest and other corporate expenses.

Interest and other corporate expenses were $2%9idmin the third quarter of 1997 and $30.5 miflio the third quarter of 1996. Interest and
other corporate expenses were $88.5 million irfitsenine months of 1997 and $87.0 million in first nine months of 1996. Interest
expense is the largest component of these expdnga®est expense was $24.7 million in the thirdrter of 1997 and $30.4 million in the
third quarter of 1996. Interest expense was $76llbmin the first nine months of 1997 and $84.@lion in the first nine months of 1996.
Such interest expense fluctuates in relationshtheaverage debt outstanding during each periddtainterest rates thereon.

SALES

In accordance with GAAP, insurance policy incomevet in our consolidated statement of operationsist® of premiums received for
policies that have life contingencies or morbidégtures. For annuity and universal life contradgthout such features, premiums collected
are not reported as revenues, but rather are szhast deposits to insurance liabilities. Revenaethkese products are recognized over time in
the form of investment income and surrender orrotharges.
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Total premiums collected by our business segmeats as follows:

Three months ended Nine months ended
September 30, September 30,
1997 1996 1997 1996
(Dollars in millions)
Supplemental health........ccccccvvevicencs e $ 471.1 $199.7 $1,359.7 $ 605.6
Annuities . ... 4258 439.9 1,237.7 1,244.6
Life insurance 171.1 145.1 488.2 256.3
Individual major medical and gro 212.6 84.7 511.0 254.8
Other.....cccoooiiviiiiece e 18.1 20.0 60.9 66.7
Total premiums collected........cccccoccee.. e $1,298.7 $889.4 $3,657.5 $2,428.0

Fluctuations in premiums collected are discussedabinder "Results of Operations - First Nine Menth1997 Compared to the First Nine
Months of 1996 and the Third Quarter of 1997 Coragdo the Third Quarter of 1996." Our recent adtjaiss have had a significant effect
on premiums collected in the 1997 periods.

LIQUIDITY AND CAPITAL RESOURCES

Changes in the consolidated balance sheet betweeenfiber 31, 1996, and September 30, 1997, reflesttly through operations, change:
the fair value of actively managed fixed maturigggrities and the following capital and financingnisactions described in the notes to the
consolidated financial statements: (i) the CAF Merdii) the issuance of $300 million of Companyligated mandatorily redeemable
preferred securities of subsidiary trusts;

(iii) the repurchase of senior subordinated notessenior notes with a par value of $118.8 milliGwm) the conversion of convertible
debentures acquired in the ATC Merger into Cong®romon stock; (v) the conversion of PRIDES into €0 common stock; (vi) the
repurchase of mandatorily redeemable preferrek stba subsidiary; (vii) the PFS Merger; (viii) tlonial Penn Purchase;

(ix) common stock repurchases; and (x) the issuahcemmercial paper and notes payable.

In accordance with Statement of Financial Accountandards No. 115, Accounting for Certain Investta in Debt and Equity Securities
("SFAS 115"), we record our actively managed fixegkurity investments at estimated fair value. AptS8mber 30, 1997, the carrying value
of such investments was increased by $388.8 mifi®a result of the SFAS 115 adjustment, compared increase of $103.8 million at
December 31, 1996.

Minority interest increased as a result of theasme of $300.0 million of Company-obligated mandbteedeemable preferred securities of
subsidiary trusts, partially offset by Conseco'schases of mandatorily redeemable preferred stbaksabsidiary with a carrying value of
$93.4 million.

The increase in shareholders' equity in the firse months of 1997 resulted from: (i) Conseco comstock issued in the CAF Merger wit|
value of $115.7 million; (i) Conseco common st@ekued in the PFS Merger with a value of $342.%ionil (iii) net income of $395.9
million; (iv) the conversion of convertible debergs into Conseco common stock with a value of $L5illion;

(v) amounts related to stock options and employsfit plans (including the tax benefit thereon$263.1 million and (vi) the increase in
unrealized appreciation of $110.9 million. Thesgéases were partially offset by: (i) repurchagemmon stock for $616.5 million; and |
charges related to the induced conversion of cailepreferred stock and dividends totaling $5miftion.

Dividends declared on common stock for the ninetimoended September 30, 1997, were 18.75 censhpet. In July 1997, Conseco's
Board of Directors increased the quarterly casiddivd on the Company's common stock to 12.5 centshmre from 3.125 cents per share,
effective with the dividend payment on October3974

The Company has a definitive agreement to acquilshivigton National for approximately $410 milliae¢ "Pending Merger" in the note:
the consolidated financial statements includedihgr@/e expect to finance the acquisition by inmgradditional indebtedness.

34



CONSECO, INC. AND SUBSIDIARIES

The following table summarizes certain financidlasas of and for the nine months ended SepteBMhel997, and as of and for the year
ended December 31, 1996:

September 30, December 31,
1997 1996
Book value per common share:
As reported.........cocoeviiiiiiiieieee $19.49 $16.86
Excluding unrealized appreciation (depreciation) 18.71 16.62
Ratio of earnings to fixed charges:
AS TEPOMEM. .. s 2.13X 1.65X
Excluding interest on annuities and financial pr oduct policyholder
account balanCes (D)...cccccveeeevvnvvnceeees e 7.94X 4.55X
Ratio of earnings to fixed charges, preferred div idends and distributions on
Company-obligated mandatorily redeemable prefe rred securities of subsidiary
trusts:
XS (= o 15 (o 1.86X 1.51X
Excluding interest added to annuity and financ ial product policyholder account
balances (D)...cccovvieiiiiiceeeeeee 4.20X 3.06X
Ratio of adjusted statutory earnings to cash intere st (¢):
AS TEPOME. .. e 1.63X 1.54X
Excluding interest added to annuity and financia | product policyholder account
balances (D). 5.82X 4.56X
Ratio of adjusted statutory earnings to cash int erest and distributions on
Company- obligated mandatorily redeemable prefe rred securities of subsidiary
trusts (d):
XS (=] o 15 (T 1.49X 1.53X
Excluding interest on annuities and financial product policyholder
account balances (D)....ccccovvveeeneees s 3.45X 4.34X
Ratio of total debt to total capital:
S (= o o] £ (= 34X 22X
Excluding unrealized appreciation (2)........... . e .34X 23X
Ratio of debt and Company-obligated mandatorily re deemable preferred securities
of subsidiary trusts to total capital (e):
As reported........occeeieiiiiiiienen, 46X .35X
Excluding unrealized appreciation (a)......... ATX .35X

() Excludes the effect of reporting fixed maturit

(b) These ratios are included to assist the reade
interest added to annuity and financial p
balances (which is not generally required to
itis recognized). Such ratios are not inten
the following ratios prepared in accordance
earnings to fixed charges; (ii) the ratio of
preferred dividends and distributions on C
redeemable preferred securities of subsidiar
adjusted statutory earnings to cash interest;
statutory earnings to cash interest and distri
mandatorily redeemable preferred securities of

(c) Statutory earnings represent: (i) gain from o
life insurance companies before interest (in
"as reported" ratio, interest on annuities
income taxes as reported for statutory acc
income before interest and income taxes of a
interest includes interest
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(including, for purposes of the "as reported”
and financial products) of Conseco and its con

(d) Statutory earnings represent: (i) gain from o
life insurance companies before interest (in

"as reported” ratio, interest on annuities

income taxes as reported for statutory acc
income before interest and income taxes of a

interest includes interest (including, for
ratio, interest on annuities and financial

RIES

ratio, interest on annuities
solidated subsidiaries.

perations of our consolidated
cluding, for purposes of the
and financial products) and
ounting purposes; plus (ii)
Il non-life companies. Cash
purposes of the "as reported”
products) of Conseco and its

consolidated subsidiaries. Distributions on C
redeemable preferred securities of subsi
distributions before income taxes of Con
subsidiaries.

ompany-obligated mandatorily
diary trusts include such
seco and its consolidated

mpany-obligated mandatorily
ary trusts to the sum of
inority interest and the
rred securities of subsidiary

(e) Represents the ratio of debt and the Co
redeemable preferred securities of subsidi
shareholders' equity, notes payable, m
Company-obligated mandatorily redeemable prefe
trusts.

INVESTMENTS

At September 30, 1997, the amortized cost and agtitifair value of fixed maturity securities (diivehich were actively managed) were as
follows:

Gross G ross  Estimated
Amortized unrealized unre alized fair
cost gains lo sses value
(Dollars in m illions)
United States Treasury securities and
obligations of United States government
corporations and agenci€s.......cocvvcveveeeee e $ 8116 $ 11.3 $ 3 $ 8226
Obligations of states and political subdivisions
and foreign government obligations.............. 342.5 10.6 1.4 351.7
Public utility securities............cccccceueene 2,011.2 63.7 27.9 2,047.0
Other corporate securities.............ccooveene 10,571.6 260.7 33.1 10,799.2
Mortgage-backed securities............c.ccveenne 6,939.6 117.3 12.1 7,044.8
Total fixed maturity securities .............. L. $20,676.5 $463.6 $74.8 $21,065.3

The following table sets forth the investment rgsirof fixed maturity securities at September 3@ 71@esignated categories include secu
with "+" or "-" rating modifiers). The category &gsed is the highest rating by a nationally recagdistatistical rating organization, or as to
$745.2 million fair value of fixed maturities na@ted by such firms, the rating assigned by theddati Association of Insurance
Commissioners ("NAIC"). For purposes of the tablAIC Class 1 securities are included in the "A'lnrgt Class 2, "BBB"; Class 3, "BB" a

Classes 4 to 6, "B and below."

Percent of
Investment ~ ceeeemeeem e
rating Fixed matu rities Total investments
33%
6
20
21
80
BB oo 3 3
B and below.........c.ccocceveennns 3 2
Below investment grade......... 6 5
Total fixed maturities......... 100% 85%
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At September 30, 1997, our below investment graak fmaturity securities had an amortized costlgi63.7 million and an estimated fair
value of $1,187.3 million.

During the first nine months of 1997, we recordéd$million in writedowns of fixed maturity secues$ as a result of changes in conditions
which caused us to conclude that a decline inviaine of the investments was other than tempofirgre were no such writedowns during
the first nine months of 1996. At September 30,719%ed maturity securities in default as to tlayment of principal or interest had an
aggregate amortized cost of $5.4 million and avialue of $4.4 million.

Sales of invested assets (primarily fixed matwségurities) during the first nine months of 199%erated proceeds of $11.5 billion, and net
investment gains of $139.2 million. Sales of inedsassets during the first nine months of 1996 ge¢eae proceeds of $5.0 billion, and net
investment gains of $11.7 million. Net investmeaing in 1997 and 1996 also included $.7 million &&® million, respectively, of
writedowns related to mortgage loans.

At September 30, 1997, fixed maturity investmentduded $7.0 billion of mortgage-backed securif@s33 percent of all fixed maturity
securities). The yield characteristics of mortghgeked securities differ from those of traditiofied-income securities. Interest and
principal payments occur more frequently, often thpn Mortgage-backed securities are subject tksrassociated with variable
prepayments. Prepayment rates are influenced lbynder of factors which cannot be predicted withaiaty, including the relative

sensitivity of the underlying mortgages backing élssets to changes in interest rates; a varieggafomic, geographic and other factors; and
the repayment priority of the securities in therallesecuritization structures.

In general, prepayments on the underlying mortdeges, and the securities backed by these loati®adse when the level of prevailing
interest rates declines significantly relativetie interest rates on such loans. Mortgage-backadites purchased at a discount to par will
experience an increase in yield when the underlginggages prepay faster than expected. Thesetsespurchased at a premium that
prepay faster than expected will incur a reductioyield. When interest rates decline, the procdeata the prepayment of mortgage-backed
securities are likely to be reinvested at loweesahan we were earning on the prepaid securitibéen interest rates increase, prepaymen
mortgage-backed securities decrease as fewer yimiprhortgages are refinanced. When this occuesatlerage maturity and duration of the
mortgage-backed securities increase, which desehsgyield on mortgage-backed securities purchasadliscount because the discount is
realized as income at a slower rate and increasegield on those purchased at a premium as a @fsalldecrease in the annual amortization
of the premium.

The following table sets forth the par value, azed cost and estimated fair value of mortgage-bddecurities, summarized by interest
rates on the underlying collateral at Septembed907:

Par Am ortized Estimated
value cost fair value
in millions)
Below 7 percent...........cocveeveeveeiveennnnnn $ 1,663.0 $1,678.6

7 percent - 8 percent
8 percent - 9 percent
9 percent and above

4,123.0 4,195.5
690.6 702.7
463.0 468.0

Total mortgage-backed securities............. .~ $7,0724  $ 6,939.6 $7,044.8




CONSECO, INC. AND SUBSIDIARIES

The amortized cost and estimated fair value of gage-backed securities at September 30, 1997, stinetdy type of security, were as
follows (dollars in millions):

Estim ated fair value
Percent
Amortized of fixed
Type cost Amount maturities
Pass-throughs and sequential and targeted amortizat ion classes............ $4,907.4 $4,974.9 24%
Planned amortization classes and accretion directed 64.4 68.0 -
SUPPOTIt ClasSeS.......ccovvvveeriiiieniiiiieniien, 43.2 46.4 -
Accrual (Z tranche) bonds.... 1,409.3 1,428.1 7
Subordinated classes ..........ccccoevveeiiieennns 515.3 527.4 2
$6,939.6 $7,044.8 33%

Pass-throughs and sequential and targeted amantizdasses have similar prepayment variabilitysdaroughs historically provide the best
liquidity in the mortgage-backed securities makad provide the best price/performance ratio ifgali volatile interest rate environment.
This type of security is also frequently used dkateral in the dollar-roll market. Sequential das pay in a strict sequence; all principal
payments received by the collateralized mortgadigations ("CMOs") are paid to the sequential tfaesin order of priority. Targeted
amortization classes provide a modest amount gfgymaent protection when prepayments on the unaeylgollateral increase from those
assumed at pricing. Thus, they offer slightly brettl protection than sequential classes or passiyhs.

Planned amortization classes and accretion dirdiiads are some of the most stable and liquidunstnts in the mortgage-backed securities
market. Planned amortization class bonds adheadii®d schedule of principal payments as londhasinderlying mortgage collateral
experiences prepayments within an expected rangmges in prepayment rates are first absorbedfyosticlasses. This insulates the
planned amortization classes from the consequefdaster prepayments (average life shortening)shoder prepayments (average life
extension).

Support classes absorb the prepayment risk fromhwienned amortization and targeted amortizatiasses are protected. As such, they are
usually extremely sensitive to prepayments. Mostwfsupport classes are higher average life imsnis that generally will not lengthen if
interest rates rise further and will have a tengiéncshorten if interest rates decline. Howevergsithese bonds have costs below their par
values, higher prepayments will have the effeéhofeasing yields.

Accrual bonds are CMOs structured such that thengay of coupon interest is deferred until principayments begin. On each accrual date,
the principal balance is increased by the amoutti@fnterest (based upon the stated coupon taeptherwise would have been payable. As
such, these securities act like zero coupon bontiscash payments begin. Cash payments typicalpat commence until earlier classes in
the CMO structure have been retired, which candpgficantly influenced by the prepayment experiené the underlying mortgage loan
collateral in the CMO structure. Because of the z@upon element of these securities and the patemicertainty as to the timing of cash
payments, their market values and yields are mamsiive to changing interest rates than are diiMOs, passhrough securities and coup
bonds.

Subordinated CMO classes have both prepaymentradd dsk. The subordinated classes are usedharee the credit quality of the senior
securities and as such, rating agencies requitehisssupport not deteriorate due to the prepayrokthe subordinated securities. The credit
risk of subordinated classes is derived from thgatiee leverage of owning a small percentage ofitigerlying mortgage loan collateral
while bearing a majority of the risk of loss duentimeowner defaults.

At September 30, 1997, the balance of mortgagesloas comprised of 94 percent commercial loangr8gnt residual interests in
collateralized mortgage obligations and 3 percesidential loans. Less than 1.5 percent of mortdzayes were noncurrent (loans which are
two or more scheduled payments past due) at Septe3th 1997.

Investment borrowings averaged approximately $48&iiltbon during the first nine months of 1997, coaned to approximately $371.6
million during the same period of 1996 and werdatetalized by investment securities with fair \vedwapproximately equal
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to the loan value. The weighted average inter@staa such borrowings was 5.6 percent and 5.4 pediging the first nine months of 1997
and 1996, respectively.

STATUTORY INFORMATION

Statutory accounting practices prescribed or péeohifior our insurance subsidiaries by regulatotyauties differ from generally accepted
accounting principles. Our life insurance subsid®reported the following amounts to regulatorgrages at September 30, 1997, after
appropriate eliminations of intercompany accoumsg such subsidiaries (dollars in millions):

Statutory capital and surplus ..........ccoeeeeeee.. L $1,583.2
Asset valuation reserve ("AVR")....ccoovvveeeeeee L 319.7
Interest maintenance reserve ("IMR")........cccc... L. 337.9
Portion of surplus debenture carried as a liability ... 99.2
Total i $2,340.0

The ratio of such consolidated statutory accoularuzzs to consolidated statutory liabilities (exihg AVR, IMR, the portion of surplus
debentures carried as a liability, liabilities framparate account business and short-term coliatgtdorrowings) was 11.3 percent at
September 30, 1997, and 9.8 percent at Decembé998,

Combined statutory net income of our life insurasabsidiaries included in the Conseco ConsolidStetutory Statement (after appropriate
eliminations of intercompany amounts among suclsigiidgries) was $204.9 million in the first nine ntlegof 1997 and $147.4 million in the
first nine months of 1996.

The statutory capital and surplus of the insuraudssidiaries include surplus debentures of thenpd@ding companies totaling $795.5
million. Payments of interest and principal on sdelentures are generally subject to the apprdakansurance department of the
subsidiary's state of domicile. During the first@imonths of 1997, our life insurance subsidiamesle scheduled principal payments on
surplus debentures of $72.9 million.

State insurance laws generally restrict the abilftinsurance companies to pay dividends or makerdistributions. Net assets of our life
insurance subsidiaries, determined in accordante®AAP, aggregated approximately $8.8 billion &Bmber 31, 1996. During the first
nine months of 1997, our life insurance subsidapaid ordinary dividends of $76.3 million to ther@nt holding companies. During the
remainder of 1997, the life insurance subsidiamey pay additional dividends of $98.5 million withidhe permission of state regulatory
authorities.

FORWARD-LOOKING STATEMENTS

All statements, trend analyses and other informatimntained in this report and elsewhere (such agher filings by the Company with the
Securities and Exchange Commission, press relgagsgntations by the Company or its managememtabstatements) relative to markets
for the Company's products and trends in the Cogipaperations or financial results, as well agp#tatements including words such as
"anticipate," "believe," "plan," "estimate," "exggc'intend," and other similar expressions, cansti forward-looking statements under the
Private Securities Litigation Reform Act of 199%€eBe forwardeoking statements are subject to known and unknasks, uncertainties ar
other factors which may cause actual results tmagerially different from those contemplated by thevardiooking statements. Such fact
include, among other things: (i) general econoritditions and other factors, including prevailingerest rate levels, stock market
performance and health care inflation, which mdgafthe ability of the Company to sell its prodtjdche market value of the Company's
investments and the lapse rate and profitabilitthefCompany's policies; (ii) the Company's abiliyachieve anticipated levels of operatic
efficiencies at recently acquired companies, a$ agelhrough other cost-saving initiatives; (iijstomer response to new products,
distribution channels and marketing initiatives) (inortality, morbidity, usage of health care seeg and other factors which may affect the
profitability of the Company's insurance produty;changes in the federal income tax laws andlegigms which may affect the relative tax
advantages of some of the Company's productsingfi®asing competition in the sale of the Compapsosiucts; (vii) regulatory changes or
actions, including those relating to regulatiorfinéncial services affecting (among other thingsilbsales and underwriting of insurance
products, regulation of the sale, underwriting ariding of insurance products, and health carelegigin affecting the Company's health
insurance products; (viii) the availability andrter of future acquisitions; and (ix) the risk fastor uncertainties listed from time to time in
the Company's other filings with the Securities &xdhange Commission.
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PART Il - OTHER INFORMATION

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K.

a) Exhibits.

10.1.3 (b) Amendment No. 2 to Employment Agreement between the
Registrant and Rollin M. Dick.

10.1.4 (b) Amendment No. 2 to Employment Agreement between the
Registrant and Donald F. Gongawa re.

10.1.10 (b) Amendment No. 2 to Employment Agreement between the
Registrant and Ngaire E. Cuneo.

10.1.11 Employment Agreement dated Sep tember 8, 1997, between
the Registrant and John J. Sabl.

111 Computation of Earnings Per Shar e - Primary.

11.2 Computation of Earnings Per Shar e - Fully Diluted.

27.0 Financial Data Schedule.

b) Reports on Form 8-K. None.
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SIGNATURE

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

CONSECO, INC.

Dated: Novenber 14, 1997 By: /'s/ ROLLIN M DI CK
Rollin M Dick
Executive Vice President and
Chi ef Financial Oficer
(aut horized officer and principal
financial officer)
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AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT

Amendment No. 2 is made to that certain Employndgmeement dated July 1, 1991, as amended by Amemtdkte 1 dated March 12, 1996
(as so amended, the "Employment Agreement"), betv@@mseco, Inc. (the "Company") and Rollin M. D{tExecutive").

NOW, THEREFORE, in consideration of the mutual eceav@s contained herein and in the Employment Ages¢nCompany and Executi
agree as follows:

1. Amendment to Section 6(e). Section 6(e) of thpByment Agreement, which relates to reimburserméntedical expenses, shall be
amended by removing the words "Three Thousand Bo(%8,000)" and replacing them with the words "Téwusand Dollars ($10,000)".

2. Amendment to Section 12. The last paragrapteofi@ 12 of the Employment Agreement shall be atedrand restated in its entirety to
read as follows:

In the event that Executive makes an election @untsto this

Section to receive a lump sum severance allowahttee@mount described in clauses (a) and (b), tihesddition to such amount, he shall
receive (i) in addition to the benefits providedlanany retirement or pension benefit plan maietginy the Company, the benefits he would
have accrued under such benefit plan if he hadiredan the employ of the Company and such planreashined in effect for 60 calendar
months after his termination, which benefits w#l jpaid concurrently with, and in addition to, trenbfits provided under such benefit plan,
and (ii) the employee benefits (including, but lwited to, coverage under any medical insuranaksptit-dollar life insurance arrangements
or programs) to which he would have been entitledien all employee benefit plans, programs or aearents maintained by the Company if
he had remained in the employ of the Company aold plans, programs or arrangements had remaineffieict for 60 calendar months after
his termination; or the value of the amounts désctiin clauses (i) and (ii) next preceding. The amof the payments described in the
preceding sentence shall be determined and suchegray shall be distributed as soon as it is reddppassible.

3. Amendment to Section 13. Section 13 of the Egmpkent Agreement shall be amended and restatesl @miirety to read as follows:

13. Tax Indemnity Payments. To the extent thatayments made to Executive pursuant to Sectiod2 by 14 constitute an "excess
parachute



payment”, as such term is defined in Section 28\)&lof the Internal Revenue Code, as amended'@bhde"), the Company shall pay to
Executive an amount equal to (x) divided by (y) eneh(x) is the aggregate dollar amount of excigsesd&xecutive becomes obligated to pay
on such "excess parachute payments" pursuant tm8d@99 of the Code and (y) is 1-[.2+ the maxinfecheral income tax rate for single
individuals applicable for the year in which Exéeatreceives the payment provided under this Sektibbeing the intent of this

Section that if Executive incurs any such excise tfae payments to him shall be grossed up inféulsuch excise tax, so that the amount he
retains after paying all federal income taxes dith respect to payments to him under this Agreengetite same as what he would have
retained if Section 280G of the Code had not beaticable.

4. Except as modified by this Amendment No. 2 amgd@evious addenda or amendment not in conflictWwigh, the parties confirm that the
Employment Agreement remains in full force and effa accordance with its terms.

IN WITNESS WHEREOF, the Company and Executive hexecuted this Amendment No. 2 to be effective 28ith day of October, 1997.
CONSECO, INC.

By: /s/STEPHEN C. HI LBERT

Stephen C. Hil bert,
Chai rman of the Board

"Company"

/s/ROLLIN M DI CK

Rollin M Dick

"Executive"”



AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT

Amendment No. 2 is made to that certain Employndgmeement dated July 1, 1991, as amended by Amemtdkte 1 dated March 12, 1996
(as so amended, the "Employment Agreement"), bet@amseco, Inc. (the "Company") and Donald F. Gamga ("Executive").

NOW, THEREFORE, in consideration of the mutual eceav@s contained herein and in the Employment Ages¢nCompany and Executi
agree as follows:

1. Amendment to Section 6(e). Section 6(e) of thpByment Agreement, which relates to reimburserméntedical expenses, shall be
amended by removing the words "Three Thousand Bo(%8,000)" and replacing them with the words "Téwusand Dollars ($10,000)".

2. Amendment to Section 12. The last paragrapteofi@ 12 of the Employment Agreement shall be atedrand restated in its entirety to
read as follows:

In the event that Executive makes an election @untsto this

Section to receive a lump sum severance allowahttee@mount described in clauses (a) and (b), tihesddition to such amount, he shall
receive (i) in addition to the benefits providedlanany retirement or pension benefit plan maietginy the Company, the benefits he would
have accrued under such benefit plan if he hadiredan the employ of the Company and such planreashined in effect for 60 calendar
months after his termination, which benefits w#l jpaid concurrently with, and in addition to, trenbfits provided under such benefit plan,
and (ii) the employee benefits (including, but lwited to, coverage under any medical insuranaksptit-dollar life insurance arrangements
or programs) to which he would have been entitledien all employee benefit plans, programs or aearents maintained by the Company if
he had remained in the employ of the Company aold plans, programs or arrangements had remaineffieict for 60 calendar months after
his termination; or the value of the amounts désctiin clauses (i) and (ii) next preceding. The amof the payments described in the
preceding sentence shall be determined and suchegray shall be distributed as soon as it is reddppassible.

3. Amendment to Section 13. Section 13 of the Egmpkent Agreement shall be amended and restatesl @miirety to read as follows:

13. Tax Indemnity Payments. To the extent thatayments made to Executive pursuant to Sectiod2 by 14 constitute an "excess
parachute



payment”, as such term is defined in Section 28\)&lof the Internal Revenue Code, as amended'@bhde"), the Company shall pay to
Executive an amount equal to (x) divided by (y) eneh(x) is the aggregate dollar amount of excigsesd&xecutive becomes obligated to pay
on such "excess parachute payments" pursuant tm8d@99 of the Code and (y) is 1-[.2+ the maxinfecheral income tax rate for single
individuals applicable for the year in which Exéeatreceives the payment provided under this Sektibbeing the intent of this

Section that if Executive incurs any such excise tfae payments to him shall be grossed up inféulsuch excise tax, so that the amount he
retains after paying all federal income taxes dith respect to payments to him under this Agreengetite same as what he would have
retained if Section 280G of the Code had not beaticable.

4. Except as modified by this Amendment No. 2 amgd@evious addenda or amendment not in conflictWwigh, the parties confirm that the
Employment Agreement remains in full force and effa accordance with its terms.

IN WITNESS WHEREOF, the Company and Executive hexecuted this Amendment No. 2 to be effective 28ith day of October, 1997.
CONSECO, INC.

By: /s/STEPHEN C. HI LBERT

St ephen C. Hil bert,
Chai rman of the Board

"Company"

/ s/ DONALD F. GONGAWARE

Donal d F. Gongawar e

"Executive"”



AMENDMENT NO. 2 TO EMPLOYMENT AGREEMENT

Amendment No. 2 is made to that certain Employndgmeement dated August 17, 1992, as amended by dment No. 1 dated March 12,
1996 (as so amended, the "Employment Agreemergtjyden Conseco, Inc. (the "Company") and Ngait€uheo ("Executive").

NOW, THEREFORE, in consideration of the mutual eceav@s contained herein and in the Employment Ages¢nCompany and Executi
agree as follows:

1. Amendment to Section 6(e). Section 6(e) of thpByment Agreement, which relates to reimburserméntedical expenses, shall be
amended by removing the words "Three Thousand Bo(%8,000)" and replacing them with the words "Téwusand Dollars ($10,000)".

2. Amendment to Section 12. The last paragrapteofi@ 12 of the Employment Agreement shall be atedrand restated in its entirety to
read as follows:

In the event that Executive makes an election @untsto this

Section to receive a lump sum severance allowahttee@mount described in clauses (a) and (b), tihesddition to such amount, he shall
receive (i) in addition to the benefits providedlanany retirement or pension benefit plan maietginy the Company, the benefits he would
have accrued under such benefit plan if he hadiredan the employ of the Company and such planreashined in effect for 60 calendar
months after his termination, which benefits w#l jpaid concurrently with, and in addition to, trenbfits provided under such benefit plan,
and (ii) the employee benefits (including, but lwited to, coverage under any medical insuranaksptit-dollar life insurance arrangements
or programs) to which he would have been entitledien all employee benefit plans, programs or aearents maintained by the Company if
he had remained in the employ of the Company aold plans, programs or arrangements had remaineffieict for 60 calendar months after
his termination; or the value of the amounts désctiin clauses (i) and (ii) next preceding. The amof the payments described in the
preceding sentence shall be determined and suchegray shall be distributed as soon as it is reddppassible.

3. Amendment to Section 13. Section 13 of the Egmpkent Agreement shall be amended and restatesl @miirety to read as follows:

13. Tax Indemnity Payments. To the extent thatayments made to Executive pursuant to Sectiod2 by 14 constitute an "excess
parachute



payment”, as such term is defined in Section 28\)&lof the Internal Revenue Code, as amended'@bhde"), the Company shall pay to
Executive an amount equal to (x) divided by (y) eneh(x) is the aggregate dollar amount of excigsesd&xecutive becomes obligated to pay
on such "excess parachute payments" pursuant tm8d@99 of the Code and (y) is 1-[.2+ the maxinfecheral income tax rate for single
individuals applicable for the year in which Exéeatreceives the payment provided under this Sektibbeing the intent of this

Section that if Executive incurs any such excise tfae payments to him shall be grossed up inféulsuch excise tax, so that the amount he
retains after paying all federal income taxes dith respect to payments to him under this Agreengetite same as what he would have
retained if Section 280G of the Code had not beaticable.

4. Except as modified by this Amendment No. 2 amgd@evious addenda or amendment not in conflictWwigh, the parties confirm that the
Employment Agreement remains in full force and effa accordance with its terms.

IN WITNESS WHEREOF, the Company and Executive hexecuted this Amendment No. 2 to be effective 28ith day of October, 1997.
CONSECO, INC.

By: /s/STEPHEN C. HI LBERT

St ephen C. Hil bert,
Chai rman of the Board

"Company"

/s NGAI RE E. CUNEO

Ngai re E. Cuneo
"Executive"



EMPLOYMENT AGREEMENT

EMPLOYMENT AGREEMENT, dated as of the 8th day op&anber, 1997, between CONSECO, INC., an Indiamaacation (hereinafter
called the "Company"), and John J. Sabl (hereinatited "Executive").

RECITALS

WHEREAS, the services of Executive, his manageuia professional experience, and his knowledgheaffairs of the Company are of
great value to the Company; and

WHEREAS, the Company deems it to be essential torliave the benefit and advantage of the seratdse Executive for an extended
period;

NOW, THEREFORE, in consideration of the foregoimgl he mutual covenants contained herein, thegsaatijree as follow

1. Employment. The Company hereby employs ExecuatnteExecutive hereby accepts employment uporetinestand conditions hereinaf
set forth.

2. Term. The effective date of this Agreement shalSeptember 8, 1997. Subject to the provisiongefmination as provided in Section 10
hereof, the term of this Agreement shall be théopdneginning September 8, 1997, and ending DeceBhe2002, (hereinafter called the
"Basic Employment Period").

3. Duties. Executive is engaged by the Companyiax@cutive capacity as its chief legal officereEutive shall report to the Chief Execut
Officer regarding the performance of his duties ghall be subject to the direction and controlhef Board of Directors of the Company
(sometimes referred to herein as the "Board") Aedahief Executive Officer. Executive's positiorttwthe Company shall be Executive Vice
President, General Counsel and Secretary, andahbehpositions as may be determined from timénte by the Board.

4. Extent of Services. Executive, subject to thheaion and control of the Chief Executive Offieard the Board, shall have the power and
authority commensurate with his executive statusracessary to perform his duties hereunder. Tmep@ay agrees to provide to Executive
such assistance and work accommodations as aablguit the character of his positions with the @any and adequate for the performance
of his duties. Executive shall devote his entirgkayable time, attention and best efforts to thsiess of the Company, and shall not,
without the consent of the Company, during the tefrhis Agreement be actively engaged in any othisiness activity, whether or not such
business activity is pursued for gain, profit dietpecuniary advantage; but this shall not betcoed as preventing Executive from invest
his assets in such form or manner as will not megainy services on the part of Executive in theaipan of the
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affairs of the companies in which such investmanésmade. For purposes of this Agreement, full-tmployment shall be the normal work
week for individuals in comparable executive paosi§ with the Company.

5. Compensation. As compensation for services heleurendered during the term hereof, Executivdl sbzeive (a) a base salary ("Base
Salary") of One Million Dollars ($1,000,000) peraygpayable in equal installments in accordance thighCompany's payroll procedure for
salaried employees. Salary payments shall be dubjedthholding of taxes and other appropriate anstomary amounts. Executive may
receive increases in his Base Salary from timéne,tbased upon his performance in his executidenamnagement capacity. The amounts of
any such salary increases shall be approved bBdhed or the Compensation Committee of the Boamhupe recommendation of the Chief
Executive Officer.

(b) In addition to Base Salary, Executive may reeauch other bonuses or incentive compensatitimeaSompensation Committee or the
Board may approve from time to time, upon the rev@mdation of the Chief Executive Officer; providéuht Executive shall receive a cash
bonus of at least Seven Hundred Fifty ThousanddP®l|$750,000) for each calendar year (or a peopattion thereof, based on the portion
of the year worked, for any part of a calendar yearked).

6. Fringe Benefits.

(a) Executive shall be entitled to participateuicts existing employee benefit plans and insuramagrams offered by the Company, or which
it may adopt form time to time, for this executivanagement or supervisory personnel generallycéordance with the eligibility
requirements for participation therein. Nothingdiarshall be construed so as to prevent the Comfsamymodifying or terminating any
employee benefit plans or programs, or employegéribenefits, it may adopt from time to time.

(b) During the term of this Agreement, the Compahall pay Executive a monthly automobile allowaimcthe amount of Six Hundred
Dollars ($600). In addition, the Company shall piéngctly or shall reimburse Executive for normatlarasonable automobile operating
expenses, such as maintenance, repairs and dostl,ahat he incurs in using his automobile in leeformance of his duties under this
Agreement.

(c) Executive shall be entitled to four (4) weelksation with pay for each year during the term bkre

(d) Executive may incur reasonable expenses fanpting the Company's business, including expermesritertainment, travel, and similar
items. The Company shall reimburse Executive fbswh reasonable expenses upon Executive's pepoesentation of an itemized account
of such expenditures.



(e) The Company shall, upon periodic presentatf@abtsfactory evidence and to a maximum of TenuBamd Dollars ($10,000) per each
year of this Agreement, reimburse Executive fosoeamble medical expenses incurred by Executivéhemdependents which are
otherwise covered by health insurance providedxcktive under Section 6(a).

(f) During the term of this Agreement, the Compahwll at its expense maintain a term life insurgraey or policies on the life of
Executive in the face amount of Five Hundred ThadsRollars ($500,000), payable to such benefictasig Executive may designate.

7. Disability. If Executive shall become physicadlymentally disabled during the term of this Agremt o the extent that he shall be unable
to perform his duties and services for and on eliahe Company, and such disability shall congifiar a period in excess of one (1) month,
the salary then payable to Executive pursuantéddregoing Section 5 shall be paid to Executivesfr (6) calendar months. Thereafter,
Executive shall receive fifty percent (50%) of badary as determined pursuant to Section 5 duhiegontinuance of his disability during the
term hereof, reduced by any monthly disability irasice benefits he may received from disability iasae purchased on his behalf by the
Company. Executive's full compensation shall bestaited upon his return to performance of his duied services.

For purposes of this paragraph, disability shatlede disabilities arising from: (a) chronic deige use of intoxicants, drugs or narcotics, or

(b) intentional self-inflicting injury or intentially self-induced sickness; or (c) a proven unldwftt or enterprise on the part of Executive.

8. Disclosure of Information. Executive acknowlesigigat in and as a result of his employment withGompany, he has been and will be
making use of, acquiring and/or adding to config@nmformation of the Company of a special andquei nature and value. As a material
inducement to the Company to enter into this Agrergrand to pay to Executive the compensation stated

Section 5, as well as any additional benefits dtherein, Executive covenants and agrees thatdiersit, at any time during or following the
term of his employment, directly or indirectly, dige or disclose for any purpose whatsoever, anfidential information that has been
obtained by or disclosed to him as a result oEhiployment with the Company. Upon the terminatibthis Agreement, Executive shall
return all materials obtained from or belonginghte Company which he may have in his possessigonmrol. In the event of a breach or
threatened breach by Executive of the provisiorthisfSection, the Company shall be entitled tinjmction restraining Executive from
utilizing or disclosing, in whole or in part, suotaterial, or from rendering any service to any peydirm, corporation, association, or other
entity to which such material might be useful, andiny and all persons directly or indirectly agtfor or with Executive. Nothing herein
shall be construed as prohibiting the Company fpomsuing any other remedies available to the Comfamsuch breach or threatened
breach, including the recovery of damages from Eitee.



9. Covenants Against Competition and Solicitatiérecutive acknowledges that the services he ieridar to the Company are of a special
and unusual character, with a unique value to rgany, the loss of which cannot adequately be emsgted by damages or an action at
law. In view of the unique value to the Companyhaf services of Executive for which the Companydwmgracted hereunder, because of the
confidential information to be obtained by, or dised to, Executive as hereinabove set forth, aralraaterial inducement to the Company to
enter into this Agreement and to pay to Executiveedompensation stated in Section 5, as well agddiional benefits stated herein, and
other good and valuable consideration, Executivegants and agrees that throughout the Basic Emmant/Period, Executive shall not,
directly or indirectly, anywhere in the United $tsibf America (i) render any services, as an agagpendent contractor, consultant or
otherwise, or become employed or compensated lyyothier corporation, person or entity engaged énlthsiness of selling or providing life
or accident and health insurance products or ssyid@) in any manner compete with the Compangiror of its subsidiaries; (iii) solicit or
attempt to convert to other insurance carriers igiog these same or similar products or servicesiged by the Company and its
subsidiaries, any customers or policyholders of@benpany, or any of its subsidiaries; or (iv) siblior employment or employ any employee
of the Company or any of its subsidiaries. The cawnts of Executive in this

Section 9 shall be void and unenforceable in tlemesf a Control Termination of this Agreement afinkd in Section 10 below.

10. Termination.

(a) Either the Company or Executive may terminate Agreement at any time for any reason upon @rittotice to the other. This Agreen
shall also terminate upon the death of Executive.

(b) In the event this Agreement is terminated ley@ompany and such termination is not for "justsedas defined in (e) below and does not
constitute a Control Termination as defined inl{dlow, Executive shall be entitled to receive his® Salary, as determined pursuant to
Section 5(a) hereof, for the remainder of the B&sigployment Period and all other unpaid amountsipusly accrued or awarded pursuar
any other provision of this Agreement.

(c) In the event this Agreement is terminated l®ydkath of Executive, is terminated by the Comganyjust cause" as defined in (e) below,
or is terminated by Executive and such terminatioas not constitute a Control Termination as defingd) below, Executive shall be
entitled to receive his Base Salary as provide8idation 5(a) accrued but unpaid as of the daterofihation, and all other unpaid amounts
previously accrued or awarded pursuant to any qitwrision of this Agreement.

(d) The term "Control Termination" as used heréiallsmean (a) termination of this Agreement by @mmpany in anticipation of or
following a "change in control" of the Company (fined below), or (b) termination of this Agreernbp
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Executive following "change in control" of the Coany (as defined below) upon the occurrence of dnlyeofollowing events:

(i) significant change in the nature or scope of&xive's authorities or duties from those desdribeSection 3, a reduction in his total
compensation from that provided in Section 5, bresmch by the Company of any other provision of fkgreement; or

(i) reasonable determination by Executive thata assult of a change in circumstances signifigaafiecting his position, he is unable to
exercise the authorities, powers, functions oredudittached to his position and contemplated btid®e8 of this Agreement, or

(iii) the Company's principal executive offices aneved outside the geographic area comprised oioM&ounty, Indiana, and the seven
contiguous counties.

The term "change in control" shall mean a changmirol of a nature that would be required todggorted in response to Iltem 6(e) of
Schedule 14A of Regulation 14A promulgated underSbcurities Exchange Act of 1934 (the "Act") assed effective January 20, 1987,
if Item 6(e) is no longer in effect, any reguladssued by the Securities and Exchange Commigsitsuant to the Act which serve similar
purposes; provided that, without limitation,

(x) such a change in control shall be deemed te lbacurred if and when either (A) except as pravide(y) below, any "person” (as such
term is used in Sections 13(d) and 14(d) of the &scbr becomes a "beneficial owner" (as such terdefined in Rule 13d-3 promulgated
under the Act), directly or indirectly, of secuesi of the Company representing 25% or more of dingbined voting power of the Company's
then outstanding securities entitled to vote witbpect to the election of its Board of DirectorgR)ras the result of a tender offer, merger,
consolidation, sale of assets, or contest for ieleaf directors, or any combination of the foragptransactions or events, individuals who
were members of the Board of Directors of the Camgpmmediately prior to any such transaction orrg\ghall not constitute a majority of
the Board of Directors following such transactioresent, and

(y) no change of control shall be deemed to haeeiwed if and when either (A) any such changeésrésult of a transaction which
constitutes a "rule 13e-3 transaction" as such temefined in Rule 13e-3 promulgated under thedkdB) any such person becomes, with
the approval of the Board of Directors of the Compahe beneficial owner of securities of the Compeepresenting 25% or more but less
than 50% of the combined voting power of the Conyfsathen outstanding securities entitled to votééspect to the election of its Board
of Directors and in connection therewith represesmsl at all times continues to
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represent, in a filing, as amended, with the Séiesrand Exchange Commission on Schedule 13D ardidd 13G (or any successor
Schedule thereto) that "such person has acquiddsecurities for investment and not with the pagonor with the effect of changing or
influencing the control of the Company, nor in ceotion with or as a participant in any transactianing such purpose or effect", or words
of comparable meaning and import. The designatjoarty such person, with the approval of the Bodrdiectors of the Company, of a
single individual to serve as a member of, or oleseat meetings of, the Company's Board of Dirextshall not be considered "changing or
influencing the control of the Company" within theaning of the immediately preceding clause (B)pag as such individual does not
constitute at any time more than one-third of titalthnumber of directors serving on such Board.

(e) For purposes of this Agreement "just causell siigan and include:

(i) Executive's breach of any provisions of thisrégment, or his use of alcohol or drugs which fetess with the performance of his duties
hereunder or which compromises the integrity apditaion of the Company, its employees, and praduct

(i) Executive's conviction by a court of law, atraission that he is guilty, or a felony or othama involving moral turpitude;

(iii) Executive's absence from his employment othan as a result of Section 7 hereof, for whatewaeise, for a period of more than one (1)
month, without prior written consent from the Compa

(iv) Executive becomes incompetent or is reasonabfble to undertake and discharge the dutiesespbnsibilities of his position; or

(v) Executive's gross negligence, willful malfeasaor fraud or dishonesty in performing has ses/me behalf of the Company pursuant to
this Agreement.

11. Payments for Control Termination. In the ew&fra Control Termination of this Agreement, the Qamy shall pay Executive and provide
him with the following:

(a) During the remainder of the Basic Employmentdee the Company shall continue to pay ExecutiiseBase Salary at the same rate as
payable immediately prior to the date of terminatdus the estimated amount of any bonuses to wigchould have been entitled had he
remained in the employ of the Company and a changentrol of the Company had not occurred.

(b) During the remainder of the Basic Employmenidk Executive shall continue to be treated asraployee under the provisions of all
incentive



compensation arrangements applicable to the Congargcutive employees. In addition, Executivelstaitinue to be entitled to all
benefits and service credits for benefits undericadnsurance and other employee benefit plaregyrams and arrangements of the
Company as if he were still employed under thise®gnent and a change in control of the Company badaturred.

(c) If, despite the provisions of paragraph (b)\ahhdenefits under any employee benefit plan stailbe payable or provided under any such
plan to Executive, or his dependents, beneficianiesestate, because he is no longer an employtbe Gompany, the Company itself shall,
to the extent necessary, pay or provide for payrokstich benefits and service credits for such tiksrte Executive, his dependents,
beneficiaries and estate.

(d) If, despite the provisions of paragraph (b)\ehdenefits or the right to accrue further besafitder any stock option or other incentive
compensation arrangement shall not be providedruardesuch arrangement to Executive, or his depegadbeneficiaries and estate, because
he is no longer an employee of the Company, thefaom shall, to the extent necessary, pay or prd@dpayment of such benefits to
Executive, his dependents, beneficiaries and estate

12. Severance Allowance. In the event of a Cortesmination of this Agreement, Executive may elegthin 60 days after such Control
Termination, to be paid a lump sum severance alo®ain lieu of the termination payments providedif Section 11 above, in an amount
which is equal to the sum of the amounts determinedcordance with the following clauses (a) and (

(a) an amount equivalent to salary payments faz@d@ndar months at the rate of Base Salary whichidéd have been entitled to receive in
accordance with Section 5(a); and

(b) an amount equivalent to 60 calendar monthsatib at the greater of (i) the monthly rate oftibaus payment for the bonus period
immediately prior to this termination date, or (e monthly rate of the estimated amount of theulsdor the period which includes his
termination date.

In the event that Executive makes an election untsto this Section to receive a lump sum severafioeance of the amount described in
clauses (a) and (b), then, in addition to such amfydwe shall receive (i) in addition to the bereefitovided under any retirement or pension
benefit plan maintained by the Company, the benéfitwould have accrued under such benefit plae ifad remained in the employ of the
Company and such plan had remained in effect fara@ndar months after his termination, which bigse&fill be paid concurrently with, and
in addition to, the benefits provided under suchdfi¢ plan, and (ii) the employee benefits (inchglibut not limited to, coverage under any
medical insurance and split-dollar life insurano@magements or programs) to which he would have lkeedétled under all employee benefit
plans, programs or arrangements



maintained by the Company if he had remained irethploy of the Company and such plans, progranasrangements had remained in
effect for 60 calendar months after his termingtmrthe value of the amounts described in clauses

(i) and (ii) next preceding. The amount of the payts described in the preceding sentence shakteendined and such payments shall be
distributed as soon as it is reasonably possible.

13. Tax Indemnity Payments. To the extent thatayments made to Executive pursuant to Sectiod2 by 14 constitute an "excess
parachute payment”, as such term is defined in@e280G(b)(1) of the Internal Revenue Code, asralaé (the "Code"), the Company shall
pay to Executive an amount equal to (x) dividedy)y where (x) is the aggregate dollar amount afigxtaxes Executive becomes obligated
to pay on such "excess parachute payments" purtu&sction 4999 of the Code and (y) is 1-[.2+nf@imum federal income tax rate for
single individuals applicable for the year in whigkecutive receives the payment provided underSkigion]; it being the intent of this
Section that if Executive incurs any such excise tfae payments to him shall be grossed up inféulsuch excise tax, so that the amount he
retains after paying all federal income taxes dith respect to payments to him under this Agreerigetite same as what he would have
retained if Section 280G of the Code had not beaticable.

14. Payment for Options and Stock. In the evert Gbntrol Termination of this Agreement, Executinay also elect, within sixty (60) days
after such Control Termination, to receive a lummgpayment form the Company in return for surrermyethe Executive of all or any porti
of the options then outstanding held by the Ex&euidb purchase shares of common stock of the Coynfiaimexercised Options”) and all or
any portion of the common stock of the Company thvened by Executive (the "Owned Stock"). For pugsosf this provision, Unexercised
Options shall include all outstanding options wieethr not they are exercisable at the time of thetion by Executive hereunder. For each
Unexercised Option to purchase one share of constumk, the Company shall pay to Executive an ameqgual to the highest per share fair
market value of the common stock on any day duttiegperiod beginning six (6) months prior to théedaf Executive's election pursuant to
this Section. To compensate Executive for his tdshe potential future speculative value of theeldercised Options, there shall be no
deduction of Executive's exercise price per sharedch Unexercised Option from the amount to beived by him pursuant to the forego
sentence. For each share of Owned Stock, the Congbeali pay to Executive the highest fair markdtigger share of the common stock on
any date during the period beginning six (6) momitisr to the date of Executive's election pursuarihis Section. The payment due from
Company pursuant to this Section shall be madsetive within ten (10) days after the date ofdiection hereunder, against execution
and delivery by Executive to the Company of an appate agreement confirming his surrender of thexércised Options and the
certificates duly endorsed by Executive for the @d/iStock.

15. Character of Termination Payments. The amaquapable to Executive upon any termination of thigeement shall be considered
severance pay in consideration of past servicedered on behalf of the Company and his continued
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service from the date hereof to the date he becemiited to such payments. Executive shall havduty to mitigate his damages by seeking
other employment and, should Executive actuallgireccompensation from any such other employmbaatpayments required hereunder
shall not be reduced or offset by any such otherpemsation.

16. Right of First Refusal to Purchase Stock. Exeelagrees that the Company shall have througtheuBasic Employment Period the right
of first refusal to purchase all or any portiortioé shares of the Company's common stock ownednbythe "Shares") at the following price:

(a) in the event of a bona fide offer for the Skar any part thereof, received by Executive faomg other person (a "Third Party Offer"), the
price to be paid by the Company shall be the m@tdorth in such Third Party Offer; and

(b) in the event Executive desires to sell the &haor any part thereof, in the public securitieskat, the price to be paid by the Company
shall be the last sale price quoted on the New &idck Exchange (or any other exchange or natimaaket system upon which price
guotations for the Company's common stock are agfyuhvailable) for the Company's common stocktanlast business day preceding the
date on which Executive notifies the Company ohsdesire.

In the event Executive shall receive a Third Parier which he desires to accept, he shall delisghe Company a written notification of t
terms thereof and the Company shall have a pefid8 diours after such delivery in which to notifydeutive of its desire to exercise its right
of first refusal hereunder.

In the event Executive desires to sell any portibthe Shares in the public market he shall delieehe Company a written notification of 1
amount of Shares he desires to sell, and the Coyrg¥aail have a period of 24 hours after such defite notify Executive of its desire to
exercise its right of first refusal hereunder wigspect to such amount of Shares.

Upon each exercise by the Company of its rightref fefusal hereunder, it shall make payment tedtive for the Shares in accordance
standard practice in the securities brokerage ingluafter each failure by the Company to exerdgiseight of first refusal hereunder,
Executive may proceed to complete the sale of Sharesuant to the Third Party Offer or in the opearket in accordance with his
notification to the Company, but his failure to quete such sale within two weeks after his notifato the Company shall reinstate the
Company's right of first refusal with respect thierand require a new notification to the Company.

17. Arbitration of All Disputes. Any controversy olaim arising out of or relating to this Agreementthe breach thereof, shall be settled by
arbitration in the City of Indianapolis, Indiana,accordance with the laws of the State of Indianthree arbitrators, one of whom shall be
appointed by the Company, one by Executive and the



third of whom shall be appointed by the first twbittators. If the first two arbitrators cannot egron the appointment of a third arbitrator,
then the third arbitrator shall be appointed byGief Judge of the United States District Courttfee Southern District of Indiana. The
arbitration shall be conducted in accordance withrtiles of the American Arbitration Associatiorgcept with respect to the selection of
arbitrators which shall be as provided in this ®#ctJudgment upon the award rendered by the atbis may be entered in any court having
jurisdiction thereof. In the event that it shallfecessary or desirable for Executive to retaiallegunsel and/or incur other costs i
expenses in connection with the enforcement ofaandyall of his rights under this Agreement, the @any shall pay (or Executive shall be
entitled to recover from he Company, as the casebephis reasonable attorneys' fees and costexpehses in connection with the
enforcement of any arbitration award in court, rdtgss of the final outcome, unless the arbitrasbid! determine that under the
circumstances recovery by Executive of all or & phany such fees and costs and expenses wouldjbst.

18. Notices. Any notice required or permitted tagibeen under this Agreement shall be sufficiennifvriting and if sent by registered mail to
his residence, in the case of Executive, or tdothgness office of its Chief Executive Officer tire case of the Company.

19. Waiver of Breach and Severability. The waiweeliher party of a breach of any provision of tAgreement by the other party shall not
operate or be construed as a waiver of any subeefueach by either party. In the event any provisif this Agreement is found to be
invalid or unenforceable, it may be severed fromAlgreement and the remaining provisions of theeAgrent shall continue to be binding
and effective.

20. Entire Agreement. This instrument containsethire agreement of the parties and supersedpa@ilagreements between them. This
agreement may not be changed orally, but only bipnstnument in writing signed by the party agaiwkbm enforcement of any waiver,
change, modification, extension or discharge ighou

21. Binding Agreement and Governing Law; Assignmigntited. This Agreement shall be binding upon ahdll inure to the benefit of the
parties and their lawful successors in interestsirall be construed in accordance with and goveloyettie laws of the State of Indiana. This
Agreement is personal to each of the parties heaeid neither party may assign nor delegate aitg afjhts or obligations hereunder without
the prior written consent of the other.
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IN WITNESS WHEREOF, the parties have executedAlgieement as of the date first above written.

"Company"

CONSECO, INC.

By: /s/ STEPHEN C. HI LBERT

Stephen C. Hilbert
Chai rman of the Board

/sl JOHN J. SABL

John J. Sabl
"Executive"
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CONSECO,

COMPUTATION OF

Shares outstanding, beginning of period............

Weighted average shares issued (acquired) during th
Shares issued in conjunction with mergers........
Shares issued under employee benefit and compensa
Exercise of stock options..............ccccue....

Shares issued upon conversion of preferred stock.
Shares issued upon conversion of convertible debe
Treasury stock acquired............ccoccuveeennee
Common equivalent shares related to:
Stock options at average market price .........
Employee stock plans ..........cccceevveene

Convertible debentures............cccccveenee

Weighted average primary shares outstanding........

Net income for primary earnings per share:
Net income as reported............ccceeevueennne
Less amounts applicable to preferred stock:
Charge related to induced conversions..........
Preferred stock dividends......................

Net income for primary earnings per share..........

Net income per primary common share................

INC. AND SUBSIDIARIES

EARNINGS PER SHARE - PRIMARY
(unaudited)

Three months ended N
September 30,

1997 1996 1

............ 187,210,297 83,733,248 167,12

............ - 32,181,978 9,00
tion plans.. 81 - 10
............ 686,118 312,774 5,97
............ - 3,604,264 6,53
ntures...... 115,307 - 4,49
............ (197,849) (15,984) (8,30

............ 8,437,147 6,186,680 10,09
............ 2,301,808 2,223,684 2,22
6,823,926 14,944,374 7,00
5,600,756 - 5,48

............ $153,788,000 $ 78,078,000 $395,92

- - (13,20
- (790,000)

............ $.73 $.54

ine months ended
September 30,

8,228 81,031,828

3,627 10,727,326
9,019 -

5539 2,563,012
8,031 1,721,262
8,509 -

5,664) (1,179,900)

0,352 5,170,238
2,422 2,115,724
1,962 13,741,008
0,314 -

2,339 115,890,498

2,000 $174,487,000

1,000) -
- (9,807,000)




CONSE

COMPUTATION OF

Weighted average primary shares outstanding........
Incremental common equivalent shares:
Related to options and employee stock plans ...
Related to convertible preferred stock.........

Weighted average fully diluted shares outstanding.

Net income for fully diluted earnings per share..

Net income per fully diluted common share........

CO, INC. AND SUBSIDIARIES

EARNINGS PER SHARE - FULLY DILUTED
(unaudited)

Three months ended N
September 30,

1997 1996 1

............ 210,977,591 143,171,018 209,7

............ 1,128,237 1,593,916 4
............ - 13,295,688

............ 212,105,828 158,060,622 210,1

............ $153,788,000 $ 78,078,000 $382,7

............ $.73 $.49

ine months ended
September 30,

997 1996

42,339 115,890,498

50,966 2,784,570
- 16,064,922

93,305 134,739,990

21,000 $174,487,000

$1.82 $1.29



ARTICLE 7

THE SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATIONEXTRACTED FROM FORM 10-Q FOR CONSECO, INC.
DATED SEPTEMBER 30, 1997 AND IS QUALIFIED IN ITS ENRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE 9 MOS
FISCAL YEAR END DEC 31 199
PERIOD END SEP 30 199
DEBT HELD FOR SALE 21,065,30
DEBT CARRYING VALUE 0
DEBT MARKET VALUE 0
EQUITIES 238,50
MORTGAGE 878,90 1
REAL ESTATE 0
TOTAL INVEST 24,647,00
CASH 0
RECOVER REINSURE 787,90
DEFERRED ACQUISITION 3,423,60! 2
TOTAL ASSETS 33,138,00
POLICY LOSSES 21,007,50
UNEARNED PREMIUMS 442,60(
POLICY OTHER 957,70
POLICY HOLDER FUNDS 307,80
NOTES PAYABLE 1,876,80!
PREFERRED MANDATORY 900,00
PREFERREL 122,00
COMMON 2,452,501
OTHER SE 1,212,101 3
TOTAL LIABILITY AND EQUITY 33,138,00
PREMIUMS 2,440,901
INVESTMENT INCOME 1,314,701
INVESTMENT GAINS 137,30
OTHER INCOME 50,10(
BENEFITS 2,275,501
UNDERWRITING AMORTIZATION 325,40
UNDERWRITING OTHER 419,10(
INCOME PRETAX 701,80
INCOME TAX 261,80
INCOME CONTINUING 440,00(
DISCONTINUED 0
EXTRAORDINARY (6,200
CHANGES 0
NET INCOME 395,90
EPS PRIMARY 1.82
EPS DILUTED 1.82

RESERVE OPEM
PROVISION CURRENT
PROVISION PRIOF
PAYMENTS CURRENT
PAYMENTS PRIOR
RESERVE CLOSE
CUMULATIVE DEFICIENCY

Lincludes $570,100 of credit tenant loans.
2 Includes $2,581,800 of cost of policies purchased.

cNololoNoNoNe]

3 Includes retained earnings of $1,062,300 and netalized appreciation of securities of $149,800.

4 Includes insurance policy benefits of $1,581,70@nge in future policy benefits of $105,200 and ante added to annuity and financial
product policyholder account balances of $588,600.

5 Includes amortization of cost of policies purchase#175,900 and cost of policies produced of $30,dnd amortization related to
investment gains of $70,400.

End of Filing
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