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Caution Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q, including, but not limited to, Management’s Discussion and Analysis of Financial
Condition and Results of Operations (“MD&A”), Quantitative and Qualitative Disclosures About Market Risk, Risk Factors
and the accompanying unaudited Condensed Consolidated Financial Statements (including the notes thereto) of Kemper
Corporation (“Kemper”) and its subsidiaries (individually and collectively referred to herein as the “Company”) may contain or
incorporate by reference information that includes or is based on forward-looking statements within the meaning of the safe-
harbor provisions of the Private Securities Litigation Reform Act of 1995.

Forward-looking statements give expectations or forecasts of future events. The reader can identify these statements by the fact
that they do not relate strictly to historical or current facts. They use words such as “believe(s),” “goal(s),” “target(s),”
“estimate(s),” “anticipate(s),” “forecast(s),” “project(s),” “plan(s),” “intend(s),” “expect(s),” “might,” “may” and other words
and terms of similar meaning in connection with a discussion of future operating, financial performance or financial condition.
Forward-looking statements, in particular, include statements relating to future actions, prospective services or products, future
performance or results of current and anticipated services or products, sales efforts, expenses, the outcome of contingencies
such as legal proceedings, trends in operations and financial results.
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Any or all forward-looking statements may turn out to be wrong, and, accordingly, readers are cautioned not to place undue
reliance on such statements, which speak only as of the date of this Quarterly Report on Form 10-Q. These statements are based
on current expectations and the current economic environment. They involve a number of risks and uncertainties that are
difficult to predict. These statements are not guarantees of future performance; actual results could differ materially from those
expressed or implied in the forward-looking statements. Forward-looking statements can be affected by inaccurate assumptions
or by known or unknown risks and uncertainties. Many such factors will be important in determining the Company’s actual
future results and financial condition. The reader should consider the following list of general factors that could affect the
Company’s future results and financial condition, as well as those discussed under Item 1A., Risk Factors, of Part I of
Kemper’s Annual Report on Form 10-K, filed with the U.S. Securities and Exchange Commission (the “SEC”), for the year
ended December 31, 2013 (the “2013 Annual Report”) as updated by Item 1A. of Part II of subsequently-filed Quarterly
Reports on Form 10-Q, including this Quarterly Report on Form 10-Q.

Among the general factors that could cause actual results and financial condition to differ materially from estimated results and
financial condition are:

Factors related to the legal and regulatory environment in which Kemper and its subsidiaries operate

*  Developments in, and outcomes of, initiatives by state officials that could result in significant changes to unclaimed
property laws and claims handling practices with respect to life insurance policies, especially to the extent that such
initiatives result in retroactive application of new requirements to existing life insurance policy contracts;

*  Adverse outcomes in litigation or other legal or regulatory proceedings involving Kemper or its subsidiaries or
affiliates;

*  Governmental actions, including, but not limited to, implementation of the provisions of the Patient Protection and
Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (collectively, the “Health Care
Acts”), the Dodd-Frank Act (the “DFA”), the Risk Management and Own Risk and Solvency Assessment Model Act
(“RMORSA”) and other new laws, regulations or court decisions interpreting existing laws and regulations or policy
provisions;

»  Uncertainties related to regulatory approval of insurance rates, policy forms, license applications and similar matters;

Factors relating to insurance claims and related reserves in the Company’s insurance businesses

* The incidence, frequency, and severity of catastrophes occurring in any particular reporting period or geographic area,
including natural disasters, pandemics and terrorist attacks or other man-made events;

*  The number and severity of insurance claims (including those associated with catastrophe losses) and their impact on
the adequacy of loss reserves;

*  Changes in facts and circumstances affecting assumptions used in determining loss and loss adjustment expenses
(“LAE”) reserves;

*  The impact of inflation on insurance claims, including, but not limited to, the effects attributed to scarcity of resources
available to rebuild damaged structures, including labor and materials and the amount of salvage value recovered for
damaged property;



Caution Regarding Forward-Looking Statements (continued)

*  Developments related to insurance policy claims and coverage issues, including, but not limited to, interpretations or
decisions by courts or regulators that may govern or influence losses incurred in connection with hurricanes and other
catastrophes;

*  Orders, interpretations or other actions by regulators that impact the reporting, adjustment and payment of claims;

»  Changes in the pricing or availability of reinsurance, or in the financial condition of reinsurers and amounts
recoverable therefrom;

Factors related to the Company’s ability to compete

»  Changes in the ratings by rating agencies of Kemper and/or its insurance company subsidiaries with regard to credit,
financial strength, claims paying ability and other areas on which the Company is rated;

*  The level of success and costs incurred in realizing economies of scale and implementing significant business
consolidations, reorganizations and technology initiatives;

*  Absolute and relative performance of the Company’s products or services;

Factors relating to the business environment in which Kemper and its subsidiaries operate

»  Changes in general economic conditions, including performance of financial markets, interest rates, unemployment
rates and fluctuating values of particular investments held by the Company;

*  Absolute and relative performance of investments held by the Company;

*  Heightened competition, including, with respect to pricing, entry of new competitors, introduction of new
technologies, refinements of existing products and the development of new products by new and existing competitors;

*  Changes in industry trends and significant industry developments;
*  Changes in capital requirements, including the calculations thereof, used by regulators and rating agencies;

*  Regulatory, accounting or tax changes that may affect the cost of, or demand for, the Company’s products or services
or after-tax returns from the Company’s investments;

*  The impact of required participation in windpools and joint underwriting associations, residual market assessments
and assessments for insurance industry insolvencies;

*  Changes in distribution channels, methods or costs resulting from changes in laws or regulations, lawsuits or market
forces;

* Increased costs and risks related to data security; and

Other risks and uncertainties described from time to time in Kemper’s filings with the SEC.

No assurances can be given that the results contemplated in any forward-looking statements will be achieved or will be
achieved in any particular timetable. The Company assumes no obligation to publicly correct or update any forward-looking
statements as a result of events or developments subsequent to the date of this Quarterly Report on Form 10-Q. The reader is
advised, however, to consult any further disclosures Kemper makes on related subjects in its filings with the SEC.



PART I. FINANCIAL INFORMATION
Item 1. Financial Statements

KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Dollars in millions, except per share amounts)

(Unaudited)
Three Months Ended
Mar 31, Mar 31,
2014 2013

Revenues:

EArNed PrOMIUINS .......cvoviuiiieieieiiieiete ettt ettt ettt s st e e s sesen s s esesese s esesasesesesesensnns $§ 4776 § 509.9

Net INVEStMENT INCOIMNE .....c.uiiiiiieiieiii et e et esebe e te e st e eteeesseenbeesnsaenseens 71.1 80.8

Oher INCOME.......eiuiiiiiiiititiertet ettt ettt et ettt b e bt s bt et be b e b ntenaennen 0.1 0.2

Net Realized Gains on Sales of INVEStMENTS.............ccviiiiviiiieiiiiiee e e 6.6 26.9

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment LOSSES..........cc.ccvirierrieieniieieiieeieie et (0.8) 2.4)
Portion of Losses Recognized in Other Comprehensive INCOME ..........ccoecveevecienienincieneeieseeeene — 0.5

Net Impairment Losses Recognized in Earnings .............ccccoceevviiieniieeniieienieciesieeeeereeee e (0.8) (1.9)
TOtA] REVEIUES.......cutiiiiiiiiiitiiieeet ettt sttt ettt ettt ebe bt be s bt bt st s b sae st e bentens 554.6 615.9
Expenses:

Policyholders’ Benefits and Incurred Losses and Loss Adjustment EXpenses..........cccccoeveveeveennenen. 3279 349.2

INSUTANCE EXPEIISES ...veeuvrieiiiiiiiiiieiie ettt ettt ettt ettt e st e saeesate e bteesbeenteesnseenseesssaenseesnseensaennsennne 152.1 158.3

Interest and Other EXPENSES......c.ocuvivuiiiiiuiiiieieeecete ettt ettt ettt eteeteeeteetaeeveeaseereenaesreensesreas 22.7 23.8
TOtAL EXPEIISES ...uvivvitieiiieiieitiettete et et et e ste et e teesteeteesbe e st esseessessesseesseessesseessessaessesssasseassassenssaseessesseessensns 502.7 531.3
Income from Continuing Operations before INCOME TaXES......c..ccveeievviiieviiirieirieieeeie et 51.9 84.6
INCOME TaAX EXPEINSE ....eviiviiiiiiieiiceieie ettt ettt ettt ettt et e et et e s teesteesbesteessesseessesssessaessasseessanseessesseensenens (16.7) (26.0)
Income from ContinUing OPETATIONS ........c.eccviivierieerieirierieereeteereeeeeteerte et eeteereeeteeseesseesseeseeseeseenseeseeseenes 35.2 58.6
Loss from Discontinued OPEIAtIONS ............ccuerveerverrierieniesrieiesteeeesseesesreessesseessesssessesssessessssssesssesseessesses 0.1 0.2)
NEETICOMIE ...ttt ettt ettt ettt et eee st et ess et et esesese e et et esess et et et sss st et essss s et essenssesesnsnesasesns $ 351 $§ 584
Income from Continuing Operations Per Unrestricted Share: -

BASIC ..ttt ettt ettt ettt ettt a ettt a ettt a st ettt s ae st et ese et et et et s et et et et eae s et eseanananas $§ 063 $§ 1.00

DHIUIRA s $ 063 § 1.00
Net Income Per Unrestricted Share: -

BASIC ..ttt ettt b bbbt b et et se b bt se bbb se bbbt st s b et st s b bt e e s ebesens $§ 063 § 1.00

DHIULCA. ..o $ 063 § 1.00
Dividends Paid to Shareholders Per Share............cccioieiiiiiniiiiiicceceeee e s § 024§ 024

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.



KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in millions)

(Unaudited)
Three Months Ended
Mar 31, Mar 31,
2014 2013
NEE TICOMIC ...ttt ettt ettt et es et b b et e st s e b et eseasebeseseseesesesase s sesesess s esesesessesesesesesesns $§ 351 § 584
Other Comprehensive Income (Loss) Before Income Taxes:
Unrealized Holding Gains (LLOSSES)......cecvuiiuieiiitieieitieieetteteete ettt et eveeeesteeaesteeaesveessesasesseessereens 120.0 (48.0)
Foreign Currency Translation AdJUSIMENES............ccvevcieriiiiierieiiesieeeeseeeesteeeesteeseeseesaesseessessnessesssessens — 0.2)
Amortization of Unrecognized Postretirement Benefit Costs ..........ccocuieviiieviiiicciiciece e 2.0 54
Other Comprehensive Income (Loss) Before INCOme Taxes........ccoovevvereenieieenienieieeieeeeenie e 122.0 (42.8)
Other Comprehensive Income Tax Benefit (EXPEnse).......c.cccvevvieveiriieiiiieciiieeieceeeeeeeee e (43.1) 16.2
Other Comprehensive INCOME (LL0SS) ....uviivieiiriieieiiieiieieie ettt ettt se et ee e eeaeseesaesseessesseenneses 78.9 (26.6)
Total Comprehensive INCOME ...........oouiiieriieiecieie ettt et s re et e e et e eeae e enseseensesseensenes § 1140 § 318

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.



KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in millions, except per share amounts)

Mar 31, Dec 31,
2014 2013
Assets: (Unaudited)
Investments:
Fixed Maturities at Fair Value (Amortized Cost: 2014 - $4,312.7; 2013 - $4,370.5)................ $ 46195 §$ 4,575.0
Equity Securities at Fair Value (Cost: 2014 - $562.1; 2013 - $530.0).....ccccvevireinreinieirieinne 648.3 598.5
Equity Method Limited Liability Investments at Cost Plus Cumulative Undistributed
BAIMINES ....ccuiiiiicieceeee ettt ettt ettt et ettt et e e te et e e ta et e etb et e eas e teeateereeateereennas 239.0 245.1
Short-term Investments at Cost which Approximates Fair Value............cocooevevenenencncnene. 506.9 284.7
Other INVESIMENTS ......c.eiiieiiciiciicteeee ettt ettt aeeteeaveeteeseereeseeraesbeessesaeesnens 448.2 448.0
TOtA] INVESTIMIEILS. ....vveieeeeiiiieee e ettt e et e e e et e e e e e et eeeeseeaseeesseseaaseessesaaseeesssnaseeeessssssaseesssannes 6,461.9 6,151.3
CASN ..ottt et e et ettt e ebe et e te et e re et e eteebeeraeabeerbenteeraenaeeneen 65.0 66.5
Receivables from POLICYNOLIACTS ..........cccvieeieriieieiiciet ettt 319.5 331.6
Other RECEIVADIES .......ccuiiiiiiticiiieiicicce ettt ettt ettt et b e et eeteeeaeereebeeesesaeenaesaeennens 225.5 193.1
Deferred Policy ACQUISItION COSES........ccvieieriieieriieiesiteieettesteseeeteseeessessaesesssesseessenseessesseessesseenses 301.8 302.9
GOOAWILL ...ttt ettt ettt et et e e st e e teesbeebeesseeseesbeeaeeseesseseessesaeessesaeessens 311.8 311.8
Deferred INCOME TaX ASSEES......ccveriieieiieieriieiestteterteete st eteseeebeseeebessaesseessesseessesseessesseessesseenses — 31.8
OtHET ASSCES....viieiitietiiteet ettt ettt ete et ettt e e e e te et e steesbesteessesteesseeseesseeseenbeesseseersebeersesaeersenaeensens 258.7 267.4
TOTAL ASSEES. ..neveeeeeeeeeeee et e et e e e e e e ee e ettt e e e e e seeeeesteeeeeaaeeseeeeesaseeeeeaeeesaneeeesnseeseaaeeeseeeesnaeenan $ 79442 $ 7,656.4
Liabilities and Shareholders’ Equity:
Insurance Reserves:
Life and Health ..........ccooieiiiicieecee ettt st sre b esbe e sseennens $ 32377 $ 3,217.5
Property and Castalty ........c.cceccvieuiiiiiiiecie ettt ettt ettt e e et eaaesteennens 829.6 843.5
TOtal INSUIANCE RESEIVES ....vvviiiieeieeee ettt ee et e e e e ettt eeses et teeseseaaeeeessassaeeesessssaseeessannes 4,067.3 4,061.0
Unearned PremitmsS............cvievieiiiiiiieiie ettt ettt ettt et e ete e v e eteesseeteesbeeaeesaeerseseessesaeessesaeessens 582.5 598.9
Liabilities for INCOME TaXES.......c.cccervveriiiieriieierieeiesieete e ete e etesteesseereesseeseessessaessesssessesssessesssens 30.6 8.3
Debt at Amortized Cost (Fair Value: 2014 - $826.3; 2013 - $667.1).....ccoeeveiveeeeceeeeeeeeeeeee 751.4 606.9
Accrued Expenses and Other Liabilities..........cceviecierierienieie et esne e 367.7 329.8
TOtAl LIADIIITIES ......veeeeeiie ettt et e e et e e et e st e e eateeeeaaeeesaaeeseaeeessaaeeesneeesanaeesans 5,799.5 5,604.9
Shareholders’ Equity:
Common Stock, $0.10 Par Value, 100 Million Shares Authorized; 55,408,431 Shares Issued
and Outstanding at March 31, 2014 and 55,653,437 Shares Issued and Outstanding at
DECEMDBET 31, 2013 oottt ettt e e e et e e e e et e e e s ettt e e e es et teeesesanaaeeeesanes 5.5 5.6
Paid-in Capital ........c.cccviiiiiiiiiciieece ettt et ere b e reesbeenaesaeennen 693.5 694.8
Retained BarNings .......cccevuieieiiieiesiieie ettt ettt ae s e enseseeenseesaesseeneanseensenseennesneennas 1,231.5 1,215.8
Accumulated Other Comprehensive INCOME............cceevieiiiieiiiicieceeeeeeeeeee e 214.2 135.3
Total Shareholders” EQUILY........cccveriirieriiiierie ettt sttt saeseeesseseaesnesnnesseennens 2,144.7 2,051.5
Total Liabilities and Shareholders’ EQUILY..........ccccceiiiiiiiieiiiiecieeiecieceee et $ 7,9442 § 7,656.4

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.



KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in millions)

(Unaudited)
Three Months Ended
Mar 31, Mar 31,
2014 2013
Operating Activities:
INEE TICOMMIE ...ttt ettt ettt at st et e et e e se et e s e esessessensensensesseseeneaseeseeseesessessesensenes $ 351 % 58.4
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Decrease (Increase) in Deferred Policy Acquisition CoOSES........eeverueeierieerienieieeeesee e 1.1 (1.1)
Amortization of Life Insurance in Force Acquired and Customer Relationships Acquired.............. 1.8 2.1
Equity in Earnings of Equity Method Limited Liability Investments .............ccccceeveveerenieneneeneenne 3.5 (8.6)
Distribution of Accumulated Earnings of Equity Method Limited Liability Investments................. 7.0 34
Amortization of Investment Securities and Depreciation of Investment Real Estate........................ 3.8 4.6
Net Realized Gains on Sales of INVESIMENLS .....c..iecvieiiiiiiieiiieiecie ettt esbeeene e (6.6) (26.9)
Net Impairment Losses Recognized in Earnings ...........ccoceeoevieiinieiiniereeee e 0.8 1.9
Depreciation of Property and EQUIPMENt ..........ccooieiiiieiiiieieeeeee e 43 4.2
Decrease (Increase) in RECEIVADIES .......cccviiiiiiiiiiiiieiiccie ettt ettt e ere e sebeeaee e (13.6) 8.7
Increase (Decrease) in INSUrance RESEIVES.........cciiiiieriieeiieiieeie ettt eveesveeree s 6.0 (15.7)
Decrease in Unearned PremitmS.........ceecuiiiiieiiiiiieciieeieestee ettt e ste et sveesteesaaeebeessaeenveessveenseenenas (16.4) 4.1)
Change in INCOME TAXES......ccueereiruierieiierieeie sttt ettt ettt e et et e seeste e eesaeeneesseensesseensesseenseeneeseens 10.1 253
Increase in Accrued Expenses and Other Liabilities........c.oevervieierieienieereee e 23 20.7
(0111153 N0 [ SRR 49 8.4
Net Cash Provided by Operating ACLIVITIES. ......ueeueertereierieeierie et eee st ie st e ettt e e e seeeneeseeeeeenes 37.1 81.3
Investing Activities:
Sales, Paydowns and Maturities of Fixed Maturities..........ccooovererienieeieniieieeeee e 188.8 297.5
Purchases Of FIXed MatUITLIES .......ecviiiieeiieciieeieeiie e erteeste et e e aeeteeeaeesbeeseseeseesaseesaessseesseessseenseens (98.6) (307.5)
Sales Of EQUILY SECUITHIES ... ceoueiuieiietietietiee ettt ettt st ettt et et e et eeesaeeeesneenaesneenseeneenneas 35.1 24.9
Purchases Of EQUILY SECUITHIES .....evueeiuiriieiieieiieieeic ettt e st esne et eneeneeees (67.0) (40.7)
Sales of and Return of Investment of Equity Method Limited Liability Investments ......................... 10.1 13.1
Acquisitions of Equity Method Limited Liability Investments ...........ccccoecvereeienieiinieeneeeeeee (7.5 5.D
Increase in Short-term INVESTMENTS ........ccveeiiiiiiieiieiie et eeee et esee ettt e e e esreeteesebeesbeesabeebeesaseenns (224.8) (36.3)
Improvements of Investment Real EState...........ccoociiiiiiiiiiiiiicieeeee e (0.8) (1.0)
Sales of Investment Real EState ..........coeiiiieiiiieeiiec e 0.9 3.8
Increase in Other INVESTMENTS .......ccuiiiiieiieeiiccieeie ettt et e e be e e e beebeesabeesbaesaseesaessseenns (1.8) (2.0)
AcqUISItION OF SOTIWATE .....ouiiiiiieiieee et ettt ettt esae et eae e ees (3.0) (6.6)
Disposition of Business, Net of Cash DiSposed.........ccooveiiirieiiiieneiereeeeeeeee e 8.9 3.8
OBNET, INEL....eiiiiieceiecteeee ettt e et e et e et e st e e be e beeeabe e teessbeessaeesseesssaesseenseessseenseesssaessaessseesseasnseenns (2.5) (4.2)
Net Cash Used by INVESTING ACLIVITIES .....eeuverveeiertieiietieieeierie e st eee st te st ete st ene e teeneeseeeneesneeneeenes (162.2) (60.3)
Financing Activities:
Net Proceeds from Issuance of Subordinated Debentures ............ccoocveeerieierieneiieeseeeeee e 144.2 —
Common StOCK REPUICHASES........cc.eeiieeieiieiee ettt ettt s ae e sneeneesneas (7.7) (6.5)
Dividends and Dividend Equivalents Paid...........ccccoooiiiiiiiioiiiee e (13.3) (14.0)
(0111 1<) i [ SRRSOt 0.4 0.7
Net Cash Provided (Used) by FInancing ACtiVItIes........cceeierierierieriereeie e 123.6 (19.8)
Increase (Decrease) 1N Cash........ccuiccuiiiiiiiiecie ettt e teeeabe e beeesbeeseessbeesnenanas (1.5) 1.2
Cash, BegINNING Of YEAT.......cccuiiiiiiiierie ettt ettt et ettt et see e s et e aesreeneeeseenseeneeneens 66.5 96.3
CaSh, ENA OF PEIIOM ...ttt et e et e et e e et e e et e e s eaee e s eaeessaeeesaraeesenns 3 65.0 §$ 97.5

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.



KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 - Basis of Presentation

The Condensed Consolidated Financial Statements included herein have been prepared pursuant to the rules and regulations of
the SEC and include the accounts of Kemper Corporation (“Kemper”) and its subsidiaries (individually and collectively
referred to herein as the “Company”) and are unaudited. All significant intercompany accounts and transactions have been
eliminated.

In the first quarter of 2014, the Company realigned its property and casualty insurance businesses. As a result of the
realignment, the property and casualty insurance businesses are being reported as a single business segment named the Property
& Casualty Insurance segment. The Company has reclassified certain prior year amounts in its segment results in the
Condensed Consolidated Financial Statements to conform to the current year presentation.

Certain financial information that is normally included in annual financial statements, including certain financial statement
footnote disclosures, prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”) is not required by the rules and regulations of the SEC for interim financial reporting and has been condensed or
omitted. In the opinion of the Company’s management, the Condensed Consolidated Financial Statements include all
adjustments necessary for a fair presentation. The preparation of interim financial statements relies heavily on estimates. This
factor and other factors, such as the seasonal nature of some portions of the insurance business, as well as market conditions,
call for caution in drawing specific conclusions from interim results. The accompanying Condensed Consolidated Financial
Statements should be read in conjunction with the Company’s Consolidated Financial Statements and related notes included in
the 2013 Annual Report.

Note 2 - Investments

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at March 31, 2014 were:

Gross Unrealized

Amortized
(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities................... $ 3393 § 262 $ 82 $ 3573
States and Political SUDAIVISIONS .........coeivveeuiieeeiieiieeee e eeeeeieeeeeeeenns 1,296.7 79.0 (11.6) 1,364.1
Corporate Securities:
Bonds and NOTES .......evveeieiieieee ettt ee e e et eeeeseeaeeeeenas 2,621.9 247.8 (29.5) 2,840.2
Redeemable Preferred StoCKS ........coocvievieiiiiciiiiieeceeeceeeceee s 6.5 1.0 — 7.5
Collateralized Loan Obligations ............c.ecceeeerierveeriereenieneenieneenieeenens 44.2 0.8 — 45.0
Other Mortgage and Asset-backed............ccoooeevviiieniiieiiiiecececee, 4.1 1.4 0.1 5.4
Investments 1IN Fixed Maturiti€S.......coovouvieeeiieerieeeeeeeeeeeeeeeeeeieeeeeeeeeeeeeeenan $ 43127 $ 3562 $ (49.4) $§ 4,619.5

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2013 were:

Gross Unrealized

Amortized
(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities.................. $§ 3511 § 228 $ (11.7) § 3622
States and Political SUDAIVISIONS ...........cceevvieieriieieriieieeeee e 1,327.4 53.8 (20.2) 1,361.0
Corporate Securities:
Bonds and NOES .......ccveeiuiiiiiieieecie ettt 2,636.4 205.0 “47.7) 2,793.7
Redeemable Preferred Stocks ........coocvviviviiriinienieieeeeeeeeee 6.6 0.8 — 7.4
Collateralized Loan Obligations ............cccceeverueeveerieieenieseesieseesseeenens 44.2 0.5 — 44.7
Other Mortgage and Asset-backed............ccoovveviiiiiiiiieviiiccececeens 4.8 1.3 0.1) 6.0
Investments in Fixed Maturities. ..........ccooveieiiiiieeieiceeeeeeeeeeeeeeeeeeenes $ 43705 $ 2842 $ (79.7) $ 4,575.0



KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at March 31, 2014 by
contractual maturity were:

Amortized

(Dollars in Millions) Cost Fair Value

DUE 1N ONE Y AT OF @SS ...uiiuiieiiiiieiieiiieiece ettt ettt ettt ste e e saeesaesseesaessaessesssensesssessasssenseessenseenes $ 59.7 $ 61.3
Due after One Year t0 FIVE YOaIS.....cveviiiiieiiieiie ettt eete ettt eteeste ettt esteeesaeesbaesnseesseessseensaessseen 731.6 775.7
Due after FIVe YIS 10 TEN YIS ....cciiiiueiiiiiiiieiiiee ettt ettt e e e e e e e ar e e s e esaaeeeeseenaaeeeeesnnaaeees 1,296.3 1,339.6
DL TN < o N o B A= ¢ TR 2,023.6 2,230.4
Asset-backed Securities Not Due at a Single Maturity Date ..........cccooiviiiinieniiieneceeeee 201.5 212.5
Investments i FIXEd MATUITTIES ... .viiieeeee ettt e e e e s eee e et e e e e e s eeeeaaeeeeeaeeeseaeeeas $ 43127 $ 4,619.5

The expected maturities of the Company’s Investments in Fixed Maturities may differ from the contractual maturities because
issuers may have the right to call or prepay obligations with or without call or prepayment penalties. Investments in Asset-
backed Securities Not Due at a Single Maturity Date at March 31, 2014 consisted of securities issued by the Government
National Mortgage Association with a fair value of $151.1 million, securities issued by the Federal National Mortgage
Association with a fair value of $10.6 million, securities issued by the Federal Home Loan Mortgage Corporation with a fair
value of $0.4 million and securities of other non-governmental issuers with a fair value of $50.4 million.

Other Receivables included unsettled sales of Investments in Fixed Maturities of $0.5 million and $2.5 million at March 31,
2014 and December 31, 2013, respectively, all of which settled in the respective following month. Accrued Expenses and Other
Liabilities included unsettled purchases of Investments in Fixed Maturities of $33.6 million at March 31, 2014 all of which
settled in the following month. There were no unsettled purchases of Investments in Fixed Maturities at December 31, 2013.

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at March 31, 2014 were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real BState............c.ccooeveveieveceeeeeeeeeeeeeenee, $ 854 § 44 3 (1.3) $ 88.5
Other INAUSEIIES ....ecueeieeieiieieieeee ettt eeeens 21.1 54 0.1 26.4
Common Stocks:
MaNUFACTUTIIE ...e.veeeeeteeiieie ettt ettt sttt s e e eeeens 83.7 23.5 (1.4) 105.8
Other INAUSEIIES ....eveeieeieiieieie ettt 71.6 18.6 (0.6) 89.6
Other Equity Interests:
Exchange Traded Funds............cocovieiiiiiiiniec e 143.6 7.5 0.4) 150.7
Limited Liability Companies and Limited Partnerships..........c..c..c...... 156.7 31.6 (1.0) 187.3
Investments in BEquity SECUITHIES. ......c.covvevivveiiieeiiieecieeeeee e $ 5621 $ 91.0 $ (48) $§ 6483



KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at December 31, 2013
were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real Estate............ccccooveerverieevieeieiieseenee, $ 854 § 29 $ 2.5 $ 85.8
Other INAUSEIIES ....evveiieiieiecieiece ettt seesae e b eeaens 20.1 4.4 0.1) 24.4
Common Stocks:
MaNUFACTUTIIE ...evveveeieeieeieeeteie ettt ettt e st e sae st esesseesessaensesnaens 83.4 21.3 0.1 104.6
Other INAUSEIIES ....evveiieiieieeieieeeeteet ettt se s beeenens 68.8 17.0 0.9 84.9
Other Equity Interests:
Exchange Traded Funds...........cccoeieiinieciiniecciee e 122.0 3.9 (1.0) 124.9
Limited Liability Companies and Limited Partnerships....................... 150.3 25.2 (1.6) 173.9
Investments in EQuity SECUITLIES. .......c.ocvvvrveveviiriererieiierereeeeeeere v $ 5300 § 747 S (6.2) § 5985

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at March 31, 2014 is
presented below:

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in Millions) Value Losses Value Losses Value Losses
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities...................... $ 869 § (7.6) $ 46 $ 0.6) $ 91.5 $ (8.2)
States and Political Subdivisions............... 213.0 (11.5) 4.4 0.1 217.4 (11.6)
Corporate Securities:
Bonds and Notes .........ccceeveeveereerenene. 617.3 (22.4) 119.5 (7.1 736.8 (29.5)
Collateralized Loan Obligations ........... 7.5 — 23 — 9.8 —
Other Mortgage and Asset-backed........ 0.3 — 0.5 0.1 0.8 0.1
Total Fixed Maturities............ccccvevevennnn. 925.0 (41.5) 131.3 (7.9 1,056.3 (49.4)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... 29.2 (1.3) — — 29.2 (1.3)
Other Industries..........ccceevveeviecieeennenne. 4.3 (0.1) 0.8 — 5.1 (0.1)
Common Stocks:
Manufacturing........cceceeevereecvenreevennnnn, 33.3 (1.2) 0.5 (0.2) 33.8 (1.4)
Other Industries.........cccccveeeeieereereenene. 15.5 (0.6) 0.4 — 15.9 (0.6)
Other Equity Interests:
Exchange Traded Funds........................ 39.3 0.4) — — 393 0.4)
Limited Liability Companies and
Limited Partnerships............ccco....... 20.8 0.7) 3.9 0.3) 24.7 (1.0)
Total Equity Securities............ccoecverveereevennnnne. 142.4 “4.3) 5.6 0.5) 148.0 4.8)
TOtal.ceeieeeeeeeee e $§ 1,0674 $§ (458) $§ 1369 § 84) $ 12043 $§ (54.2)

The Company regularly reviews its investment portfolio for factors that may indicate that a decline in fair value of an investment
is other than temporary. The portions of the declines in the fair values of investments that are determined to be other than temporary
are reported as losses in the Condensed Consolidated Statements of Income in the periods when such determinations are made.



KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

Unrealized losses on fixed maturities, which the Company has determined to be temporary at March 31, 2014, were $49.4
million, of which $7.9 million is related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were no unrealized losses at March 31, 2014 related to securities for which the Company has recognized credit losses in
earnings in the preceding table under the heading “Less Than 12 Months.” Included in the preceding table under the heading
“12 Months or Longer” were unrealized losses of $0.2 million related to securities for which the Company has recognized
credit losses in earnings. Investment-grade fixed maturity investments comprised $44.8 million and below-investment-grade
fixed maturity investments comprised $4.6 million of the unrealized losses on investments in fixed maturities at March 31,
2014. For below-investment-grade fixed maturity investments in an unrealized loss position, the unrealized loss amount, on
average, was less than 5% of the amortized cost basis of the investment. At March 31, 2014, the Company did not have the
intent to sell these investments and it was not more likely than not that the Company would be required to sell these
investments before it recovered the amortized cost of such investments, which may be at maturity. Based on the Company’s
evaluation at March 31, 2014 of the prospects of the issuers, including, but not limited to, the credit ratings of the issuers of the
investments in the fixed maturities, and the Company’s intention to not sell and its determination that it would not be required
to sell before it recovered the amortized cost of such investments, the Company concluded that the declines in the fair values of
the Company’s investments in fixed maturities presented in the preceding table were temporary at the evaluation date.

For equity securities, the Company considers various factors when determining whether a decline in the fair value is other than
temporary, including, but not limited to:

*  The financial condition and prospects of the issuer;

*  The length of time and magnitude of the unrealized loss;

*  The volatility of the investment;

*  Analyst recommendations and near term price targets;

*  Opinions of the Company’s external investment managers;

*  Market liquidity;

*  Debt-like characteristics of perpetual preferred stocks and issuer ratings; and

*  The Company’s intentions to sell or ability to hold the investments until recovery.

With respect to Investments in Equity Securities, the Company concluded that the unrealized losses on its investments in
preferred and common stocks at March 31, 2014 were temporary based on various factors, including the relative short length
and magnitude of the losses and overall market volatility. The Company’s investments in other equity interests include
investments in limited liability companies and limited partnerships that primarily invest in mezzanine debt, distressed debt, and
secondary transactions. By the nature of their underlying investments, the Company believes that its investments in the limited
liability companies and limited partnerships exhibit debt-like characteristics which, among other factors, the Company also
considers when evaluating these investments for impairment. Based on evaluations of the factors in the preceding paragraph,
the Company concluded that the declines in the fair values of the Company’s investments in equity securities were temporary at
March 31, 2014.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at December 31, 2013 is
presented below:

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in Millions) Value Losses Value Losses Value Losses
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities...................... $ 958 $ (109) $ 44 S 0.8) $ 1002 $ (11.7)
States and Political Subdivisions................ 222.9 (20.1) 2.0 0.1 2249 (20.2)
Corporate Securities:
Bonds and Notes .........ccccevveeveeievennnnne. 699.8 (39.4) 103.2 (8.3) 803.0 47.7)
Other Mortgage and Asset-backed........ 13.9 0.1 1.1 — 15.0 0.1
Total Fixed Maturities...........ccccoevervenrrevennnnne. 1,032.4 (70.5) 110.7 9.2) 1,143.1 (79.7)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... 22.5 2.5 2.5 — 25.0 2.5
Other Industries..........cccoeevveeveecneeennenne. 4.3 (0.1) 0.7 — 5.0 (0.1)
Common Stocks:
Manufacturing........cceceeevereecvenreevennnnn, 5.0 (0.1) 0.2 — 5.2 (0.1)
Other Industries.........cccccveeeeveereeneenene. 14.2 0.9 0.5 — 14.7 0.9)
Other Equity Interests:
Exchange Traded Funds........................ 67.6 (1.0) — — 67.6 (1.0)
Limited Liability Companies and
Limited Partnerships............cccu....... 53.1 0.9) 5.0 0.7) 58.1 (1.6)
Total Equity Securities............ccoeveerveereevennnnne. 166.7 (5.5 8.9 0.7) 175.6 (6.2)
TOtal.ceeieeeeeeeee e $ 1,199.1 $ (76.0) § 119.6 $ 99 $ 1,318.7 $ (85.9)

Unrealized losses on fixed maturities, which the Company has determined to be temporary at December 31, 2013, were $79.7
million, of which $9.2 million was related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were no unrealized losses at December 31, 2013 related to securities for which the Company has recognized credit losses
in earnings in the preceding table under the heading “Less Than 12 Months.” Included in the preceding table under the heading
“12 Months or Longer” there were unrealized losses of $0.3 million at December 31, 2013 related to securities for which the
Company has recognized credit losses in earnings. Investment-grade fixed maturity investments comprised $74.2 million and
below-investment-grade fixed maturity investments comprised $5.5 million of the unrealized losses on investments in fixed
maturities at December 31, 2013. For below-investment-grade fixed maturity investments in an unrealized loss position, the
unrealized loss amount, on average, was less than 5% of the amortized cost basis of the investment. At December 31, 2013, the
Company did not have the intent to sell these investments and it was not more likely than not that the Company would be
required to sell these investments before it recovered the amortized cost of such investments, which may be at maturity. Based
on the Company’s evaluation at December 31, 2013 of the prospects of the issuers, including, but not limited to, the credit
ratings of the issuers of the investments in the fixed maturities, and the Company’s intention to not sell and its determination
that it would not be required to sell before it recovered the amortized cost of such investments, the Company concluded that the
declines in the fair values of the Company’s investments in fixed maturities presented in the preceding table were temporary at
the evaluation date.

With respect to Investments in Equity Securities, the Company concluded that the unrealized losses on its investments in
preferred and common stocks at December 31, 2013 were temporary based on various factors, including the relative short
length and magnitude of the losses and overall market volatility. The Company’s investments in other equity interests include
investments in limited liability companies and limited partnerships that primarily invest in distressed debt, mezzanine debt and
secondary transactions. By the nature of their underlying investments, the Company believes that its investments in limited
liability companies and limited partnerships also exhibit debt-like characteristics which, among other factors, the Company also
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

considers when evaluating these investments for impairment. Based on evaluations of the factors in the preceding paragraph,
the Company concluded that the declines in the fair values of the Company’s investments in equity securities were temporary at
December 31, 2013.

The following table sets forth the pre-tax amount of other-than-temporary-impairment (“OTTI”) credit losses, recognized in
Retained Earnings for Investments in Fixed Maturities held by the Company as of the dates indicated, for which a portion of
the OTTI loss has been recognized in Accumulated Other Comprehensive Income, and the corresponding changes in such
amounts.

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Balance at Beginning 0f PEriod ...........coceiieiiiiieiecieeeeeeee ettt $ 99 % 4.6
Additions for Previously Unrecognized OTTI Credit LOSSES.......cccccvevuiieeieeiiiieiececieeeere e — 0.7
Increases to Previously Recognized OTTI Credit LOSSES......c.coveeirieriirienieiienieeiesieeieieeee e 0.3 —
Reductions for Change in Impairment Status:

From Status of Credit Loss to Status of Intent-to-sell or Required-to-sell .............ccoocvevirienereeninnnen. — (1.1)
Reductions for Investments Sold During Period............cccocveviiiiiiiiniiiiiieeie e — 0.1)
Balance at End 0f PEriod........cccioirieueiiiieieiiiieieieeeiet ettt ettt s s s s s $ 102 § 4.1

The carrying values of the Company’s Other Investments at March 31, 2014 and December 31, 2013 were:

Mar 31, Dec 31,

(Dollars in Millions) 2014 2013
Loans to Policyholders at Unpaid Principal.........c.cccccceciriiiniininiininieienecceceeeeeeiceese s $§ 2772 § 2754
Real Estate at Depreciated COSt ... .c.viiiriiiieriiiieieiieieeieieete st eeesteesseseeessessaessesssesseessessaessesseessesseesenses 165.6 167.1
Trading Securities at Fair ValUe........ccoooiiiiiiiiii e 4.9 5.0
(15T TP 0.5 0.5
TOLAL ettt h bbb b bbbttt e a e bbbt bbbt bbb nten $ 4482 $§ 4480
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 3 - Property and Casualty Insurance Reserves

Property and casualty insurance reserve activity for the three months ended March 31, 2014 and 2013 was:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Property and Casualty Insurance Reserves:
Gross of Reinsurance at Beginning of Year..........cccvvvviieieniieienieieeeee e § 8435 § 9706
Less Reinsurance Recoverables at Beginning of Year............cccoovveviiiieviiiecniiiieeceeeeeeeee e 63.4 66.2
Property and Casualty Insurance Reserves - Net of Reinsurance at Beginning of Year...................... 780.1 904.4
Incurred Losses and LAE Related to:
Current Year:
CoONtINUING OPCIATIONS. ....cveerieeierierieteetteeteeteeteete et ese st essesseessesseeseessessesssesseessesseessessesssesseeses 253.0 269.6
Prior Years:
CoONtINUING OPCIATIONS. ....cveerieeierierieteetteeteeteeteete et ese st essesseessesseeseessessesssesseessesseessessesssesseeses (15.2) (13.7)
DiscontinuUed OPEIAtIONS ........ecvervieieriieiertieiesteestesttesteseeetesseesesseesesseenseessesseeseeseessessesssessesnees 0.2 0.4
Total Incurred Losses and LAE Related to Prior Years.........cccoovvevvieieviiiieniicieceeeeeeeeeee e (15.0) (13.3)
Total Incurred Losses and LAE..........ccccoiiiiiiniiiie ettt 238.0 256.3
Paid Losses and LAE Related to:
Current Year:
COoNtINUING OPCIALIONS. ....ccueerieeierietieteetesteeteeteete st esesteessesteessesseesseessessesssesseessesseessessesssesseeses 108.4 111.8
Prior Years:
COoNtINUING OPCIALIONS. ....ccueerieeierietieteetesteeteeteete st esesteessesteessesseesseessessesssesseessesseessessesssesseeses 140.1 171.5
DiscontinuUed OPEIAtIONS ........ecvervieiertieieriieierteestestestesseetesseesesseesesseessesseensesseeseeseessesssessesnes 2.2 4.1
Total Paid Losses and LAE Related to Prior Years..........ccoceeiiiiiiineriesesereeeeceeeeeeee e 142.3 175.6
Total Paid Losses and LAE..........ccocooiiiiiiiice ettt 250.7 287.4
Property and Casualty Insurance Reserves - Net of Reinsurance at End of Period..........cccceceeenenne. 767.4 873.3
Plus Reinsurance Recoverables at End of Period ...........ccocoeieeieiiiiiiiiccceeceeeee e 62.2 69.0
Property and Casualty Insurance Reserves - Gross of Reinsurance at End of Period ............c.cc..c....... § 8296 § 9423

Property and casualty insurance reserves are estimated based on historical experience patterns and current economic trends.
Actual loss experience and loss trends are likely to differ from these historical experience patterns and economic conditions.
Loss experience and loss trends emerge over several years from the dates of loss inception. The Company monitors such
emerging loss trends on a quarterly basis. Changes in such estimates are included in the Condensed Consolidated Statements of
Income in the period of change.

For the three months ended March 31, 2014, the Company reduced its property and casualty insurance reserves by $15.0
million to recognize favorable development of losses and LAE from prior accident years. Personal lines insurance losses and
LAE reserves developed favorably by $14.7 million and commercial lines insurance losses and LAE reserves developed
favorably by $0.3 million. The commercial lines insurance losses and LAE reserves included favorable development of $0.5
million from continuing operations and unfavorable development of $0.2 million from discontinued operations. Personal
automobile insurance losses and LAE reserves developed favorably by $11.5 million, homeowners insurance losses and LAE
reserves developed favorably by $2.8 million and other personal lines losses and LAE reserves developed favorably by $0.4
million. The personal lines insurance losses and LAE reserves developed favorably due primarily to the emergence of more
favorable loss patterns than expected for the three most recent accident years.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 3 - Property and Casualty Insurance Reserves (continued)

For the three months ended March 31, 2013, the Company reduced its property and casualty insurance reserves by $13.3
million to recognize favorable development of losses and LAE from prior accident years. Personal lines insurance losses and
LAE reserves developed favorably by $14.4 million and commercial lines insurance losses and LAE reserves developed
unfavorably by $1.1 million. The commercial lines insurance losses and LAE reserves included unfavorable development of
$0.7 million from continuing operations and $0.4 million from discontinued operations. Personal automobile insurance losses
and LAE reserves developed favorably by $6.8 million, homeowners insurance losses and LAE reserves developed favorably
by $6.2 million and other personal lines losses and LAE reserves developed favorably by $1.4 million. The personal lines
insurance losses and LAE reserves developed favorably due primarily to the emergence of more favorable loss patterns than
expected for the three most recent accident years.

The Company cannot predict whether losses and LAE will develop favorably or unfavorably from the amounts reported in the
Company’s Condensed Consolidated Financial Statements. The Company believes that any such development will not have a
material effect on the Company’s consolidated shareholders’ equity, but could have a material effect on the Company’s
consolidated financial results for a given period.

Note 4 - Debt

The amortized cost of debt outstanding at March 31, 2014 and December 31, 2013 was:

Mar 31, Dec 31,
(Dollars in Millions) 2014 2013
Senior Notes:
6.00% Senior Notes due May 15, 2017 .......ccooiiiiioiieiiiieiieeieeeeeie ettt sv et s sn e eneas $ 3580 $ 3579
6.00% Senior Notes due November 30, 2015 .....ooiimiiiiieeeeeeeeee et eeee e eeeeeeeaee e 249.2 249.0
7.375% Subordinated Debentures due February 27, 2054 .......ccoocveoiieieiiieiiieieeeeee e 144.2 —
Total Debt OULSTANAING.........ocveieeeeeeeeeeeeeeeee ettt ettt ettt ete e et et et e ese e e s eneeneeneeneeneens $ 7514 $ 6069

Kemper has a four-year, $225.0 million, unsecured, revolving credit agreement, expiring March 7, 2016, with a group of
financial institutions. The credit agreement provides for fixed and floating rate advances for periods up to six months at various
interest rates. The credit agreement contains various financial covenants, including limits on total debt to total capitalization,
consolidated net worth and minimum risk-based capital ratios for Kemper’s largest insurance subsidiaries, United Insurance
Company of America (“United Insurance”) and Trinity Universal Insurance Company (“Trinity”). Proceeds from advances
under the credit agreement may be used for general corporate purposes, including repayment of existing indebtedness. There
were no outstanding borrowings under the credit agreement at either March 31, 2014 or December 31, 2013.

United Insurance and Trinity are members of the Federal Home Loan Bank (“FHLB”) of Chicago and Dallas, respectively. The
FHLB memberships provide United Insurance and Trinity with access to additional sources of liquidity. Effective December
31, 2013, Trinity and the FHLB of Dallas entered into agreements pursuant to which Trinity may obtain advances from the
FHLB of Dallas. Effective March 18, 2014, United Insurance and the FHLB of Chicago entered into agreements pursuant to
which United Insurance may obtain advances from the FHLB of Chicago. Advances from the FHLB of Dallas and Chicago are
subject to collateral requirements as specified in the respective agreements with Trinity and United Insurance. There were no
advances from the FHLB of Dallas or Chicago outstanding at March 31, 2014 or December 31, 2013.

On February 27, 2014, Kemper issued $150.0 million of its 7.375% subordinated debentures due February 27, 2054 (the “2054
Subordinated Debentures™). The net proceeds of the issuance were $144.2 million, net of discount and transaction costs, for an
effective yield of 7.69%. The 2054 Subordinated Debentures are unsecured and are subordinated and junior to the senior
indebtedness of Kemper. Interest on the 2054 Subordinated Debentures is payable quarterly. As long as no event of default has
occurred, Kemper may defer interest payments on the 2054 Subordinated Debentures for up to five consecutive years without
giving rise to an event of default. During a deferral period, interest will continue to accrue at the stated interest rate
compounded quarterly. Kemper may redeem some or all of the 2054 Subordinated Debentures on or after February 27, 2019, at
a redemption price that is equal to their principal amount plus accrued and unpaid interest. Kemper may redeem the 2054
Subordinated Debentures in whole, but not in part, at any time prior to February 27, 2019, within 90 days of the occurrence of
certain tax events or rating agency events, at specified redemption prices.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 4 - Debt (Continued)

Interest Expense, including facility fees, accretion of discount and amortization of issuance costs, for the three months ended
March 31, 2014 and 2013 was:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Notes Payable under Revolving Credit Areement ............c.evvieeeriieieiiieiesieeiecieereete e re e s e enis $ 02 % 0.3
Senior Notes Payable:
6.00% Senior Notes due May 15, 2017 .....ccveviiiiiieeeiieeeie ettt ettt et besre b ereesaeens 5.5 55
6.00% Senior Notes due November 30, 2015, ....ccooiiiiiiiiiiee ettt eeeet e e e s eeaateeeeserareeeeeeas 39 39
7.375% Subordinated Debentures due February 27, 2054..........ccovieieiiieiieieieeiereeeeere e 1.0 —
Mortgage Note Payable due September 1, 2013 ........ccoiiiiieiiieieee et s 0.1
Interest Expense before Capitalization of INtEIeSt ..........c.covieviiviiiiiiiieiiieeie e 10.6 9.8
CapitaliZation OF INTETESE.......ecieriieieeiieie ettt ettt ettt e st ebeseeesbessseseensesseensenseenseeseensennes 0.3) 0.3)
Total INtEreSt EXPONSE. ....icuviiiceiiiieiiectiete sttt ettt ettt e s teesbesteebesraebeessebeessesseessesseensesseensennes $ 103§ 9.5
Interest paid, including facility fees, for the three months ended March 31, 2014 and 2013 was:
Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Notes Payable under Revolving Credit AGIreCmMENt ............cveeveeriierieiiereeieereeereereeereereeereeeeereeseeereeneereens $ 02 3% —
Mortgage Note Payable due September 1, 2013 ........ccooiiiiieiiiieiieieie et — 0.1
TOtal INLEIESt PAId .......cvcvieieiieeieiicectcee ettt ettt ettt b et e st esses st esses s s eseaeas $ 02 § 0.1

Note 5 - Long-term Equity-based Compensation Plans

As of March 31, 2014, there were 8,228,184 common shares available for future grants under Kemper’s long-term equity-based
compensation plan, of which 552,450 shares were reserved for future grants based on the performance level attained under the
terms of outstanding performance-based restricted stock and performance-based restricted stock unit (“RSU”’) awards. Equity-
based compensation expense was $2.6 million and $0.8 million for the three months ended March 31, 2014 and 2013,
respectively. Total unamortized compensation expense related to nonvested awards at March 31, 2014 was $8.5 million, which
is expected to be recognized over a weighted-average period of 1.6 years.

Outstanding equity-based compensation awards at December 31, 2013 consisted of tandem stock option and stock appreciation
rights (“Tandem Awards”), time-vested restricted stock, performance-based restricted stock and deferred stock units (“DSUs”).
Effective February 4, 2014, the Company began issuing time-based and performance-based RSUs. Recipients of restricted
stock receive full dividend and voting rights on the same basis as all other outstanding shares of Kemper common stock.
Recipients of RSUs and DSUs receive full dividend equivalents on the same basis as all other outstanding shares of Kemper
common stock, but do not receive voting rights until such shares are issued. Except for equity-based compensation awards
granted to each member of the Board of Directors who is not employed by the Company, all outstanding awards are subject to
forfeiture until certain restrictions have lapsed.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note S - Long-term Equity-based Compensation Plans (continued)

The Company uses the Black-Scholes option pricing model to estimate the fair value of each Tandem Award on the date of
grant. The assumptions used in the Black-Scholes pricing model for Tandem Awards granted during the three months ended
March 31, 2014 and 2013 were as follows:

Three Months Ended
Mar 31, 2014 Mar 31, 2013
Range of Valuation Assumptions
Expected VOlatility.......cc.ooveiiericiiiieeie ettt 25.76% - 44.43%  39.10% - 48.23%
Risk-free Interest Rate .........ccoccvevivieriiiieiiciececeeee e 1.07 - 2.14 0.62 - 1.38
Expected Dividend Yield........cccooieveviiiiiiiiiiieeeeteeeeeee e 2.60 - 2.60 2.83 - 2.83
Weighted-Average Expected Life in Years
EMPIOYEE GIaNtS .....ccveeviivieiierieieeieeeee ettt ettt 4 - 7 4 - 7
Tandem Award activity for the three months ended March 31, 2014 is presented below:
Weighted-
Weighted- Average
Average Remaining Aggregate
Shares Subject Exercise Price Contractual Life  Intrinsic Value
to Award Per Share ($) (in Years) ($ in Millions)
Outstanding at Beginning of the Year........cccooceveieieniiieincnene 2,543,673 $ 41.37
Granted .......coeevieiieieeieeetee ettt st ennens 252,000 36.47
EXEICISEA ..oviiiieiiciieieceeeete ettt (26,375) 28.76
Forfeited or EXpired .......ccccoiieiiiiniieecee e (423,546) 47.91
Outstanding at March 31, 2014 .......c.cccoevirieiieeeeceeeeeene 2,345,752 § 39.81 459 $ 7.9
Vested and Expected to Vest at March 31, 2014......................... 2,308,347 $ 39.94 453 $ 7.6
Exercisable at March 31, 2014 .....ccoooomiieee e 1,781,937 $ 41.78 322 % 4.7

The weighted-average grant-date fair values of Tandem Awards granted during the three months ended March 31, 2014 and
2013 were $10.18 per option and $10.23 per option, respectively. Total intrinsic value of Tandem Awards exercised was $0.3
million and $0.3 million for the three months ended March 31, 2014 and 2013, respectively. The total tax benefit realized for
tax deductions from exercises of Tandem Awards was $0.1 million for the three months ended March 31, 2014. The total tax
benefit realized for tax deductions from exercises of Tandem Awards was $0.1 million for the three months ended March 31,
2013. Cash received from exercises of Tandem Awards were insignificant for each of the three month periods ended March 31,
2014 and 2013.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note S - Long-term Equity-based Compensation Plans (continued)

Information pertaining to Tandem Awards outstanding at March 31, 2014 is presented below:

Outstanding Exercisable
Weighted-
Weighted- Average Shares Weighted-
Shares Average Remaining Subject to Average
Subject to Exercise Price Contractual Tandem Exercise Price
Range of Exercise Prices Award Per Share () Life (in Years) Award Per Share ($)
$ 10.00 $ 15.00 16,750 $ 13.55 4.85 16,750 $ 13.55
15.01 20.00 8,000 16.48 5.10 8,000 16.48
20.01 25.00 30,750 23.38 5.82 30,750 23.38
25.01 30.00 390,250 28.86 7.33 237,062 28.75
30.01 35.00 246,687 33.18 8.86 88,060 32.69
35.01 40.00 564,500 36.88 6.47 312,500 37.22
40.01 45.00 194,902 43.10 0.83 194,902 43.10
45.01 50.00 821,005 48.59 1.90 821,005 48.59
50.01 55.00 72,908 51.43 0.69 72,908 51.43
10.00 55.00 2,345,752 39.81 4.59 1,781,937 41.78

The grant-date fair values of time-based restricted stock and time-based RSU awards are determined using the closing price of
Kemper common stock on the date of grant. Activity related to nonvested time-based restricted stock and nonvested time-based
RSUs for the three months ended March 31, 2014 was as follows:

Nonvested Balance at Beginning of the Year........ccccoceviiinininnncnenenn
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Time-based Restricted

Stock Awards Time-based RSU Awards
Weighted- Weighted-
Average Average
Grant-Date Grant-Date
Number of Fair Value Number of Fair Value
Shares Per Share RSUs Per RSU
101,627 $ 3148 — 3 —
2,000 38.59 40,925 36.60
(14,476) 31.01 (700) 36.47
89,151 31.71 40,225 36.61



KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note S - Long-term Equity-based Compensation Plans (continued)

The grant-date fair values of the performance-based restricted stock and performance-based RSU awards are determined using
the Monte Carlo simulation method. Activity related to nonvested performance-based restricted stock and nonvested
performance-based RSUs for the three months ended March 31, 2014 was as follows:

Performance-based Performance-based RSU
Restricted Stock Awards Awards
Weighted- Weighted-
Average Average
Grant-Date Grant-Date
Number of Fair Value Number of Fair Value
Shares Per Share RSUs Per RSU
Nonvested Balance at Beginning of the Year..........ccccocvoiininininincnenee 176,800 $ 39.54 — § —
GIANTEA ... et e e e e e e s e e e aeeeseaeeeeaneas — — 66,575 40.50
VESTEA .ttt et ettt et et e re e eaeeree s (54,934) 39.83 — —
FOTFEIIEA e vvveooeeeeeoe oo e e s s s s (3,991) 40.73 (300) 40.50

Nonvested Balance at End of Period ............ccoovvieiiiiiieiiiiiiceceeceecee 117,875 39.37 66,275 40.50

The initial number of shares or RSUs awarded to each participant of a performance-based award represents the shares that
would vest, or, in the case of a RSU, that would vest and would be issued, if the performance level attained were to be at the
“target” performance level. For performance above the target level, each participant would receive a grant of additional shares
of stock up to a maximum of 100% of the initial number of shares or RSUs awarded to the participant. The final payout of
these awards will be determined based on Kemper’s total shareholder return over a three-year performance period relative to a
peer group comprised of all the companies in the S&P Supercomposite Insurance Index. The number of additional shares that
would be granted if the Company were to meet or exceed the maximum performance levels related to the outstanding
performance-based awards for the 2014, 2013, and 2012 three-year performance periods was 66,275 common shares, 58,300
common shares and 59,575 common shares, respectively, at March 31, 2014. For the 2011 three-year performance period, the
Company exceeded target performance levels with a payout percentage of 118%. Accordingly, an additional 9,014 shares of
stock were issued to award recipients on February 1, 2014 (the “2011 Additional Shares™).

The total fair value of the shares of restricted stock that vested during the three months ended March 31, 2014 and the 2011
Additional Shares that were issued was $2.4 million and the tax benefits for tax deductions realized from such shares was $0.8
million. The total fair value of the shares of restricted stock that vested during the three months ended March 31, 2013 and the
additional shares that were issued in connection with the 2010 performance-based restricted stock awards was $2.6 million and
the tax benefits for tax deductions realized from such shares was $0.9 million.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 6 - Income from Continuing Operations Per Unrestricted Share

The Company’s awards of restricted stock contain rights to receive non-forfeitable dividends and participate in the
undistributed earnings with common shareholders. The Company’s awards of RSUs and DSUs contain rights to receive non-
forfeitable dividend equivalents and participate in the undistributed earnings with common shareholders. Accordingly, the
Company is required to apply the two-class method of computing basic and diluted earnings per share. A reconciliation of the
numerator and denominator used in the calculation of Basic Income from Continuing Operations Per Unrestricted Share and
Diluted Income from Continuing Operations Per Unrestricted Share for the three months ended March 31, 2014 and 2013 is as
follows:

Three Months Ended
Mar 31, Mar 31,
2014 2013
(Dollars in Millions)
Income from ContinUing OPETATIONS ...........ccviirieruiiriertierieereeteereeteereesteereesteereesteessesseesesseeseeseesesseenseenes $ 352 § 386
Less Income from Continuing Operations Attributed to Participating Awards...........c.coccevevererenenennens 0.2 0.3
Income from Continuing Operations Attributed to Unrestricted Shares..............cocovveeiirieviiereecreeeenne. 35.0 58.3
Dilutive Effect on Income of Equity-based Compensation Equivalent Shares ...........c.ccccecvvenirincnenne — —
Diluted Income from Continuing Operations Attributed to Unrestricted Shares............cceeveeveeeriereennnnne. $ 350 $ 583
(Number of Shares in Thousands)
Weighted-average Unrestricted Shares OutStanding...........ccccveeverueeciereerienieerienieieneeieeeesreeeessesseesseenns 55,312.9  58,130.5
Equity-based Compensation Equivalent Shares .............cccoveeviiiiiiiiiiiiieee et 130.2 110.3
Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming Dilution............. 55,443.1 58,240.8
(Per Unrestricted Share in Whole Dollars)
Basic Income from Continuing Operations Per Unrestricted Share ...........cccceevieiiiieiiiieciieececeee $ 063 § 1.00
Diluted Income from Continuing Operations Per Unrestricted Share ............ccccooeveiioninininnncnenns $§ 063 § 1.00

The number of shares of Kemper common stock that were excluded from the calculations of Equity-based Compensation
Equivalent Shares and Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming Dilution for the
three months ended March 31, 2014 and 2013 because the exercise prices for the options exceeded the average market price is
presented below:

Three Months Ended
Mar 31, Mar 31,
(Number of Shares in Thousands) 2014 2013
Equity-based Compensation Equivalent Shares .............cccovevvieiiiiiiiiiiiiece et 1,250.1 2,277.2
Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming Dilution............. 1,250.1 2,277.2
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 7 - Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income

The components of Other Comprehensive Income (Loss) Before Income Taxes for the three months ended March 31, 2014 and
2013 were:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013

Other Comprehensive Income (Loss) Before Income Taxes:
Unrealized Holding Gains (Losses) Arising During the Period Before Reclassification Adjustment. $§ 1244 $§ (23.9)

Reclassification Adjustment for Amounts Included in Net Income..........c..ccoevvveieiinieiiiieieceeiene, 4.4 (24.1)
Unrealized Holding Gains (LLOSSES) ....cccuervieeueeiieieriieiieiesteetesieete e etesreetessesssesseensesseensesseensesseensennes 120.0 (48.0)
Foreign Currency Translation AdjuStmEnts............cccceiieriiiierieeienieeieieeeeere et eee e ae e ese e — 0.2)
Amortization of Unrecognized Postretirement Benefit Costs........cccoeeerircierieienieeeieeeeee e 2.0 5.4
Other Comprehensive Income (Loss) Before InCome Taxes........c.cccvevviieeniiiieniicieiicieeeeeeeeere e $ 1220 § (42.8)

The components of Other Comprehensive Income Tax Benefit (Expense) for the three months ended March 31, 2014 and 2013
were:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Other Comprehensive Income Tax Benefit (Expense):
Unrealized Holding Gains and Losses Arising During the Period Before Reclassification
AQJUSEMENL ...ttt ettt ettt ettt ettt se s ese et essebe s et e s ese b ese s eseesessesessebessesess et easeneasenis $ 439 $ 9.6
Reclassification Adjustment for Amounts Included in Net Income...........cccoeoeiiiiiiniiininiiciees 1.5 8.4
Unrealized Holding Gains and LOSSES ........ccevieriirieriieieieeiesie ettt sttt ee s e s s eseees 42.4) 18.0
Foreign Currency Translation AdjuStment.............ccccviiieriiiieniieiesiieieieeeeere et eae s — 0.1
Amortization of Unrecognized Postretirement Benefit Costs.........ccovveririeriecienieiecieeeeee e 0.7) (1.9)
Other Comprehensive Income Tax Benefit (EXPEnse).........cccevieviieieriiiieniiiieiieceeeeeeeeeeeeve e $ @431 8§ 162

The components of Accumulated Other Comprehensive Income (“AOCI”) at March 31, 2014 and December 31, 2013 were:

Mar 31, Dec 31,

(Dollars in Millions) 2014 2013
Unrealized Gains on Investments, Net of Income Taxes:

Available for Sale Fixed Maturities with Portion of OTTI Recognized in Earnings..........c..cccceenu.... $ 09 § 0.3

Other Net Unrealized Gains on INVESIMENLS ..........cveiiieiririiietieie sttt 252.5 175.5
Foreign Currency Translation Adjustments, Net of InCOmMe Taxes.........cccevveviereerierienienieieeieie e 0.8 0.8
Net Unrecognized Postretirement Benefit Costs, Net of Income TaXes.........cccoevevvieveviieienreeieereereeneene, (40.0) (41.3)
Accumulated Other Comprehensive INCOME..........c.ccieiirieiirieieceee et ens $§ 2142 § 1353
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 7 - Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income (continued)

Components of AOCI were reclassified to the following lines of the Condensed Consolidated Statements of Income for the
three months ended March 31, 2014 and 2013:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Reclassification of AOCI from Unrealized Gains and Losses on Available For Sale Securities to:
Net Realized Gains on Sales of INVESTMENLS...........ceccuiiriiiiierieciieieere ettt ettt ereeene e $ 52 $ 260
Net Impairment Losses Recognized in Earnings ............cccceevveviieieniieiienieieiecie e 0.8) (1.9)
Total BEfOre INCOME TAXES.......ccviiiierieriierieieete et ete ettt e et et e ete et e eteeateeteebeeseeeseeaseereeasesreessesreensesreas 4.4 24.1
INCOME TAX EXPEINSE ....vivieiiiiiiiieiieiieeeeie ettt ettt ettt ettt et ste e s b esbeese e b e eseesseesaesseesaesseesaesseessesseas (1.5) (8.4)
Reclassification from AOCI, Net 0f INCOME TaAXES.......ueeieueeeeeeieeeeeee et et e eeeaeeeeeeeeseeee e 2.9 15.7
Reclassification of AOCI from Amortization of Unrecognized Postretirement Benefit Costs to:
Interest and Other EXPENSES......c.ccvivuiiiiiiiiieeieeeceteete ettt ettt ettt eteeeteeteeeteeaaeereeaseereenaesreensesreas 2.0) 54
INCOME TaX BENCTIt....c.uiiuiiiieiiiiicieiiceee ettt ettt sb et b e et e beesaesseeseesaeesaesaeessesreas 0.7 1.9
Reclassification from AOCI, Net 0f INCOME TaXES.......c.cccveirieieirieiiierieieeteeere ettt evees (1.3) 3.5
Total Reclassification from AOCI to Net INCOME.........ccceevvieieriieiiiriieieieeie ettt eees $ 1.6 $ 12.2
Note 8 - Income Taxes
The components of Liabilities for Income Taxes at March 31, 2014 and December 31, 2013 were:
Mar 31, Dec 31,
(Dollars in Millions) 2014 2013
Current INCOme TaX LiaDIlItIES ........covieiiirieiiiiieiecteeieete ettt ettt ettt eve e veeta e be s e ereeas $ 1.2 $ 1.5
Deferred Income Tax Liabilities ........cccccveruievieiiieiiiiieiieietieeete et eae e be e esesesebesssesbeessesseenns 22.7 —
Unrecognized Tax BeNETIS......c..ccviiuiiiiiiiiiicieei ettt ettt ettt e ve et ve et eere s v enns 6.7 6.8
Liabilities fOr TNCOME TAXES.......cecveveeriererieeeritetieteteeteteetese et eseetessete et e st eseesesseseseesessesessesesseseseseesessesens $ 306 $ 8.3

Income taxes paid were $6.4 million and $0.2 million for the three months ended March 31, 2014 and 2013, respectively.
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 9 - Pension Benefits and Postretirement Benefits Other Than Pensions

The components of Pension Expense for the three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Service COSt EAIMEd ........c.coiiiiiiiiiiiieictiiieeeetetet ettt b et b et bessse bbbt s s sens $ 22§ 2.7
Interest Cost on Projected Benefit Obligation ...........cccoecieriieieriieiienieieccee et 6.2 55
Expected Return 0n PIan ASSELS..........ccccviiiiiiiieeiiiieiiee ettt ettt et st eve e besaeesbeesaesbeessesreessesseenns 8.7) (7.4)
Amortization of Accumulated Unrecognized Actuarial LoSS........c.ocevirvieneriienieiesieieseeeeeee e 23 59
Total Pension Expense RECOZNIZEA ...........coooviiuiiiiiiiiiiiiiciiceeeeeeece ettt $ 20 § 6.7

The components of Postretirement Benefits Other than Pensions Expense for the three months ended March 31, 2014 and 2013
were:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Service Cost on Benefits Earned............coociviiiiiiiiniiceeeeeeete e $ 0.1 $ 0.1
Interest Cost on Projected Benefit Obligation ............cccvevvieieniieiiiniieieceeee e 0.3 0.3
Amortization of Accumulated Unrecognized Actuarial GaiN.............cccoeeeeiieieiieeieieeiecreereereereeveenns 0.3) 0.3)
Total Postretirement Benefits Other than Pensions EXpense...........cccoovvveviiiieniiiienenieneeieeeeve e $ 0.1 $ 0.1

Note 10 - Business Segments

The Company is engaged, through its subsidiaries, in the property and casualty insurance and life and health insurance businesses.
The Company conducts its operations through two operating segments: Property & Casualty Insurance and Life & Health Insurance.

The Property & Casualty Insurance segment’s principal products are personal automobile insurance, both standard and non-
standard risk, homeowners insurance, other personal insurance and commercial automobile insurance. These products are
primarily distributed through independent agents, employer-sponsored voluntary benefit programs and other affinity
relationships. The Life & Health Insurance segment’s principal products are individual life, accident, health and property
insurance. These products are distributed by career agents employed by the Company as well as exclusive and non-exclusive
independent agents.

Earned Premiums by product line for the three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
L ettt ettt et b et e e b et b e b e st e bt e Rt e ereesbeeaeesbeertebeesaebeesaeteessenreenns $ 976 $ 97.9
Accident and HEalth............ooiiiiiiiiiicececce ettt ettt ettt re s 38.8 40.2
Property and Casualty:
Personal Lines:
ATLOMODILC ...ttt ettt te s e eae e b e e aeebessaesbeesb e beessesseessesseenseeseenns 216.3 245.7
HOMEOWIIETS .....c.etieiiieieeeiie ettt ettt et e e et e e s b e et e e stbeesbeeesseebeasaseesseesssaanseessseensaaesseenses 79.7 80.4
Other PEISONAL .......c.iiiiiiiiiieiicieieeet ettt ettt et et e b e ese e s b e essesseeseesseeseesseeseesseeneas 32.1 33.6
TOtal PerSONAl LINES.......ccvieuiiiiciiiiieeieete ettt ettt ettt v ettt ereeteereeaeeaaeeteerseebeeeseereeaseereenns 328.1 359.7
Commercial AULOMODILE ........c.ocviriiiiiiiieiiie ettt ettt be e sbesaaesbeessesseessesseenns 13.1 12.1
Total Earned PIeMIUIMS.........c.ccviiuiiiiieieeeete e et ettt eeteeteeveetseeteeaeeeteeaaeeaeeteeseeeseessenseesseeseesseeseeaseeseenns $§ 4776 $ 5099
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NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 10 - Business Segments (continued)

Segment Revenues for the three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Revenues:
Property & Casualty Insurance:

Earned PIrEMIUITIS ......ccviviiviiietieietitetitetet ettt ettt ettt se ettt ete st ete s te s etessetsesessebessesessebassesessesesnas $§ 3223 § 3521

Net INVESTMENT INCOIME ....oouviiiiiiiieiiietece ettt ettt e eabe e seaeenbeesbeesnseeseeses 17.6 25.1

(011113 g 131670211 T TR PSPPSR 0.1 0.2
Total Property & Casualty INSUTANCE..........cccerierieiieiieieieeieie ettt ee st ste e sse s sseesaesseenseeseenes 340.0 377.4
Life & Health Insurance:

Earned PIOmMIUMS .......ccocviiiiieiieiie ettt ettt e teesaaeeteesaaeebeessbeessaessseessaassseesseesssennsensns 155.3 157.8

Net INVestment INCOMIE ......c.eeiuiiiiiiiiiiie ettt ettt et e saee et s 50.2 53.0
Total Life & Health INSUIANCE.........c.coieeiiiiieieiiciectet ettt ettt eebe e sbessaesbeessesbeessesseenns 205.5 210.8
Total SEEMENt REVEINUES......c..eeuiiiieiieiieietee ettt ettt sttt sbe st et s et e beeseenbeeneeeneenes 545.5 588.2
Net Realized Gains on Sales 0f INVESMENLS ..........cecverierierieriieieiieiee et eee s eeeseeeeesee e seesesnnens 6.6 26.9
Net Impairment Losses Recognized in Earnings ...........cccoecvevvievieniiiieniieieneeiesieeiesieeee e (0.8) (1.9)
10 11 1T USROS 33 2.7
TOLAl REVEIIUES.......viieviietiieeiiteieeteetetet ettt ettt ettt et e seebeseebessese s ese s ese s eseebeseebeseesessebassesessesesesessns § 5546 $§ 6159
Segment Operating Profit for the three months ended March 31, 2014 and 2013 was:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Segment Operating Profit:

Property & Casualty INSUTANCE ...........cceeiiiuieiiiieeieete ettt ettt ettt et eae et eaaeeve s reeaeereenns $ 193 $ 40.2

Life & Health INSUTANCE ........cc.iciiiiiiiiieicciecte sttt et st sae s sae e beeesebeessesseesseeseenns 34.6 31.9
Total Segment OPerating ProOfit.........cc.cciiuiiiiiiiiiiieiccieeecte ettt ettt ettt e eve et ve e ere e 53.9 72.1
Corporate and Other Operating oSS .........cccoveiieriiiieiiieieiieiee ettt e e e e beessesseenns (7.8) (12.5)
Total OPErating Profit.........cciiiiiiieiiiiceice ettt ettt ettt et ettt te e e ebeerseebeeaseereeans 46.1 59.6
Net Realized Gains on Sales 0f INVESMENLS ...........cceveeriieiiriieieiieiene ettt eaeseeaesreesseseneseeenens 6.6 26.9
Net Impairment Losses Recognized in Earnings ............ccooeveeuieiiirieieerieiieeeceeeteceee et 0.8) (1.9
Income from Continuing Operations before INCOmMe TaXes.........cccoeveviirierieiiieriiiiene e $ 519 $ 84.6
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Note 10 - Business Segments (continued)

Segment Net Operating Income for the three months ended March 31, 2014 and 2013 was:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Segment Net Operating Income:

Property & Casualty INSUTANCE .........ccccuieiiireieieiiieieeiee ettt nseeseenes $ 144 § 29.0

Life & Health INSUTANCE ........couiiiiiiieeeee ettt be e 22.1 21.2
Total Segment Net Operating INCOME...........cecieviiiieiirieiieiee ettt eseenes 36.5 50.2
Corporate and Other Net Operating LSS .......ccveviiieiiiiiciiicieieee ettt ee v eeeesre e re s sreens (5.0 (7.9)
Consolidated Net Operating INCOME...........eecveiiiriiiieiieieiieieie ettt sttt e s enes 31.5 423
Unallocated Net Income (Loss) From:

Net Realized Gains on Sales of INVESTMENLS............eeririeiiirieiieieeeieee et 4.2 17.5

Net Impairment Losses Recognized in Earnings ............ccccooceevvieieriiiienieieneeieseeeeeieeveeve e 0.5) (1.2)
Income from Continuing OPETATIONS ..........eevveruierierierrreierteetenteetesseeeesseesseseessesseessesssensesssessesssenseenes $ 352 $ 58.6
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Note 11 - Fair Value Measurements

The Company classifies its investments in Fixed Maturities and Equity Securities as available for sale and reports these
investments at fair value. The Company classifies certain investments in mutual funds included in Other Investments as trading
securities and reports these investments at fair value. The Company has no material liabilities that are measured and reported at
fair value.

The valuation of assets measured at fair value in the Company’s Condensed Consolidated Balance Sheet at March 31, 2014 is
summarized below:

Fair Value Measurements

Quoted Prices Significant Other Significant
in Active Markets Observable Unobservable
for Identical Assets Inputs Inputs Total
(Dollars in Millions) (Level 1) (Level 2) (Level 3) Fair Value
Fixed Maturities:
U.S. Government and Government Agencies and
AUthOTIHES ... $ 119.5 $ 2378 $ — 357.3
States and Political Subdivisions ..............c..cocveeueeen. — 1,364.1 — 1,364.1
Corporate Securities:
Bonds and NOteS........ccceevvvviiieiiiiiieeeieeeeeeees — 2,460.8 379.4 2,840.2
Redeemable Preferred Stocks.........ccccoevveevevenennnn. — — 7.5 7.5
Collateralized Loan Obligations.................ccuee.... — — 45.0 45.0
Other Mortgage and Asset-backed....................... — 1.6 3.8 5.4
Total Investments in Fixed Maturities...........cc.coouve..... 119.5 4,064.3 435.7 4,619.5
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate...................... — 83.5 5.0 88.5
Other IndUStIies ........coeceevvieierieieceeee e — 10.7 15.7 26.4
Common Stocks:
Manufacturing .........ccceevevreeveereereereeeeseesvesenenens 94.2 7.7 3.9 105.8
Other INdUStIies .......cceeveeevieieeiecieceee e 73.9 2.2 13.5 89.6
Other Equity Interests:
Exchange Traded Funds............ccccooveevieniecinennennn. 150.7 — — 150.7
Limited Liability Companies and Limited
Partnerships.........ccooveeveriecienieeeee e — — 187.3 187.3
Total Investments in Equity Securities ...........c.ccecuvenn.. 318.8 104.1 2254 648.3
Other Investments:
Trading SeCUrities .........cecveevreeeerreereieereieesie e 4.9 — — 4.9
TOtAL .o $ 4432 § 4,168.4 3 661.1 § 52727

At March 31, 2014, the Company had unfunded commitments to invest an additional $116.1 million in certain limited liability
investment companies and limited partnerships that will be included in Other Equity Interests.
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Note 11 - Fair Value Measurements (continued)

The valuation of assets measured at fair value in the Company’s Condensed Consolidated Balance Sheet at December 31, 2013
is summarized below:

Fair Value Measurements

Quoted Prices Significant Other Significant
in Active Markets Observable Unobservable
for Identical Assets Inputs Inputs Total
(Dollars in Millions) (Level 1) (Level 2) (Level 3) Fair Value
Fixed Maturities:
U.S. Government and Government Agencies and
AULhOTILIES ..o $ 1212 $ 241.0 $ — 362.2
States and Political Subdivisions .........c..ccceecvveveueenn. — 1,361.0 — 1,361.0
Corporate Securities:
Bonds and NOLES.......cccvviviiieeeieeeeeee e — 2,429.6 364.1 2,793.7
Redeemable Preferred Stocks..........ccceeeevenenennnne — — 7.4 7.4
Collateralized Loan Obligations...............c...c........ — — 44.7 44.7
Other Mortgage and Asset-backed....................... — 1.5 4.5 6.0
Total Investments in Fixed Maturiti€s .........covveeeeeeennes 121.2 4,033.1 420.7 4,575.0
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate...................... — 80.8 5.0 85.8
Other INdUStIies .......cceeveeevieieeicieceeee e — 10.5 13.9 24.4
Common Stocks:
Manufacturing ..........cceeeevveeeeereeieeereeereereeere e 95.1 7.3 2.2 104.6
Other IndUStIies ........coeceevvieierieieceeee e 71.7 2.2 11.0 84.9
Other Equity Interests:
Exchange Traded Funds.............cccocvevvirieninnnnnnnnn. 124.9 — — 124.9
Limited Liability Companies and Limited
Partnerships.......c.ccoceeveveeeiieieriicieeceeceee, — — 173.9 173.9
Total Investments in Equity Securities ........c..cocevevuennee 291.7 100.8 206.0 598.5
Other Investments:
Trading SeCUurities ..........cecvevvecierveniereere e 5.0 — — 5.0
TOtAL .o $ 4179 $ 4,1339 $ 6267 $ 5,178.5

The Company’s investments in Fixed Maturities that are classified as Level 1 in the two preceding tables primarily consist of
U.S. Treasury Bonds and Notes. The Company’s investments in Equity Securities that are classified as Level 1 in the two
preceding tables consist of either investments in publicly-traded common stocks or exchange traded funds. The Company’s
investments in Fixed Maturities that are classified as Level 2 in the two preceding tables primarily consist of investments in
corporate bonds, states and political subdivisions, and bonds and mortgage-backed securities of U.S. government agencies. The
Company’s investments in Equity Securities that are classified as Level 2 in the two preceding tables primarily consist of
investments in preferred stocks. The Company uses a leading, nationally recognized provider of market data and analytics to
price the vast majority of the Company’s Level 2 measurements. The provider utilizes evaluated pricing models that vary by
asset class and incorporate available trade, bid and other market information. Because many fixed maturity securities do not
trade on a daily basis, the provider’s evaluated pricing applications apply available information through processes such as
benchmark curves, benchmarking of like securities, sector groupings and matrix pricing to prepare evaluations. In addition, the
provider uses model processes to develop prepayment and interest rate scenarios. The pricing provider’s models and processes
also take into account market convention. For each asset class, teams of its evaluators gather information from market sources
and integrate relevant credit information, perceived market movements and sector news into the evaluated pricing applications
and models. The Company generally validates the measurements obtained from its primary pricing provider by comparing
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Note 11 - Fair Value Measurements (continued)

them with measurements obtained from one additional pricing provider that provides either prices from recent market
transactions or quotes in inactive markets or evaluations based on its own proprietary models.

The Company investigates significant differences related to the values provided. On completion of its investigation,
management exercises judgment to determine the price selected and whether adjustments, if any, to the price obtained from the
Company’s primary pricing provider would warrant classification of the price as Level 3. In instances where a measurement
cannot be obtained from either pricing provider, the Company generally will evaluate bid prices from one or more binding
quotes obtained from market makers to value investments in inactive markets and classified by the Company as Level 2. The
Company generally classifies securities when it receives non-binding quotes or indications as Level 3 securities unless the
Company can validate the quote or indication against recent transactions in the market. For securities classified as Level 3, the
Company either uses valuations provided by third party fund managers, third party appraisers, the Company’s own internal
valuations or net asset values provided for Limited Liability Companies and Limited Partnerships. These valuations typically
employ various valuation techniques, including earnings multiples based on comparable public securities, comparable market
yields as well as industry-specific non-earnings based multiples or discounted cash flow models. Valuations classified as Level
3 by the Company generally consist of investments in various private placement securities of non-rated entities. In rare cases, if
the private placement security has only been outstanding for a short amount of time, the Company, after considering the initial
assumptions used in acquiring an investment, considers the original purchase price as representative of the fair value.

The majority of Investments in Fixed Maturities that are classified as Level 3 are priced using a market yield approach. A
market yield approach uses a risk-free rate plus a credit spread depending on the underlying credit profile of the security. For
floating rate securities, the risk-free rate used in the market yield is the contractual floating rate of the security. For each
individual security, the Company or the Company’s third party appraiser gathers information from market sources, relevant
credit information, perceived market movements and sector news and determines an appropriate market yield for each security.
The market yield selected is then used to discount the estimated future cash flows of the security to determine the fair value.
The Company separately evaluates market yields based upon asset class to assess the reasonableness of the recorded fair value.
For Non-investment grade Investments in Fixed Maturities that are classified as Level 3, the two primary asset classes are
senior debt and junior debt. Senior debt includes those securities that receive first priority in a liquidation and junior debt
includes any fixed maturity security with other than first priority in a liquidation.

The table below presents quantitative information about the significant unobservable inputs utilized by the Company in
determining fair values for fixed maturity investments in corporate securities classified as Level 3 at March 31, 2014.

Weighted
Unobservable Total Range of Unobservable Average
(Dollars in Millions) Input Fair Value Inputs Yield
Investment Grade..........c.ooveveviieiiiieiicecie e Market Yield $ 113.1 0.7% - 5.6% 4.0%
Non-investment Grade:
Senior DEDt .......oovievieiiciiieceeee e Market Yield 104.9 46 - 15.6 8.6
JUNIOr Dbt ... Market Yield 153.5 95 - 261 14.8
Collateralized Loan Obligations............ccccveeeeeveeeenieeeeneenennenns Market Yield 45.0 3.1 - 6.5 4.2
(015 1S) SRR PTRR Various 19.2
Total Fixed Maturity Investments in Corporate Securities § 4357
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Note 11 - Fair Value Measurements (continued)

The table below presents quantitative information about the significant unobservable inputs utilized by the Company in
determining fair values for fixed maturity investments in corporate securities classified as Level 3 at December 31, 2013.

Weighted
Unobservable Total Range of Unobservable Average

DOLLARS IN MILLIONS Input Fair Value Inputs Yield
Investment Grade ..........ccvvieeiieieniieiere et Market Yield §$§ 108.5 1.0% - 6.0% 4.3%
Non-investment Grade:

SeNIor DEDt ..o Market Yield 93.9 42 - 15.6 8.6

JUNIOT DEbt ..o Market Yield 153.5 88 - 266 14.2
Collateralized Loan Obligations...........ccccccecererenenencnenenennens Market Yield 44.7 32 - 6.8 43
Other DEbt.......ocviiiiciiciiciiceeeeee e Various 20.1
Total Fixed Maturity Investments in Corporate Securities § 4207

For an investment in a fixed maturity security, an increase in the yield used to determine the fair value of the security will
decrease the fair value of the security. A decrease in the yield used to determine fair value will increase the fair value of the
security, but the fair value increase is generally limited to par if the security is currently callable.

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the three months ended March 31, 2014 is presented below:

Fixed Maturities Equity Securities
Other
Corporate Redeemable  Collateralized Mortgage Preferred Other
Bonds Preferred Loan and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks Obligations backed Stocks Interests Total

Balance at Beginning of
Period ......cccovveccnniiccnnn, § 3641 S 74§ 447 ' $ 45 8§ 321 $ 1739 $ 6267

Total Gains (Losses):

Included in Condensed
Consolidated Statement

of Income..........cocvenen. 0.1 — — 0.1 — 0.2 0.4
Included in Other
Comprehensive Income ..... 2.5 0.2 0.3 — 34 6.9 133
Purchases ........ccccceeevervevencnne. 48.3 — — — 2.6 12.3 63.2
Settlements.........c.ccccvevveneenenne. (24.8) 0.1) — (0.8) — (5.3) (31.0)
Sales....ccovvivieieieieeeee (10.2) — — — — 0.7) (10.9)
Transfers out of Level 3.......... (0.6) — — — — — (0.6)
Balance at End of Period ........ $ 3794 $ 75 $ 450 $ 38 §$ 38.1 % 1873 $§  661.1

The Company’s policy is to recognize transfers between levels as of the end of the reporting period. There were no transfers
between Levels 1 and 2 or Levels 1 and 3 for the three months ended March 31, 2014. The transfers into and out of Level 3 for
the three months ended March 31, 2014 were due to changes in the availability of market observable inputs.
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Note 11 - Fair Value Measurements (continued)

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the three months ended March 31, 2013 is presented below:

Fixed Maturities Equity Securities
Other
Corporate Redeemable  Collateralized Mortgage Preferred Other
Bonds Preferred Loan and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks Obligations backed Stocks Interests Total

Balance at Beginning of
Period ...c.coovviniiiee § 3610 $ 47 $ — 0.1 § 133 § 1413 $ 5204

Total Gains (Losses):

Included in Condensed
Consolidated Statement

of Income............ceuveunenn. (0.8) (0.3) — — — (0.2) (1.3)
Included in Other
Comprehensive Income ..... (3.8) — 0.1 (0.2) 1.5 2.3) 4.9)
Purchases ........ccccoeeeveeveevenee. 38.7 — 24.5 4.5 0.1 10.5 78.3
Settlements..........ccccevvvevenennen. (45.8) — — — — 54 (51.2)
SalesS....oeeieieeeeeeeeeeee — — — — (0.3) — (0.3)
Transfers into Level 3............. — — — 2.4 — — 2.4
Transfers out of Level 3.......... (5.8) — — — — — (5.8)
Balance at End of Period ........ $ 3435 $ 44 % 244 $ 68 $ 146 $ 1439 $ 537.6

There were no transfers between Levels 1 and 2 or Levels 1 and 3 for the three months ended March 31, 2013. Transfers into
and out of Level 3 for the three months ended March 31, 2013 were due to changes in the availability of market observable
inputs.

The fair value of Debt is estimated using quoted prices for similar liabilities in markets that are not active. The inputs
used in the valuation are considered Level 2 measurements. The fair value of Short-term Investments is estimated using inputs
that are considered either Level 1 or Level 2 measurements.

Note 12 - Contingencies

In the ordinary course of its businesses, the Company is involved in legal proceedings, including lawsuits, regulatory
examinations and inquiries. Except with regard to the matters discussed below, based on currently available information, the
Company does not believe that it is reasonably possible that any of its pending legal proceedings will have a material effect on
the Company’s consolidated financial statements.

Over the last several years, certain state insurance regulators, legislators, treasurers/controllers, and their respective agents have
been involved in an array of initiatives that seek, in various ways, to impose new duties on life insurance companies to
proactively search for deaths of their insureds and contact the insureds’ beneficiaries even though such beneficiaries may not
have submitted claims, including due proof of death, as required under the terms of state-approved life insurance policy forms.

Legislation has been enacted in Indiana, Kentucky, Maryland, Montana, Nevada, New York, North Dakota and Vermont, with
varying effective dates (the “DMF Statutes”), that requires life insurance companies to compare on a regular basis their records
for all in-force policies (including those policies issued prior to the effective dates of the legislation) against the database of
reported deaths maintained by the Social Security Administration or a comparable database (a “Death Master File”). lowa also
recently passed such a statute which is awaiting signature by the lowa governor. In contrast, New Mexico has enacted
legislation that also requires such comparisons, but exempts life insurance companies, like Kemper’s life insurance subsidiaries
(the “Life Companies”), that have not previously utilized a Death Master File, and instead only requires that such companies
conduct Death Master File comparisons for life insurance policies issued and delivered in New Mexico after the legislation’s
effective date. Likewise, Alabama, Georgia and Mississippi have enacted statutes that require such comparisons, but only with
respect to policies issued on or after their respective effective dates, without regard to prior Death Master File use. The
legislature in Tennessee has passed a statute, which is awaiting signature by the Tennessee governor, substantially similar to
that in New Mexico. In November 2012, certain of the Life Companies filed a declaratory judgment action in Kentucky state
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Note 12 - Contingencies (Continued)

court, asking the court to construe the Kentucky DMF Statute to apply only prospectively - i.e., only with respect to those life
insurance policies issued in Kentucky on or after the effective date of the Kentucky DMFStatute - consistent with what the Life
Companies believe are the requirements of applicable Kentucky statutory law and state and federal constitutional provisions. In
April 2013, the trial court denied the subject Life Companies’ motion for summary judgment and held that the requirements of
the Kentucky DMF Statute apply to life insurance policies issued before the statute’s January 1, 2013 effective date. The
subject Life Companies believe that the court did not correctly apply governing law and have appealed the trial court’s
decision. The Kentucky Court of Appeals has issued a stay of enforcement of the Kentucky DMF Statute against the subject
Life Companies’ policies issued prior to the statute’s effective date pending the appeal. A decision by the Kentucky Court of
Appeals is unlikely before the first quarter of 2015.

In July 2013, certain of the Life Companies filed a declaratory judgment action in state court in Maryland, asking the court to
construe the Maryland DMF Statute to apply only to policies issued in Maryland after the effective date of the statute,
consistent with what the Life Companies believe are the requirements of the Maryland Constitution and the Contract Clause of
the United States Constitution. The Maryland Insurance Administration filed a motion to dismiss the action, contending that the
subject Life Companies were required to exhaust their administrative remedies before filing their action in the trial court. In
March 2014, the trial court granted the State’s motion. The Life Companies have appealed the trial court’s ruling. A decision by
the Maryland Court of Special Appeals is unlikely before the second quarter of 2015. The Maryland appellate courts have
declined to stay enforcement of the Maryland DMF Statute pending the appeal, and the Life Companies have begun the process
of complying with the Maryland DMF Statute while they continue to pursue their appeal.

The Life Companies are the subject of an unclaimed property compliance audit (the “Treasurers’ Audit”) being conducted by a
private audit firm retained by the treasurers/controllers of thirty-eight states (the “Audit Firm”). In July 2013, the California
State Controller (the “CA Controller”) filed a complaint for injunctive relief against the Life Companies in state court in
California, seeking an order requiring the Life Companies to produce all of their in-force policy records to the Audit Firm to
enable the firm to perform a comparison of such records against a Death Master File and to ascertain whether any of the
insureds under such policies may be deceased. In December 2013, the CA Controller filed a motion for preliminary injunction
seeking the same relief. A hearing on that motion has been continued by the court until November 2014. As described below,
the Life Companies have filed a counterclaim in this case against the CA Controller.

The Life Companies are the subject of a multi-state market conduct examination by six state insurance regulators that is
focused on the Life Companies’ claim settlement and policy administration practices, and specifically their compliance with
state unclaimed property statutes (the “Multi-State Exam”). The Multi-State Exam was originated in June 2012 as a single-state
examination by the Illinois Director of Insurance. Insurance regulators from five additional states -- California, Florida,
Pennsylvania, New Hampshire and North Dakota -- joined the examination in May 2013. In July 2013, the Life Companies
received requests from the Illinois Department of Insurance, as the managing lead state for the Multi-State Exam, for a
significant volume of additional information, including their records of in-force policies and other information of the type
previously requested by the Audit Firm as part of the Treasurers’ Audit and which is the subject of the CA Controller’s
complaint.

In September 2013, certain of the Life Companies filed declaratory judgment actions against the insurance regulators in the
states of California, Florida, Illinois and Pennsylvania, asking the courts in those states to declare that applicable law does not
require life insurers to search a Death Master File to ascertain whether insureds are deceased. The subject Life Companies are
also asking the courts to declare that regulators in those states do not have the legal authority to (i) obtain life insurers’ policy
records for the purpose of comparing those records against a Death Master File, and/or (ii) impose payment obligations on life
insurers before a claim and due proof of death have been submitted. The declaratory judgment action in California was filed as
a counterclaim to the CA Controller’s complaint, joining the California Insurance Commissioner and the Audit Firm as parties
to the counterclaim. The CA Controller has filed a motion to dismiss the Life Companies’ counterclaim, contending that the
Life Companies’ request for a declaratory judgment is premature and not ripe for adjudication. A hearing on that motion has
been continued until November 2014. The Illinois Department of Insurance has filed a motion to dismiss the Illinois action, on
the grounds that the Life Companies’ request for a declaratory judgment is premature and, alternatively, that the Life
Companies must exhaust administrative remedies before pursuing such relief in the courts. A hearing on that motion is
currently scheduled for May 29, 2014. The actions against the insurance regulators in the states of California, Florida, and
Pennsylvania are stayed by agreement of the parties pending the outcome of the Illinois action.

The results of the Treasurers’ Audit, Multi-State Exam and the various litigation described above cannot currently be predicted.
The Life Companies continue to maintain that states lack the legal authority to establish new requirements that have the effect
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Note 12 - Contingencies (Continued)

of changing the terms of existing life insurance contracts with regard to basic claims handling obligations and processes. If
these state officials are able to apply such new requirements retroactively to the Life Companies’ existing life insurance
policies, it will fundamentally alter the nature and timing of their responsibilities under such policies by effectively eliminating
contractual terms that condition claim settlement and payment on the receipt of a claim, including “due proof of death” of an
insured. The outcome of the various state initiatives and related litigation could have a significant effect on, including
acceleration of, the Life Companies’ payment and/or escheatment of policy benefits, and significantly increase their claims
handling costs. Kemper cannot reasonably estimate the amount of loss that it would recognize if the Life Companies were
subjected to such requirements on a retroactive basis.

Note 13 - Related Parties

Mr. Christopher B. Sarofim, a director of Kemper, is Vice Chairman of Fayez Sarofim & Co. (“FS&C”), a registered
investment advisory firm. Kemper’s subsidiary, Trinity, had $155.7 million in assets managed by FS&C at March 31, 2014
under an agreement with FS&C whereby FS&C provides investment management services with respect to certain assets of
Trinity. Investment expenses incurred in connection with such agreement were $0.1 million for each of the three month periods
ended March 31, 2014 and 2013.

FS&C also provides investment management services with respect to certain funds of the Company’s defined benefit pension
plan. The Company’s defined benefit pension plan had $149.2 million in assets managed by FS&C at March 31, 2014 under an
agreement with FS&C whereby FS&C provides investment management services. Investment expenses incurred in connection
with such agreement were $0.1 million for each of the three month periods ended March 31, 2014 and 2013.

With respect to the Company’s defined contribution plans, one of the alternative investment choices afforded to participating
employees is the Dreyfus Appreciation Fund, an open-end, diversified managed investment fund. FS&C provides investment
management services to the Dreyfus Appreciation Fund as a sub-investment advisor. The Company does not compensate FS&C
for services provided to the Dreyfus Appreciation Fund. Participants in the Company’s defined contribution plans had allocated
$22.4 million for investment in the Dreyfus Appreciation Fund at March 31, 2014, representing 6.3% of the total amount
invested in the Company’s defined contribution plans at March 31, 2014.

The Company believes that the services described above have been provided on terms no less favorable to the Company than
could have been negotiated with non-affiliated third parties.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Summary of Results
Net Income

Net Income was $35.1 million ($0.63 per unrestricted common share) for the three months ended March 31, 2014, compared to
$58.4 million ($1.00 per unrestricted common share) for the same period in 2013.

Income from Continuing Operations was $35.2 million ($0.63 per unrestricted common share) for the three months ended
March 31, 2014, compared to $58.6 million ($1.00 per unrestricted common share) for the same period in 2013.

A reconciliation of Segment Net Operating Income to Net Income for the three months ended March 31, 2014 and 2013 is
presented below:

Three Months Ended

Mar 31, Mar 31, Increase

(Dollars in Millions) 2014 2013 (Decrease)
Segment Net Operating Income:

Property & Casualty INSUTANCE.........cceevvieieriiiieieeierie ettt esseseeene $ 144 § 290 § (14.6)

Life & Health INSUTANCE ........oceiuiiiiieieeeeeeee e 22.1 21.2 0.9
Total Segment Net Operating INCOME..........cccoeeveruieeiieieiiieieii e 36.5 50.2 (13.7)
Corporate and Other Net Operating LoSS........ccviiieiiieeriieieericieereeee et sve e (5.0 (7.9) 2.9
Consolidated Net Operating INCOME ..........c.ccuirieiiesienieiieieie et sae e seeeae e eseeenens 31.5 42.3 (10.8)
Net Income (Loss) From:

Net Realized Gains on Sales of INVeStMENts ...........ccceeevieerieiiieciieiieeieeeee e 4.2 17.5 (13.3)

Net Impairment Losses Recognized in Earnings............ccccceeevvveeeiiiieniiieenecieneenen, 0.5) (1.2) 0.7
Income from Continuing OPETatiOnS..........c.ccververreeriereerieeresseeiesseeeesseesseseessesseesseneens 352 58.6 (23.4)
Loss from Discontinued OPerations...........c.cceeveiueerieseerieeeesreeeesreesesseessesreessesseessesseens 0.1) 0.2) 0.1
NELTICOMIE ...ttt ettt et ettt et et et e st ense s eneensenseneeneeres $ 351 $ 584 $ (23.3)

Revenues

Earned Premiums were $477.6 million for the three months ended March 31, 2014, compared to $509.9 million for the same
period in 2013, a decrease of $32.3 million. Earned Premiums for the three months ended March 31, 2014 decreased by $29.8
million and $2.5 million in the Property & Casualty Insurance and Life & Health Insurance segments, respectively.

Net Investment Income decreased by $9.7 million for the three months ended March 31, 2014, compared to the same period in
2013, due primarily to lower income from Equity Method Limited Liability Investments, lower interest and dividends on Fixed
Maturities and lower dividends on Equity Securities.

Net Realized Gains on Sales of Investments were $6.6 million for the three months ended March 31, 2014, compared to $26.9
million for the same period in 2013. Net Impairment Losses Recognized in Earnings were $0.8 million for the three months
ended March 31, 2014, compared to $1.9 million for the same period in 2013. The Company cannot predict if or when similar
investment gains or losses may occur in the future.

Non-GAAP Financial Measures
Underlying Losses and LAE and Underlying Combined Ratio

The following discussion for the Property & Casualty Insurance segment uses the non-GAAP financial measures of

(i) Underlying Losses and LAE and (ii) Underlying Combined Ratio. Underlying Losses and LAE (also referred to in the
discussion as “Current Year Non-catastrophe Losses and LAE”) exclude the impact of catastrophe losses, and loss and LAE
reserve development from prior years from the Company’s Incurred Losses and LAE, which is the most directly comparable
GAAP financial measure. The Underlying Combined Ratio is computed by adding the Current Year Non-catastrophe Losses
and LAE Ratio with the Incurred Expense Ratio. The most directly comparable GAAP financial measure is the combined ratio,
which uses total incurred losses and LAE, including the impact of catastrophe losses, and loss and LAE reserve development
from prior years. The Company believes Underlying Losses and LAE and the Underlying Combined Ratio are useful to
investors and are used by management to reveal the trends in the Company’s Property & Casualty Insurance segment that may
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be obscured by catastrophe losses and prior year reserve development. These catastrophe losses may cause the Company’s loss
trends to vary significantly between periods as a result of their incidence of occurrence and magnitude and can have a
significant impact on incurred losses and LAE and the combined ratio. Prior year reserve developments are caused by
unexpected loss development on historical reserves. Because reserve development relates to the re-estimation of losses from
earlier periods, it has no bearing on the performance of the Company’s insurance products in the current period. The Company
believes it is useful for investors to evaluate these components separately and in the aggregate when reviewing the Company’s
underwriting performance.

Consolidated Net Operating Income

Consolidated Net Operating Income is an after-tax, non-GAAP financial measure and is computed by excluding from Income
from Continuing Operations the after-tax impact of (i) Net Realized Gains on Sales of Investments, (ii) Net Impairment Losses
Recognized in Earnings related to investments and (iii) other significant non-recurring or infrequent items that may not be
indicative of ongoing operations. Significant non-recurring items are excluded when (a) the nature of the charge or gain is such
that it is reasonably unlikely to recur within two years, and (b) there has been no similar charge or gain within the prior two
years. The most directly comparable GAAP financial measure is Income from Continuing Operations.

The Company believes that Consolidated Net Operating Income provides investors with a valuable measure of its ongoing
performance because it reveals underlying operational performance trends that otherwise might be less apparent if the items
were not excluded. Net Realized Gains on Sales of Investments and Net Impairment Losses Recognized in Earnings related to
investments included in the Company’s results may vary significantly between periods and are generally driven by business
decisions and external economic developments such as capital market conditions that impact the values of the Company’s
investments, the timing of which is unrelated to the insurance underwriting process. Significant non-recurring items are
excluded because, by their nature, they are not indicative of the Company’s business or economic trends.

A reconciliation of Consolidated Net Operating Income to Income from Continuing Operations for the three months ended
March 31, 2014 and 2013 is presented below:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Consolidated Net Operating INCOME ...........coeeuiouieeeeeeeeeeeeeee ettt et e e ee e eseere e ereereereereas $ 315 § 423
Net Income (Loss) From:

Net Realized Gains on Sales of INVEStMENTS..........cc.ccvieiiiiiiiiicicce et 4.2 17.5

Net Impairment Losses Recognized in Earnings ............ccocvecveviiecienieniinieieceesie et evesreeneseeens 0.5) (1.2)
Income from ContinUing OPETATIONS ...........c.ceveeveeveereeeieeereeeeteeteeeeteeteeteereeseeseeseeeeeseeseeseeseeseereereereereas $§ 352 § 386

There were no applicable significant non-recurring items that the Company excluded from the calculation of Consolidated Net
Operating Income for the three months ended March 31, 2014 or 2013.

The preceding non-GAAP financial measures should not be considered a substitute for the comparable GAAP financial
measures, as they do not fully recognize the overall profitability of the Company’s businesses.
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Property & Casualty Insurance

Selected financial information for the Property & Casualty Insurance segment follows:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Net Premitms WITHEN. ......c.oviiiieiiecee ettt ettt ettt et ae et se e ae et e e et eas et esete s eseeseseesernenens $ 3043 § 3454
Earned Premiums: -
Personal AULOMODILE ...........c.oiiuiieiiieeeeeeeeeteeeee ettt ettt e et e eseae e $ 2163 $§ 2457
HOMEOWIIETS ...ttt sttt et s bt e be e st e e bt e st e esbeesateebeessteenbeesanesnses 79.7 80.4
Other PErSONAL .......c..ocviiiiiiciiicieeeeete ettt ettt ettt et e eabeete e b e eteenseeraeseeraeaeernas 13.2 13.9
Total PerSONal LINES......cccveiuieiieiieieiieie sttt ettt ettt ettt eseeesaesstesaessaesaeessessaessesseensensaensensnensennns 309.2 340.0
Commercial AUtOMODILE ...........ceiviiiiiiiiiiciececce ettt ettt et b e te b ee e re e e reens 13.1 12.1
Total Earned PreMITUMIS.........c.cccievuiiiiriieieieeiese ettt ete st et eteese et esaessaesseestessaessesssensesseensesssensenssesenses 3223 352.1
Net INVESTMENT INCOME .....oocuiiiiiieiicic ettt et e et e e be e esaeesbeesabeesseessseensaenssean 17.6 25.1
OthEr TNCOMIC.....c.uieeiiiieiieiieieet ettt ettt ettt e et e st e e b e eteesseeseesseeseesseessessaessesseensenseensenssensenssensennes 0.1 0.2
TOtAl REVEIUES.....ccuiiiieiiitieieete ettt ettt ettt e et e et e ete et e eaeesteeasesteessesseesbesseensesssensesssenseesseseenns 340.0 377.4
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ...........cccooiiiiiiriiinieiceeeetee ettt sneens 230.4 251.1
Catastrophe Losses and LAE.............cooioiiiiiiiiiccce ettt e 16.0 8.7
Prior Years:
Non-catastrophe Losses and LAE ...........cccooioiiiiiiiiiicccecceee et (12.7) (12.0)
Catastrophe Losses and LAE...........ccociiviiiiiiiiniceeeee ettt st s snees 2.7 (1.5)
Total Incurred Losses and LAE.............ccooiiiiiiiiicieceeeteee ettt sttt ve e v 231.0 246.3
INSULANCE EXPEIISES ..cuviiiiiiiieiieeiie sttt ettt et ettt st et st e st b e s bt e baesabeessaesabeesasesnseessseensaennnenn 89.7 90.9
OPEIAtING PrOTIt.....cuiiiiiiiiiiciictece ettt ettt ettt et ste et e s teebesbe e b e steenbeetsenbeessereeaes 19.3 40.2
INCOME TaX EXPEINSE ......eiciieiiciieiieiiete ettt ettt ettt et sttesbe st e saesseesseestessaessessaensesssensenssensenssensennes 4.9) (11.2)
Segment Net Operating INCOME ..........ocvevvieieiiieiierieiecteeee ettt ettt et eaeeveereereebeereeseereas $ 144 $ 290
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio..........cccocvevieviiiiinieieiieieceeeceeeeeee e 71.4% 71.3%
Current Year Catastrophe Losses and LAE Ratio.........cccoocuiiiiiiiiiiiieieceeceeeeeeete et 5.0 2.5
Prior Years Non-catastrophe Losses and LAE Ratio..........ccccovieviiiiiniiiieniecieccieieeeeee e 3.9 34
Prior Years Catastrophe Losses and LAE Ration..........c.cccvoiviiieiiiiiiiieieceeeeeee ettt (0.8) 0.4)
Total Incurred Loss and LAE RaAtiO.........ccceccueriieiiiiiiiicieiceteie ettt be s sse e 71.7 70.0
Incurred EXPEnse RAtIO .......cc.ociiiiiiiiiiiiceccie ettt ettt ettt et et be e teeteeteeveetsereeaseereenns 27.8 25.8
ComMBINEA RALIO ...oeviiiciiiiicicciicc ettt ettt b e et b e e s e s beesaesseesbesseessesseessesssensenssenseenes 99.5% 95.8%
Underlying Combined Ratio -
Current Year Non-catastrophe Losses and LAE Ratio...........ccccveviiviiiiirieieiicicceeeceee e 71.4% 71.3%
Incurred EXPEnse RAtIO .......cc.ociiiiiiiiiiiiceccie ettt ettt ettt et et be e teeteeteeveetsereeaseereenns 27.8 25.8
Underlying Combined RatiO ..........cceecieriiiiiiiieiiiiciceeet ettt sttt b e sbessaebeeseesseens 99.2% 97.1%

Non-GAAP Measure Reconciliation

Underlying Combined RatiO ..........ccoeciiiiiiiiiiiieiiiieieetteteete ettt ettt sveessesbeessesseens
Current Year Catastrophe Losses and LAE Ratio..........ccoocuiiiiciiiiiiieieeeeeeceee et
Prior Years Non-catastrophe Losses and LAE Ratio..........ccccoeveviiiiiiiiieniecieieceeeeeeeeeere e
Prior Years Catastrophe Losses and LAE Ratio..........c.cccveivieieeiiiiiiieeieeee ettt
Combined Ratio as REPOITEd .........cceeviiiiiiiiiiiicieceeeeet ettt et e st b e e s e neens

99.2% 97.1%
5.0 2.5
3.9) (3.4)
(0.8) (0.4)
99.5% 95.8%



Catastrophe Frequency and Severity

Three Months Ended
Mar 31, 2014 Mar 31, 2013
Number of Losses and Number of Losses and

(Dollars in Millions) Events LAE Events LAE
Range of Losses and LAE Per Event:

BeLOW 85 ..ot 6 $ 9.1 4 3 8.7

85 = S0 et 1 6.9 — —

TOTAL ..ot et eebe e raeerae e 7 $ 16.0 4 9 8.7

Insurance Reserves
Mar 31, Dec 31,

(Dollars in Millions) 2014 2013
Insurance Reserves:

AULOIMNIODIIE ..ottt ettt ettt et ae et eas et ae et eae ettt e et ete et ae et eaeetens $§ 5689 § 595.1

HOMEOWIIETS. ......ieeieiieie ettt ettt et e ae e s e s st estesseensesseenseeseensesssensennsanseenseseenns 114.4 99.9

ORI ...ttt et ettt et e e st e e b et e e s b e e te e s b e e te e b e ereeebeera e heeraesbeesbeeteenbeetaenreeaaereenes 47.9 47.6
INSUIANCE RESEIVES .....ocviviiviietiieeiiteetcteit ettt ettt ettt ettt ettt ettt et be s ese s ese b ese b eseebeseebessesessesessesessens § 7312 § 7426
Insurance Reserves:

Loss Reserves:

GBS oottt ettt ettt ettt ettt ettt et h et bttt e et ettt et et et ete b te et te et eae b ens et e st ere s ete e e $§ 4681 $§ 4712
Incurred But NOt REPOITEd ......c.cooviiviiiiiiiiiiceee ettt eaeas 164.2 169.0
TOtal LOSS RESEIVES....c.uieuiiiieiiciieit ettt ettt ettt ettt et et ebesstesbessaesaeessessaessesssenseessenseessenseenns 632.3 640.2
LAE RESEIVES.....ccuvieiiiiiiieitieeieeitte et ette et e esttesveestteesaeetaeasseessaessseessaeasseessseanseessseansaenssesnseesssanseees 98.9 102.4

TNSULANCE RESEIVES.....uviiieiiiiiiceieeeie ettt ettt ettt et e et esaeeea e e e aeeeaeesateeteesaseenneesrseeneesnnean $ 7312 $§ 7426

In the first quarter of 2014, the Company realigned its property and casualty insurance businesses. As a result of the
realignment, the property and casualty insurance businesses are being reported as a single business segment named the Property
& Casualty Insurance segment. The Company has reclassified certain prior year amounts in its segment results in the
Condensed Consolidated Financial Statements to conform to the current year presentation.

Overall

Earned Premiums in the Property & Casualty Insurance segment decreased by $29.8 million for the three months ended

March 31, 2014, compared to the same period in 2013. The decrease was driven primarily by personal automobile insurance,
which decreased by $29.4 million as lower volume accounted for a decrease of $42.8 million in earned premiums, while higher
average premium accounted for an increase of $13.4 million in earned premiums. The run-off of the direct-to-consumer
business accounted for approximately 25% of the decrease in earned premiums attributed to lower volume. Earned premiums in
homeowners decreased slightly as lower volume accounted for a decrease of $10.5 million in earned premiums, while higher
average premium accounted for an increase of $9.8 million in earned premiums. Earned premiums in other personal insurance
decreased slightly as lower volume was partially offset by higher average premium. Commercial automobile insurance
increased by $1.0 million as higher volume accounted for an increase of $1.3 million, while lower average premium decreased
earned premiums by $0.3 million due to a mix shift toward lower weight class vehicles and lower limit policies.

Net Investment Income in the Property & Casualty Insurance segment decreased by $7.5 million for the three months ended
March 31, 2014, compared to the same period in 2013, due primarily to lower net investment income from Equity Method
Limited Liability Investments, lower dividends on equity securities, lower yields on investments in fixed maturities and lower
levels of investments allocated to the Property & Casualty Insurance segment. The Property & Casualty Insurance segment
reported net investment income from Equity Method Limited Liability Investments of $2.5 million in 2014, compared to $5.8
million in 2013.

The Property & Casualty Insurance segment reported Segment Net Operating Income of $14.4 million for the three months
ended March 31, 2014, compared to $29.0 million for the same period in 2013. Segment Net Operating Income decreased by
$14.6 million due primarily to lower net investment income, higher incurred catastrophe losses and LAE and higher insurance
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expenses as a percentage of earned premiums. Underlying losses and LAE as a percentage of earned premiums were relatively
flat in 2014, compared to 2013, as personal automobile insurance improved, while homeowners insurance, commercial
automobile insurance and other personal insurance deteriorated. Underlying incurred losses and LAE exclude the impact of
catastrophes and loss and LAE reserve development. Catastrophe losses and LAE (excluding development) were $16.0 million
in 2014, compared to $8.7 million in 2013. The increase of $7.3 million was due primarily to an increase in the number of
catastrophic events and, to a lesser extent, an increase in the average severity of each event. Favorable loss and LAE reserve
development (including catastrophe development) was $15.4 million in 2014, compared to $13.5 million in 2013. Insurance
expenses decreased by $1.2 million in 2014 compared to 2013, but increased as a percentage of earned premiums from 25.8%
in 2013 to 27.8% in 2014 due primarily to lower earned premiums to absorb fixed costs and an increase in legal expenses. The
Property & Casualty Insurance segment’s effective income tax rate differs from the federal statutory income tax rate due
primarily to tax-exempt investment income and dividends received deductions. Tax-exempt investment income and dividends
received deductions were $5.5 million for the three months ended March 31, 2014, compared to $8.3 million for the same
period in 2013.

Analysis of Losses and LAE by Product

Personal automobile insurance incurred losses and LAE were $152.5 million, or 70.5% of personal automobile insurance
earned premiums, for the three months ended March 31, 2014, compared to $182.6 million, or 74.3% of personal automobile
insurance earned premiums, for the same period in 2013. Personal automobile insurance incurred losses and LAE as a
percentage of personal automobile earned premiums decreased due primarily to a higher level of favorable loss and LAE
reserve development, lower underlying losses and LAE as a percentage of personal automobile insurance earned premium and
lower incurred catastrophe losses and LAE (excluding development). Favorable loss and LAE reserve development was $11.5
million in 2014, compared to favorable loss and LAE reserve development of $6.8 million in 2013. Catastrophe losses and
LAE (excluding development) were $0.9 million in 2014, compared to $2.5 million in 2013. Underlying losses and LAE as a
percentage of personal automobile insurance earned premiums were 75.4% in 2014, compared to 76.1% in 2013, an
improvement of 0.7 percentage points. Underlying loss and LAE as a percentage of personal automobile insurance earned
premiums improved due primarily to the impact of rate actions taken by the Company on average premium and lower
frequency of bodily injury claims, partially offset by higher severity of losses on most coverages and higher frequency of
property damage and collision claims.

Homeowners insurance incurred losses and LAE were $60.6 million, or 76.0% of homeowners insurance earned premiums, for
the three months ended March 31, 2014, compared to $48.6 million, or 60.4% of homeowners insurance earned premiums, for
the same period in 2013. Homeowners insurance incurred losses and LAE as a percentage of homeowners insurance earned
premiums increased due primarily to higher incurred catastrophe losses and LAE (excluding development), a lower level of
favorable loss and LAE reserve development and, to a lesser extent, higher underlying losses and LAE as a percentage of
homeowners insurance earned premiums. Catastrophe losses and LAE (excluding development) were $14.3 million in 2014,
compared to $6.0 million in 2013. Favorable loss and LAE reserve development was $2.8 million in 2014, compared to $6.2
million in 2013. Underlying losses and LAE as a percentage of homeowners insurance earned premiums were 61.6% in 2014,
compared to 60.6% in 2013. Underlying losses and LAE as a percentage of homeowners insurance earned premiums increased
due primarily to higher frequency of claims, partially offset by higher average premium and lower severity of losses.

Commercial automobile insurance incurred losses and LAE were $10.6 million, or 80.9% of commercial automobile insurance
earned premiums, for the three months ended March 31, 2014, compared to $10.1 million, or 83.5% of commercial automobile
insurance earned premiums, for the same period in 2013. Commercial automobile insurance incurred losses and LAE as a
percentage of commercial automobile earned premiums decreased due primarily to a favorable impact from the change in the
level of loss and LAE reserve development, partially offset by higher underlying losses and LAE as a percentage of commercial
automobile insurance earned premiums. Favorable loss and LAE reserve development was $0.5 million in 2014, compared to
adverse loss and LAE reserve development of $0.7 million in 2013. Underlying losses and LAE as a percentage of commercial
automobile insurance earned premiums were 84.7% in 2014, compared to 77.7% in 2013. Underlying losses and LAE as a
percentage of commercial automobile insurance earned premiums increased due primarily to higher frequency of property
damage and collision claims, lower average premium and increased large loss activity, particularly in bodily injury claims.

Other personal insurance incurred losses and LAE were $7.3 million, or 55.3% of other personal insurance earned premiums,
for the three months ended March 31, 2014, compared to $5.0 million, or 36.0% of other personal insurance earned premiums,
for the same period in 2013. Other personal insurance incurred losses and LAE as a percentage of other personal insurance
earned premiums increased due primarily to higher underlying losses and LAE as a percentage of other personal insurance
earned premiums, higher catastrophe losses and LAE (excluding development) and a lower level of favorable loss and LAE
reserve development. Underlying losses and LAE as a percentage of other personal insurance earned premiums were 53.7% in
2014, compared to 43.2% in 2013. Underlying losses and LAE as a percentage of other personal insurance earned premiums
increased due primarily to higher severity of umbrella insurance losses. Catastrophe losses and LAE (excluding development)
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were $0.8 million in 2014, compared to $0.2 million in 2013. Favorable loss and LAE reserve development was $0.6 million in
2014, compared to $1.2 million in 2013.

See MD&A, “Critical Accounting Estimates,” of the 2013 Annual Report for additional information pertaining to the
Company’s process of estimating property and casualty insurance reserves for losses and LAE, development of property and
casualty insurance losses and LAE, estimated variability of property and casualty insurance reserves for losses and LAE, and a
discussion of some of the variables that may impact development of property and casualty insurance losses and LAE and the
estimated variability of property and casualty insurance reserves for losses and LAE.

Life & Health Insurance

Selected financial information for the Life & Health Insurance segment follows:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Earned Premiums:
LIE ettt ettt e etbeete et e aeeteeaeeteerbeeteerbeateetbeereeteereenns $ 97.6 $ 97.9
Accident and Health ...........ccoooiiiiiiiiiicicccec ettt reenes 38.8 40.2
POPCILY ..ttt ettt e et e et e et e s tb e e bt e tb e e beeetbe e beeeraeebeeetbeebaeasbeebaeesbeeteeenaeereeans 18.9 19.7
Total Earned PremItmS..........cccvevuieiiriieieiiete st ete st ete et ete et esteeseesteessesaeesaessaessesssessesssesesssansesssenseenns 155.3 157.8
Net INVESTMENT INCOIME ......ociiiiiiieiiecie ettt et estb e et e e s tbeesbe e taeeaseessaessbeesnesnsens 50.2 53.0
TOtAl REVEIUECS.....ccuvitieiiiciieiietieie ettt ettt et et esbesteesb e et e esbeessesseessesseessesseessessaessesssessesssessasssansenssenseesns 205.5 210.8
Policyholders’ Benefits and Incurred Losses and LAE............cccooviiiiiiiiccicieeceeeeeeeeeeeveee v 97.0 102.9
INSULANCE EXPEIISES ..eeuviieiiiiiiiiiieiie ettt ettt ettt et e st e et e st e e bt e sabeebeessbeenbaesaseenseesnseenseesnsean 73.9 76.0
OPETALING PrOTIt....ocviiitiiiiciiciictece ettt ettt ettt ettt e reete e e e eteeaaeeteeraeebeesseeteenseereenes 34.6 31.9
INCOME TaAX EXPEINSE....cuvicviiiieiieiieiiesti ettt ettt et ettt et e et e saeesaesaeesaessaesbesssessasssessesssaseessenseenes (12.5) (10.7)
Segment Net Operating INCOMIE ..........ocveiuieiierieiieticieeteeete ettt et et e et e eteereereeeteeaneeaeennas $ 221 $ 21.2
Insurance Reserves
Mar 31, Dec 31,
(Dollars in Millions) 2014 2013
Insurance Reserves:
Future POliCyholder BENETILS..........cvovevieiiieeieeieeeeeteeceee ettt ettt ettt s e seeees $ 3,173.8 $ 3,157.7
Incurred Losses and LAE Reserves:
55§ PSPPSR 42.6 37.6
Accident and Health ...........ccoouiiiiiiiiiiiciceceeee ettt 21.3 22.2
PIOPETLY ..ottt ettt b e et b e st e b e st b e e sae e e b et ears 5.6 53
Total Incurred Losses and LAE RESEIVES .......c.cvuieiiriieiieiieiieieie ettt eee e te s seaeseesne s ens 69.5 65.1
TNSUTANCE RESEIVES ..ottt et ettt e et e ettt e et e s eaaeessateeeenaseesaaaeessntaeesnteeesaneesanreeean $ 3,2433 $§ 32228

Earned Premiums in the Life & Health Insurance segment decreased by $2.5 million for the three months ended March 31,
2014, compared to the same period in 2013. Earned premiums on life insurance decreased by $0.3 million for the three months
ended March 31, 2014, compared to the same period in 2013, as a decrease of $3.0 million from life insurance products offered
by the Kemper Home Service Companies (“KHSC”) was partially offset by an increase of $2.7 million from life insurance
products offered by Reserve National Insurance Company (“Reserve National”). Earned premiums on accident and health
insurance decreased by $1.4 million for the three months ended March 31, 2014, compared to the same period in 2013, due
primarily to lower volume of insurance resulting from the run-off of certain health insurance products, partially offset by higher
volume of supplemental health insurance products and higher average premium. Earned premiums on property insurance
decreased by $0.8 million for the three months ended March 31, 2014, compared to the same period in 2013, due primarily to
lower volume of insurance.

Net Investment Income decreased by $2.8 million for the three months ended March 31, 2014, compared to the same period in

2013, due primarily to lower investment income from Equity Method Limited Liability Investments, lower investment income

from real estate investments and lower book yields on fixed maturities, partially offset by a higher level of investments in fixed
maturities. Net investment income from Equity Method Limited Liability Investments was $0.7 million for the three months
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ended March 31, 2014, compared to $2.3 million for the same period in 2013. Net investment income from real estate in the
first quarter of 2013 included income from the early termination of one tenant’s lease.

Operating Profit in the Life & Health Insurance segment was $34.6 million before taxes for the three months ended March 31,
2014, compared to $31.9 million for the same period in 2013. Policyholders’ Benefits and Incurred Losses and LAE decreased
by $5.9 million in 2014 due primarily to lower policyholders’ benefits on life insurance, lower catastrophe losses and LAE,
lower underlying losses on property insurance, partially offset by higher incurred accident and health insurance losses.
Policyholders’ benefits on life insurance were $68.1 million in 2014, compared to $70.6 million in 2013, a decrease of $2.5
million. Policyholders’ benefits on life insurance decreased due primarily to lower death claims related to insurance policies
issued by KHSC, partially offset by the higher volume of insurance from policies issued by Reserve National. Death claims
related to insurance policies issued by KHSC as a percentage of related earned premiums was 44.0% in 2014, compared to
45.8% in 2013. Incurred accident and health insurance losses were $22.1 million, or 57.0% of accident and health insurance
earned premiums, in 2014, compared to $22.7 million, or 56.5% of accident and health insurance earned premiums, in 2013.
Incurred losses and LAE on property insurance were $6.8 million, or 36.0% of property insurance earned premiums, in 2014,
compared to $9.6 million, or 48.7% of property insurance earned premiums, in 2013. Underlying losses and LAE on property
insurance were $6.3 million, or 33.3% of property insurance earned premiums, in 2014, compared to $7.4 million, or 37.6% of
property insurance earned premiums, in 2013 and decreased due primarily to lower severity of insurance losses. Catastrophe
losses and LAE (excluding development) were $0.3 million in 2014, compared to $2.4 million in 2013. Insurance Expenses in
the Life & Health Insurance segment decreased by $2.1 million in 2014, compared to 2013, due primarily to lower legal costs,
lower non-deferrable career agent incentive compensation and lower service commissions, partially offset by start-up expenses
to expand Reserve National’s distribution channels.

Segment Net Operating Income in the Life & Health Insurance segment was $22.1 million for the three months ended
March 31, 2014, compared to $21.2 million in 2013.

Certain state insurance regulators, legislators and treasurers/controllers are involved in an array of initiatives that could result in
significant changes to the application of unclaimed property laws and related claims handling practices with respect to life
insurance policies. These initiatives seek, in various ways, to impose a new duty on the part of life insurers to proactively
search for deaths of their insureds. It is the Company’s position that state officials lack the legal authority to impose new
requirements where such requirements have the effect of changing the terms of existing life insurance contracts. See the
Unclaimed Property Risk Factor in Item 1A., “Risk Factors,” of Part II of this Quarterly Report on Form 10-Q, Note 12,
“Contingencies,” to the Condensed Consolidated Financial Statements and MD&A, “Liquidity and Capital Resources” for
additional information about these matters.
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Investment Results
Investment Income

Net Investment Income for the three months ended March 31, 2014 and 2013 was:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Investment Income:

Interest and Dividends on Fixed Maturities ............ccooeeieveiieioeiueeieeeeeeeceeee e $ 570 § 59.1

Dividends 0n EQUILY SECUIILIES .......eecvervieieriieieiieeieeteie ettt ste et steeae e aeseeessessaessesssesseessenseenns 7.3 8.8

ShOTt-term INVESIMENLS ........coviiviiiiiieiiitieiecteeteete ettt ettt et sre e ste b e te b e eteenbeeseeseeseesaeennesreennas 0.2 —

L0ans t0 POLICYNOIACTS .......c.eeiiiiiiieieitcie sttt ettt st esaebe s e seessenseenes 5.1 4.9

REAL ESTALE ......vicviiiieeiecteceete ettt ettt ettt ettt veeteeste e st e ebe e s e eaeesseessebeessebeesseteeaseereenns 3.2 7.4

Equity Method Limited Liability INVEStMENtS ..........ccceoirieriieieniieieeieie e 35 8.6
Total INVeStMENt INCOME.........ceciviieiiitieiicieeie ettt ettt ettt ettt et e et te e e beers e beessesreesseereenns 76.3 88.8
Investment Expenses:

REAL ESTALE ....c.viviiiiciieetec ettt ettt ettt ettt veeaseebe e st e ebe et e eteesseeraesbeessebeessenteeaseereenns 2.8 6.3

Other INVeStMENt EXPEINSES .......ceeviiiiiriieieiiieiecieeieetteieeeteteeeresteesaesseeaesaeessessaessesssensesssenseessensennns 24 1.7
Total INVEStMENt EXPEINSES......cviiuiciiitieiiitiete ettt ettt ettt ettt teeae e e beste e teess e beessesteesseeseenns 52 8.0
Net INVESIMENE INCOMIE .......cueviiiiiiiiiieiet ettt ettt ettt ettt e b e bbb e s e s essessessessesseseeseeseeseeseas $ 71.1 80.8

Net Investment Income was $71.1 million and $80.8 million for the three months ended March 31, 2014 and 2013,

respectively. Net Investment Income decreased by $9.7 million in 2014, due primarily to lower investment income from Equity
Method Limited Liability Investments, lower investment income from Fixed Maturities and lower investment income from
Dividends on Equity Securities. Investment income from Equity Method Limited Liability Investments decreased by $5.1
million due to lower investment returns. Dividends on Equity Securities decreased by $1.5 million due primarily to lower
distributions from investments in limited liability companies and limited partnerships classified as Other Equity Interests.

Interest and Dividends on Fixed Maturities decreased by $2.1 million in 2014, due primarily to lower book yields. Net

investment income from real estate decreased by $0.7 million. Net investment income from real estate in the first quarter of

2013 included income from the early termination of one tenant’s lease in 2013.
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Investment Results (continued)
Net Realized Gains on Sales of Investments

The components of Net Realized Gains on Sales of Investments for the three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,

(Dollars in Millions) 2014 2013
Fixed Maturities:

GAINS ON SALES ...ttt ettt ettt e et et e et e et e s e et eae et ese et easeteas et easeteseteenereanas $ 44 S 25.7
Equity Securities:

GAINS ON SALCS ...ttt ettt ettt ete v e etseebeeabeebeesseeteesseets e beessebeessenteenseereenns 0.8 0.4

LLOSSES 0N SALES......oeieviiiiiietieeeieecte ettt et ettt e et e ete e s treeeteestseebeeeaseebeestseeseesaseeesaesaseenteeeaseenreeans — 0.1
Real Estate:

GAINS ON SALES ....eeiieiieciieicceeie ettt ettt ettt eta et e eseesseestesseessesseessesseessesssensenssenseessenseenes — 0.6

LLOSSES 0N SALES....c.uiiuiiitieiiieiicie ettt ettt ettt ettt et ettt e v e etsesbeeateebeesbeeaeesseersebeessebeess e teeaseereenns 0.2) —
Other:

Gain on Sale 0f SUDSIAIAY ........ccveoiiiiiiieiccececee ettt ettt e aae v eans 1.6 —

GAINS ON SALES ....eevieiiiiieiceeeie ettt ettt ettt e e et et e eseesbeestesseessesseessesseessesssensenssenseessenseenes — 0.1

Net Gains on Trading SECUITHIES........c..cviiuieiiirieiieteeteete ettt ete ettt e e e eaesreesaesteessesreeeseereeseereenns — 0.2
Net Realized Gains on Sales of INVESIMENTS ........c.ocoiiiiiiiiiiiiiiciecieccee et et e $ 6.6 $ 26.9
GTOSS GAINS ON SAIES......c.vcvivieiivieiitieietieeetit ettt ettt ettt et ettt te s ese s e seebeseebeseesessetessesessesesseseesens $ 68 § 26.8
GTOSS LLOSSES ON SALES .....iviiiiiciiciicteecte ettt ettt ettt ettt e it e s reeteeaeebeetaebeersebeessenteessenreenns 0.2) 0.1
Net Gains on Trading SECUTLILIES ......c..ecvirierieiieieiieriesteieeterte et et e eses e esesseesesseessesseessessaessesssessessnens — 0.2
Net Realized Gains on Sales of INVEStMENTS ..........cc.ocieiiiiiiiiieiiie e $ 66 § 26.9

In the first quarter of 2013, the Company sold $138.5 million of Corporate Bonds and Notes in conjunction with a
comprehensive review of the prospects of each issuer in the Company’s publicly-traded corporate bond portfolio. Realized
Gains on Sales of Fixed Maturities for the three months ended March 31, 2013 include realized gains of $24.8 million from
such sales.

Net Impairment Losses Recognized in Earnings

The Company regularly reviews its investment portfolio for factors that may indicate that a decline in the fair value of an
investment is other-than-temporary. Losses arising from other-than-temporary declines in fair values are reported in the
Condensed Consolidated Statements of Income in the period that the declines are determined to be other-than-temporary. The
components of Net Impairment Losses Recognized in Earnings in the Condensed Consolidated Statements of Income for the
three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,
2014 2013

Number of Number of
(Dollars in Millions) Amount Issuers Amount Issuers
FIXEA MALULTHIES ..ottt ettt s et ee s ee e s $ (03) 1 $ (17 3
EQUILY SCCUTILIES ...vevveiiceieiiieeieiieieie ettt ste e st be e esbessaesseesaesseessenns (0.5) 6 0.2) 2
Net Impairment Losses Recognized in Earnings ............ccccoeeeveeveeieereeiiereecieeneenne. $§ (0.8) 7 8 (1.9 5
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Investment Results (continued)
Total Comprehensive Investment Gains (Losses)

Total Comprehensive Investment Gains (Losses) are comprised of Net Realized Gains on Sales of Investments and Net
Impairment Losses Recognized in Earnings reported in the Condensed Consolidated Statements of Income and unrealized
investment gains and losses that are not reported in the Condensed Consolidated Statements of Income, but rather are reported
in the Condensed Consolidated Statements of Comprehensive Income. The components of Total Comprehensive Investment
Gains (Losses) for the three months ended March 31, 2014 and 2013 were:

Three Months Ended
Mar 31, Mar 31,
(Dollars in Millions) 2014 2013
Fixed Maturities:
Recognized in Condensed Consolidated Statements of Income:
GAINS ON SALES .....viviiieeiiieietetetete ettt ettt ettt b ettt b bt se s ebesese s ebesase b sesese e s esesens $ 44 S 25.7
Net Impairment Losses Recognized in Earnings...........ccooeeiieieiiieninienieeveee e (0.3) (1.7)
Total Recognized in Condensed Consolidated Statements of Income.........c.cccoecvevvecrinenccncnennenn 4.1 24.0
Recognized in Other Comprehensive Gains (LOSSES)......cuevvieierieriinierieieeieseesie e evesreeneereens 102.3 (62.5)
Total Comprehensive Investment Gains (Losses) on Fixed Maturities...........cccceveeerevieneneneecennenne 106.4 (38.5)
Equity Securities:
Recognized in Condensed Consolidated Statements of Income:
GAINS ON SALES ...ttt sttt s b et b et b et ea et eae et ene e ae e e neeeneas 0.8 0.4
LLOSSES OI SIS ... .eeuiiiiieieeiietieiiete ettt ettt ettt et ettt e st e ste s st esse st e enseeseenseestenseeseanseeneenseennenseeneas — 0.1
Net Impairment Losses Recognized in Earnings.............cccecuvvveeviieienenieneeieneeiesieevesveeneeveenns 0.5) 0.2)
Total Recognized in Condensed Consolidated Statements of Income...........cccceverieiiriencecnnnenne. 0.3 0.1
Recognized in Other Comprehensive GAINS ..........ceeverieeieriieieniietesiesieseeseeseesseseessesaesseesesseenes 17.7 14.3
Total Comprehensive Investment Gains on Equity SeCUIItIES......c..ccvevvirierieiierieiienieeieneeeeereeve e 18.0 14.4
Real Estate:
Recognized in Condensed Consolidated Statements of Income:
GAINS 0N SAIES ...ttt e et a et b e bbbttt e sttt es e eae st ebe b e — 0.6
LLOSSES 0N SALES.....eeviieieeiieeiieeie et et e et et e e e e saeebeesabaesbeessseessaessseenseeasseenseesssaenseessseensaansseenses (0.2) —
Total Recognized in Condensed Consolidated Statements of Income..........c.ccevvevieieiriecninicncnene. 0.2) 0.6
Other:
Recognized in Condensed Consolidated Statements of Income:
Gain on Sale Of SUDSIAIATY .....ocveriieiiiieiet ettt et sse e seenees 1.6 —
GAINS 0N SAIES ...ttt ettt a bbbt bbbt e st et et se e st st ebe b e — 0.1
Trading SecuritieS NEt GaAINS.......c..ccveevieiiierieiiereeceeere et ete et eereeteeereeteereetseereereeeseesseereensesseeneas — 0.2
Total Recognized in Condensed Consolidated Statements of Income............cccceevevivcienieiinieiennenn, 1.6 0.3
Total Comprehensive Investment Gains (LOSSES)......eoveueieiriieieiriirieeieeieseestesesteseeeeeeeeseeeeene e eneenes § 1258 § (23.2)
Recognized in Condensed Consolidated Statements of INCOME..........c.oceeevieieiiiiieiicieceeieereeeere $ 58 % 25.0
Recognized in Other Comprehensive INCOME (LLOSS) ....c.eevvieeieriieieniieieseeie sttt 120.0 (48.2)
Total Comprehensive Investment Gains (LOSSES).......c.cveierieierieieiieierieteceeeteeteeteee oo eesese e eveenas $§ 1258 $ (23.2)
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Investment Quality and Concentrations

The Company’s fixed maturity investment portfolio is comprised primarily of high-grade municipal, corporate and agency
bonds. At March 31, 2014, 93% of the Company’s fixed maturity investment portfolio was rated investment grade, which is
defined as a security having a rating of AAA, AA, A or BBB from Standard & Poor’s (“S&P”); a rating of Aaa, Aa, A or Baa
from Moody’s Investors Service (“Moody’s”); a rating of AAA, AA, A or BBB from Fitch Ratings (“Fitch™); or a rating from
the National Association of Insurance Commissioners (“NAIC”) of 1 or 2.

The following table summarizes the credit quality of the Company’s fixed maturity investment portfolio at March 31, 2014 and
December 31, 2013:

Mar 31, 2014 Dec 31, 2013
NAIC Fair Value Percentage Fair Value Percentage
Rating S&P Equivalent Rating in Millions of Total in Millions of Total
1 AAA AA, A $ 3,139.9 68.0% $ 3,128.1 68.4%
2 BBB e e 1,148.0 24.9 1,119.9 24.5
3-4 BB, B 121.3 2.6 144.6 3.1
5-6 CCC OF LOWET ..ttt 210.3 4.5 182.4 4.0
Total Investments in Fixed Maturities ............coceverereneneieneecnencncnene, $§ 4,619.5 100.0% $ 4,575.0 100.0%

Gross unrealized losses on the Company’s investments in below-investment-grade fixed maturities were $4.6 million and $5.5
million at March 31, 2014 and December 31, 2013, respectively.

At March 31, 2014, the Company had $145.0 million of bonds issued by states and political subdivisions that had been pre-
refunded with U.S. government and government agencies obligations held in trust for the full payment of principal and interest.
At March 31, 2014, the Company had $1,219.1 million of investments in bonds issued by states and political subdivisions,
commonly referred to as “municipal bonds,” that had not been pre-refunded, of which $84.7 million were enhanced with
insurance from monoline bond insurers. The Company’s municipal bond investment credit-risk strategy is to focus on the
underlying credit rating of the issuer and not to rely on the credit enhancement provided by the monoline bond insurer when
making investment decisions. To that end, the underlying rating of over 95% of the Company’s entire municipal bond portfolio
that has not been pre-refunded is AA or higher.

The following table summarizes the fair value of the Company’s investments in governmental fixed maturities at March 31,
2014 and December 31, 2013:

Mar 31, 2014 Dec 31, 2013
Percentage Percentage
of Total of Total
(Dollars in Millions) Fair Value Investments Fair Value Investments
U.S. Government and Government Agencies and Authorities.................. § 3573 55% § 3622 5.9%
Pre-refunded with U.S. Government and Government Agencies and
Authorities Held in Trust.........cccoeceeieiiinieecee e 145.0 2.2 162.6 2.6

SHALES ..ttt ettt e et e e ae e e et e e e eate e eeataeeateaaan 602.5 9.3 629.1 10.2
Political SUDAIVISIONS ......ccveeiuiiiiieiiieiiecee ettt ettt e 132.3 2.0 128.1 2.1
Revenue BONAS ........c.oooviiiiiiiiiiecee e 484.3 7.5 441.2 7.2
Total Investments in Governmental Fixed Maturiti€s ........ccccceeevvenveeeenn. $ 1,7214 26.5% $ 1,723.2 28.0%

The Company’s short-term investments primarily consist of overnight repurchase agreements, money market funds and U.S.
Treasuries. At March 31, 2014, the Company had $165.0 million invested in overnight repurchase agreements primarily
collateralized by securities issued by the U.S. government, $187.2 million invested in money market funds which primarily
invest in U.S. Treasury securities and $132.4 million of U.S. Treasury bills. At the time of borrowing, the repurchase
agreements generally require the borrower to provide collateral to the Company at least equal to the amount borrowed from the
Company. The Company bears some investment risk in the event that a borrower defaults and the value of collateral falls below
the amount borrowed.
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Investment Quality and Concentrations (continued)

The following table summarizes the fair value of the Company’s investments in non-governmental fixed maturities by industry
at March 31, 2014 and December 31, 2013:

Mar 31, 2014 Dec 31,2013
Percentage Percentage
of Total of Total

(Dollars in Millions) Fair Value Investments Fair Value Investments
MaNUFACTUTINE ... .euveevieniieeieie ettt ettt ettt e s e s eseennenseennas $ 1,197.8 18.5% $ 1,196.9 19.5%
Finance, Insurance and Real EState ..........c...occceeviiiiiieiiicieeeee e 779.2 12.1 767.9 12.5
Transportation, Communication and Utilities..........c.ccocevvevveneicnnccnncnenne. 326.6 5.1 306.7 5.0
SEIVICES ...ouvieurierieeiietiete ettt et e st et et et e s te e b e etseseeteesseessesseessesrnensesssessenseens 281.3 4.4 277.5 4.5
IMIIUIIE .ttt ettt ettt e b e s e st e enbesseensesseenseeneensesnnenseennas 146.3 23 143.1 23
Retail Trade........ccovievieiieieiiciecece ettt 74.2 1.1 75.6 1.2
Wholesale Trade...........ccovieiierierieiieie e 64.9 1.0 60.7 1.0
Agriculture, Forestry and Fishing............cccccooivvievieiinieiccceceeeen, 23.5 0.4 18.8 0.3
(011515, TP SUR 43 0.1 4.6 0.1
Total Investments in Non-governmental Fixed Maturities........................ $ 2,898.1 45.0% $ 2,851.8 46.4%

Seventy-nine companies comprised more than 75% of the Company’s fixed maturity exposure to the Manufacturing industry at
March 31, 2014, with the largest single exposure, Merck & Co., comprising 2.6%, or $30.7 million, of the Company’s fixed
maturity exposure to such industry. Thirty-nine companies comprised more than 75% of the Company’s exposure to the
Finance, Insurance and Real Estate industry at March 31, 2014, with the largest single exposure, Wells Fargo & Company,
comprising 4.5%, or $34.7 million, of the Company’s exposure to such industry.

The following table summarizes the fair value of the Company’s ten largest investment exposures, excluding investments in
U.S. Government and Government Agencies and Authorities and Pre-refunded Municipal Bonds, at March 31, 2014:

Percentage
Fair of Total
(Dollars in Millions) Value Investments
Fixed Maturities:
States and Political Subdivisions:
TEXAS ..vveveeve ettt ettt ettt et e et e et e et et et et et et et e st aeeteeteeteetseteeteeteeteeteeteteete s et et et easertersertersersereereeaas $ 92.3 1.4%
(0510 T PRSPPI 77.4 1.2
FLOTIAA ...ttt ettt ettt s et e e te e b e e te e b e ess e beesaesbeeseesaeensesaeensessnessessnens 67.3 1.0
(6T} T PRSP TRPSRUP 61.6 1.0
COLOTAAOD. ... ettt ettt ettt ettt e e e e s te e b e s beesbeetaesbeessesbeessasbeesaeebeesaesreenbesreensesraenseesnens 56.7 0.9
IMHCRIZAN ...ttt ettt et s et e st e e et e e s e eseenseessanseensesseensesseensesseensesseensensnens 51.7 0.8
LOUISIANA. ......eeivieiiiitieie ettt ettt et ettt et e ste e e e s te e b e steesbeetaesbeessasseessasseessaaseeseesseensesseessesssessessnans 50.9 0.8
WASHINZEON ...ttt ettt sttt e st et e st e s s e esbe s e ens et eenseeseenseeneenseeneenseannes 49.8 0.8
Equity Method Limited Liability Investments:
Tennenbaum Opportunities Fund V, LLC..........cccoiiiiirieiiiceee e 72.9 1.1
ViIntage FUNA IV, LP..c.oooiiiiiiee ettt ettt v ettt sae b s ae b e sanebesnnens 51.8 0.8
) TSRS $§ 6324 9.8%
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Investments in Limited Liability Companies and Limited Partnerships

The Company owns investments in various limited liability investment companies and limited partnerships that primarily invest
in distressed debt, mezzanine debt and secondary transactions. The Company’s investments in these limited liability investment
companies and limited partnerships are reported either as Equity Method Limited Liability Investments, or Other Equity
Interests and included in Equity Securities, depending on the accounting method used to report the investment. Additional
information pertaining to these investments at March 31, 2014 and December 31, 2013 is presented below:

Unfunded
Commitment Reported Value
Mar 31, Mar 31, Dec 31,
Asset Class 2014 2014 2013

Reported as Equity Method Limited Liability Investments at Cost Plus

Cumulative Undistributed Earnings:

DASIESSEA DEDL.......cvieivtieiiieieiieeteteeet ettt $ — S 1169 $ 126.1

Mezzanine DEbt.......cc.coviiiiiiiiiiiiieeeee s 25.5 533 46.0

Secondary TranSactions ............cc.eceevveeeerreeeeriieeesreeeesreeseesreesaesreesesreessessnens 17.5 51.8 54.0

SENIOL DEDL ... — 7.3 7.5

GrowWth EQUILY ..ouviiviiiiciicieceeee ettt — 5.7 7.8

Leveraged BUYOUL........cc.ooieiirieieeeee ettt 0.2 4.0 3.7
Total Equity Method Limited Liability Investments...........c.cccevevvieveneeiennnnnen. 43.2 239.0 245.1
Reported as Other Equity Interests at Fair Value:

Mezzanine DEbt..........cccveviieiiiiieiicieie ettt 68.4 70.4 63.8

Distressed DEbt.......oeiiiiiiieieeee s 42 17.5 14.4

SENIOT DIEDL ..ottt ettt st naens 22.1 14.0 15.0

Secondary TranSaCtiONS ............ccveiveevveereerreereeereeeeereeeeereeseeereeeseereeeseereesseesnens 15.5 13.8 13.7

Hedge FUNd.......coooiiiicece et — 12.5 12.5

Leveraged BUYOUL.........ccviiiiiiiiciicceeeeeste et 35 10.0 9.9

REAL ESLALE ... — 6.9 6.3

ONCT .ttt ettt neene s enas 2.4 42.2 38.3
Total Reported as Other Equity Interests at Fair Value..........ccccccoovveveviniennnnnn. 116.1 187.3 173.9
Total Investments in Limited Liability Companies and Limited Partnerships.... $ 1593 $ 4263 $ 419.0

While the Company’s investments in any particular fund may increase over the next several years as the Company funds its
commitments, the Company expects that the aggregate amount invested in these funds will remain relatively steady as existing
investments held by the funds either mature or are realized and the proceeds distributed to the Company.

Interest and Other Expenses

Interest and Other Expenses was $22.7 million for the three months ended March 31, 2014, compared to $23.8 million for the
same period in 2013. Interest and Other Expenses decreased by $1.1 million due primarily to lower postretirement benefit costs
partially offset by higher compensation expense and higher interest expense.

Income Taxes

The Company’s effective income tax rate from continuing operations differs from the Federal statutory income tax rate due
primarily to the effects of tax-exempt investment income and dividends received deductions. Tax-exempt investment income
and dividends received deductions were $6.3 million for the three months ended March 31, 2014, compared to $9.4 million for
the same period in 2013.
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Recently Issued Accounting Pronouncements

All recently issued accounting pronouncements with effective dates prior to April 1, 2014 have been adopted by the Company.
There were no adoptions in the three months ended March 31, 2014 that had a material impact on the Condensed Consolidated
Financial Statements. Refer to Note 2 in the Notes to the Consolidated Financial Statements in Kemper’s 2013 Annual Report
for additional discussion of recently adopted accounting pronouncements. All other recently issued accounting
pronouncements with effective dates after March 31, 2014 are not expected to have a material impact on the Company.

Liquidity and Capital Resources

Kemper has a four-year, $225.0 million, unsecured, revolving credit agreement, expiring March 7, 2016. The credit agreement
provides for fixed and floating rate advances for periods up to six months at various interest rates. The credit agreement
contains various financial covenants, including limits on total debt to total capitalization, consolidated net worth and minimum
risk-based capital ratios for Kemper’s largest insurance subsidiaries, United Insurance and Trinity. Proceeds from advances
under the credit agreement may be used for general corporate purposes, including repayment of existing indebtedness. There
were no outstanding borrowings at March 31, 2014 under the credit agreement.

In December 2013, United Insurance and Trinity became members of the FHLB of Chicago and Dallas, respectively. The
FHLB memberships provide United Insurance and Trinity with access to additional sources of liquidity and consequently
reduce the need for such liquidity at the parent company level. Effective December 31, 2013, Trinity and the FHLB of Dallas
entered into agreements pursuant to which Trinity may obtain advances from the FHLB of Dallas. On March 18, 2014, United
Insurance and the FHLB of Chicago entered into agreements pursuant to which United Insurance may obtain advances from the
FHLB of Chicago. Advances from the FHLB of Dallas and Chicago are subject to collateral requirements as specified in the
respective agreements with Trinity and United Insurance. There were no advances from the FHLB of Dallas or Chicago
outstanding at March 31, 2014 or December 31, 2013.

On February 27, 2014, Kemper issued $150.0 million of its 7.375% subordinated debentures due February 27, 2054. Kemper
issued the 2054 Subordinated Debentures for proceeds of $144.2 million, net of transaction costs, for an effective yield of
7.69%. See Note 4, “Debt” to the Condensed Consolidated Financial Statements. The Company intends to use the net proceeds
from the sale of the debentures for working capital and other general corporate purposes, which may include retirement of a
portion of the Company’s existing debt on or before its scheduled maturity date.

Various state insurance laws restrict the ability of Kemper’s insurance subsidiaries to pay dividends without regulatory
approval. Such insurance laws generally restrict the amount of dividends paid in an annual period to the greater of statutory net
income from the previous year or 10% of statutory capital and surplus. Kemper’s direct insurance subsidiaries did not pay
dividends to Kemper during the first three months of 2014. On May 1, 2014 Trinity paid a dividend of $100 million to Kemper.
Kemper estimates that its direct insurance subsidiaries would be able to pay an additional $117.0 million in dividends to
Kemper during the remainder of 2014 without prior regulatory approval, of which Kemper estimates the insurance subsidiaries
will pay $79 million.

During the first three months of 2014, Kemper repurchased 0.2 million shares of its common stock at an aggregate cost of $8.3
million in open market transactions. Kemper paid a quarterly dividend to shareholders of $0.24 per common share in the first
quarter of 2014. Dividends and dividend equivalents paid were $13.3 million for the three months ended March 31, 2014.

Kemper directly held cash and investments totaling $255.9 million at March 31, 2014, compared to $156.7 million at
December 31, 2013. Sources available for the repayment of indebtedness, repurchases of common stock, future shareholder
dividend payments and the payment of interest on Kemper’s senior notes and subordinated debentures include cash and
investments directly held by Kemper, receipt of dividends from Kemper’s insurance subsidiaries and borrowings under the
credit agreement.

The primary sources of funds for Kemper’s insurance subsidiaries are premiums, investment income and proceeds from the
sales and maturity of investments. The primary uses of funds are the payment of policyholder benefits under life insurance
contracts, claims under property and casualty insurance contracts and accident and health insurance contracts, the payment of
commissions and general expenses and the purchase of investments. Generally, there is a time lag between when premiums are
collected and when policyholder benefits and insurance claims are paid. Changes in the legal environment relative to
application of state unclaimed property laws and related insurance claims handling practices could result in changes in the
manner in which Kemper’s life insurance companies administer life insurance death benefits and escheat unclaimed benefits to
the states, and could have a significant effect on, including decreasing such time lag due to an acceleration of, the payment and/
or remittance of such benefits to the states under their unclaimed property laws relative to what is currently contemplated by
Kemper. See the Company’s Risk Factor set forth in Item 1A. of Part II of this Quarterly Report on Form 10-Q, Note 12,
“Contingencies,” to the Condensed Consolidated Financial Statements and the section of this MD&A entitled “Life & Health
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Insurance” for additional information on these matters. During periods of growth, insurance companies typically experience
positive operating cash flows and are able to invest a portion of their operating cash flows to fund future policyholder benefits
and claims. During periods in which premium revenues decline, insurance companies may experience negative cash flows from
operations and may need to sell investments to fund payments to policyholders and claimants. In addition, if the Company’s
property and casualty insurance subsidiaries experience several significant catastrophic events over a relatively short period of
time, investments may have to be sold in advance of their maturity dates to fund payments, which could result in either
investment gains or losses. Management believes that its property and casualty insurance subsidiaries maintain adequate levels
of liquidity in the event that they experience several future catastrophic events over a relatively short period of time.

Net Cash Provided by Operating Activities was $37.1 million for the three months ended March 31, 2014, compared to Net
Cash Provided by Operating Activities of $81.3 million for the same period in 2013.

Net Cash Provided by Financing Activities increased by $143.4 million for the three months ended March 31, 2014, compared
to the same period in 2013, due primarily to net proceeds of $144.2 million related to the issuance of the 2054 Subordinated
Debentures. Kemper used $7.7 million of cash during the first three months of 2014 to repurchase shares of its common stock,
compared to $6.5 million of cash used to repurchase shares of its common stock in the same period of 2013. Kemper used
$13.3 million of cash to pay dividends for the three months ended March 31, 2014, compared to $14.0 million of cash used to
pay dividends in the same period of 2013. The quarterly dividend rate was $0.24 per common share for the first quarter of 2014
and each quarter of 2013.

Cash available for investment activities in total is dependent on cash flow from Operating Activities and Financing Activities
and the level of cash the Company elects to maintain. Net Cash Used by Investing Activities increased by $101.9 million for
the three months ended March 31, 2014, compared to the same period of 2013. Sales of Fixed Maturities exceeded Purchases of
Fixed Maturities by $90.2 million for the three months ended March 31, 2014. Purchases of Fixed Maturities exceeded Sales of
Fixed Maturities by $10.0 million for the same period in 2013. Purchases of Equity Securities exceeded Sales of Equity
Securities by $31.9 million for the three months ended March 31, 2014, compared to $15.8 million for the same period in 2013.
Net cash used by acquisitions of short-term investments was $224.8 million for the three months ended March 31, 2014,
compared to $36.3 million for the same period in 2013.

Critical Accounting Estimates

Kemper’s subsidiaries conduct their operations in two industries: property and casualty insurance and life and health insurance.
Accordingly, the Company is subject to several industry-specific accounting principles under GAAP. The preparation of
financial statements in accordance with GAAP requires the use of estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. The process of estimation is inherently uncertain. Accordingly,
actual results could ultimately differ materially from the estimated amounts reported in a company’s financial statements.
Different assumptions are likely to result in different estimates of reported amounts.

The Company’s critical accounting policies most sensitive to estimates include the valuation of investments, the valuation of
reserves for property and casualty insurance incurred losses and LAE, the assessment of recoverability of goodwill, the
valuation of pension benefit obligations and the valuation of postretirement benefit obligations other than pensions. The
Company’s critical accounting policies are described in the MD&A included in the 2013 Annual Report. There has been no
material change, subsequent to December 31, 2013, to the information previously disclosed in the 2013 Annual Report with
respect to these critical accounting estimates and the Company’s critical accounting policies.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Pursuant to the rules and regulations of the SEC, the Company is required to provide the following disclosures about Market
Risk.

Quantitative Information About Market Risk

The Company’s Condensed Consolidated Balance Sheets at both March 31, 2014 and December 31, 2013 included three types
of financial instruments subject to material market risk disclosures required by the SEC:

1) Investments in Fixed Maturities;
2) Investments in Equity Securities; and
3) Debt.

Investments in Fixed Maturities and Debt are subject to material interest rate risk. The Company’s Investments in Equity
Securities include common and preferred stocks and, accordingly, are subject to material equity price risk and interest rate risk,
respectively.

For purposes of this disclosure, market risk sensitive financial instruments are divided into two categories: financial
instruments acquired for trading purposes and financial instruments acquired for purposes other than trading. The Company’s
market risk sensitive financial instruments are generally classified as held for purposes other than trading. The Company has no
significant holdings of financial instruments acquired for trading purposes. The Company has no significant holdings of
derivatives.

The Company measures its sensitivity to market risk by evaluating the change in its financial assets and liabilities relative to
fluctuations in interest rates and equity prices. The evaluation is made using instantaneous changes in interest rates and equity
prices on a static balance sheet to determine the effect such changes would have on the Company’s market value at risk and the
resulting pre-tax effect on Shareholders’ Equity. The changes chosen represent the Company’s view of adverse changes which
are reasonably possible over a one-year period. The selection of the changes chosen should not be construed as the Company’s
prediction of future market events, but rather an illustration of the impact of such possible events.

For the interest rate sensitivity analysis presented below, the Company assumed an adverse and instantaneous increase of 100
basis points in the yield curve at both March 31, 2014 and December 31, 2013 for Investments in Fixed Maturities. Such 100
basis point increase in the yield curve may not necessarily result in a corresponding 100 basis point increase in the interest rate
for all investments in fixed maturities. For example, a 100 basis point increase in the yield curve for risk-free, taxable
investments in fixed maturities may not result in a 100 basis point increase for tax-exempt investments in fixed maturities. For
Investments in Fixed Maturities, the Company also anticipated changes in cash flows due to changes in the likelihood that
investments would be called or pre-paid prior to their contractual maturity. All other variables were held constant. For preferred
stock equity securities, the Company assumed an adverse and instantaneous increase of 100 basis points in market interest rates
from their levels at both March 31, 2014 and December 31, 2013. All other variables were held constant. For Debt, the
Company assumed an adverse and instantaneous decrease of 100 basis points in market interest rates from their levels at both
March 31, 2014 and December 31, 2013. All other variables were held constant. The Company measured equity price
sensitivity assuming an adverse and instantaneous 30% decrease in the Standard and Poor’s Stock Index (the “S&P 500”) from
its levels at March 31, 2014 and December 31, 2013, respectively, with all other variables held constant. The Company’s
investments in common stock equity securities were correlated with the S&P 500 using the portfolio’s weighted-average beta of
0.95 and 0.94 at March 31, 2014 and December 31, 2013, respectively. The portfolio’s weighted-average beta was calculated
using each security’s beta for the five-year periods ended March 31, 2014 and December 31, 2013, respectively, and weighted
on the fair value of such securities at March 31, 2014 and December 31, 2013, respectively. For equity securities without
observable market inputs, the Company assumed a beta of 1.00 at March 31, 2014 and December 31, 2013. Beta measures a
stock’s relative volatility in relation to the rest of the stock market, with the S&P 500 having a beta coefficient of 1.00.
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Quantitative Information About Market Risk (continued)

The estimated adverse effects on the fair values of the Company’s financial instruments using these assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total Market

(Dollars in Millions) Fair Value Rate Risk Price Risk Risk
March 31, 2014
Assets:

Investments in Fixed Maturities $ 46195 § (307.9) § — §$ (3079

Investments in Equity SECUIItIeS........cccvevierierierieierieie e 648.3 (10.8) (142.6) (153.4)
Liabilities:

DIEDE ...t ettt ae s 826.3 27.4 — 27.4
December 31, 2013
Assets:

Investments in Fixed Maturities...........cocoovvvieveveeeeenieeeeeeeee e $ 45750 $ (300.0) $ — $  (300.0)

Investments in Equity Securities 598.5 (13.0) (119.7) (132.7)
Liabilities:

DIEDE ettt enees 667.1 17.4 — 17.4

The market risk sensitivity analysis assumes that the composition of the Company’s interest rate sensitive assets and liabilities,
including, but not limited to, credit quality, and the equity price sensitive assets existing at the beginning of the period remains
constant over the period being measured. It also assumes that a particular change in interest rates is uniform across the yield
curve regardless of the time to maturity. Interest rates on certain types of assets and liabilities may fluctuate in advance of
changes in market interest rates, while interest rates on other types may lag behind changes in market interest rates. Also, any
future correlation, either in the near term or the long term, between the Company’s common stock equity securities portfolio
and the S&P 500 may differ from the historical correlation as represented by the weighted-average historical beta of the
common stock equity securities portfolio. Accordingly, the market risk sensitivity analysis may not be indicative of, is not
intended to provide, and does not provide, a precise forecast of the effect of changes in market rates on the Company’s income
or shareholders’ equity. Further, the computations do not contemplate any actions the Company may undertake in response to
changes in interest rates or equity prices.

To the extent that any adverse 100 basis point change occurs in increments over a period of time instead of instantaneously, the
adverse impact on fair values would be partially mitigated because some of the underlying financial instruments would have
matured. For example, proceeds from any maturing assets could be reinvested and any new liabilities would be incurred at the
then current interest rates.

Qualitative Information About Market Risk

Market risk is a broad term related to economic losses due to adverse changes in the fair value of a financial instrument and is
inherent to all financial instruments. SEC disclosure rules focus on only one element of market risk - price risk. Price risk
relates to changes in the level of prices due to changes in interest rates, equity prices, foreign exchange rates or other factors
that relate to market volatility of the rate, index, or price underlying the financial instrument. The Company’s primary market
risk exposures are to changes in interest rates and equity prices.

The Company manages its interest rate exposures with respect to Investments in Fixed Maturities by investing primarily in
investment-grade securities of moderate effective duration.
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Item 4. Controls and Procedures
(a) Evaluation of disclosure controls and procedures.

The Company’s management, with the participation of Kemper’s Chief Executive Officer and Chief Financial Officer, has
evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)), as of the end of the period
covered by this report. Based on such evaluation, Kemper’s Chief Executive Officer and Chief Financial Officer have
concluded that, as of the end of such period, the Company’s disclosure controls and procedures are effective in ensuring that
information required to be disclosed by Kemper in reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported, within the time periods specified by the SEC’s rules and forms, and accumulated and
communicated to the Company’s management, including Kemper’s Chief Executive Officer and Chief Financial Officer, as
appropriate to allow timely decisions regarding required disclosure.

(b) Changes in internal controls.

There have not been any changes in the Company’s internal control over financial reporting (as such term is defined in Rules
13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report relates that have materially
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

PART II - OTHER INFORMATION
Items not listed here have been omitted because they are inapplicable or the answer is negative.
Item 1. Legal Proceedings

Information concerning pending legal proceedings is incorporated herein by reference to Note 12, “Contingencies,” to the
Condensed Consolidated Financial Statements (Unaudited) in Part I of this Form 10-Q.

Item 1A. Risk Factors

There were no significant changes in the risk factors included in Item 1A. of Part I of the 2013 Annual Report, except for the
following risk factor, which is amended and restated in its entirety as follows:

Changes in the application of state unclaimed property laws and related insurance claims handling practices, particularly
attempts by state officials to apply such changes retroactively to existing insurance policies through new laws and
regulations, examinations and audits, could result in new requirements that would have a significant effect on (including an
acceleration of) the payment and/or escheatment of life insurance death benefits and significantly increase claims handling
costs relative to what is currently contemplated by Kemper. If attempts by state officials to impose such new requirements on
existing insurance policies are successful on a wide scale, there is a potential for their collective effects to be materially
adverse to the Company’s profitability, financial position and cash flows (the “Unclaimed Property Risk Factor”).

In recent years, many states have begun to aggressively expand the application of their unclaimed property laws as they relate
to life insurance proceeds. The treasurers or controllers (collectively, “Treasurers”) of a large majority of states have engaged
private audit firms to examine the practices and procedures of life insurance companies with respect to the reporting and
remittance of proceeds associated with life insurance policies, annuity contracts and retained asset accounts under state
unclaimed property laws. Certain related measures are also being taken or considered by state insurance regulators, both
individually and collectively through the auspices of the NAIC. Some state insurance regulators have held administrative
hearings and/or have initiated market conduct examinations focused on claims handling and escheatment practices of life
insurance companies.

As a result of these audits and examinations, a number of large life insurance companies have agreed to alter historic practices
that were previously considered to be lawful and appropriate relative to claims handling and the reporting and remittance of life
insurance policy proceeds to the states under state unclaimed property laws. Based on published reports, at least thirteen life
insurance companies have entered into settlement agreements with state insurance regulators and eighteen with Treasurers.
Under the terms of these agreements, the settling insurance companies typically have agreed to establish a practice of
periodically searching for deceased insureds, even prior to the receipt of a death claim, by comparing their in-force policy
records against a database of reported deaths maintained by the Social Security Administration or a comparable database
(collectively, a “Death Master File” or “DMF”). The settlements typically apply to policies that were in force at any time since
January 1, 1992. In conducting these data comparisons against a Death Master File, the insurers are required to use complex
matching criteria which in many cases result in ambiguous matches. In such cases, the insurer must either accept such matches
as valid and escheat the related policy benefits to the states if the beneficiaries cannot be found, or assume a costly and
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administratively burdensome process of disproving any such ambiguous matches which may, in some cases, necessitate a
review of older records that are not in electronic form. All settlements to date with insurance regulators have involved payment
of monetary penalties (involving amounts ranging from about $1.9 million up to $40 million), while settlements with Treasurers
have required payment of interest on sums remitted to the Treasurers dating from the date of death of the insured (rather than
from a date linked to the insurer’s first awareness of death) and extending as far back as January 1, 1995. As hereafter
described, Kemper’s life insurance subsidiaries (the “Life Companies”) have resisted attempts to date by certain state officials
and their agents to mandate changes to the Life Companies’ claims handling and escheatment practices of the sort embodied in
the foregoing settlements and have challenged through legal proceedings the authority of such officials to require such changes.
There can be no assurances that the Life Companies will ultimately be successful in resisting such attempts or any that may
arise in the future.

Separately, the National Council of Insurance Legislators (“NCOIL”) has adopted model legislation which, if enacted by states
as proposed, would require life insurance companies to compare their in-force life insurance policy records against a Death
Master File for the purpose of proactively identifying potentially deceased insureds for whom the subject life insurance
company has not yet received a claim, including due proof of death. Eight states have enacted legislation of this type, with
varying effective dates (the “DMF Statutes”), and a ninth state, lowa, also recently passed such a statute which is awaiting
signature by the Iowa governor. Such statutes, if construed to apply to life insurance policies in force on the statute’s effective
date, could have a significant effect on, including an acceleration of, the payment of life insurance benefits to beneficiaries or,
in instances where beneficiaries could not be located, the remittance of such benefits to the states under their unclaimed
property laws. In contrast, New Mexico has enacted a version of the model legislation that applies only prospectively to life
insurance companies, like Kemper’s Life Companies, that have not previously used a Death Master File. Similarly, Georgia,
Mississippi and Alabama have enacted statutes that apply only to policies issued on or after January 1, 2015, July 1, 2015 and
January 1, 2016, respectively, without regard to prior Death Master File use. The legislature in Tennessee has passed a statute,
which is awaiting signature by the Tennessee governor, substantially similar to that in New Mexico. In addition, several other
states have also introduced some form of DMF Statute in 2014, and Kemper believes that it is likely that a number of other
states will similarly introduce legislation of this sort in future legislative sessions. Kemper cannot presently predict whether any
of such legislation will be enacted or, if enacted, exactly what form such legislation will take.

In November 2012, certain of the Life Companies filed a declaratory judgment action in Kentucky state court challenging the
validity of the Kentucky DMF Statute on statutory and constitutional grounds, insofar as it purports to impose new
requirements with respect to existing, previously issued life insurance policies. The trial court in that case denied the subject
Life Companies’ motion for summary judgment and held that the requirements of the Kentucky DMF Statute apply to life
insurance policies issued before the Kentucky DMF Statute’s January 1, 2013 effective date. The case is on appeal by the
subject Life Companies. The Kentucky Court of Appeals has issued a stay of enforcement, preventing the Kentucky DMF
Statute from being applied to the subject Life Companies’ life insurance policies issued prior to the Statute’s effective date,
pending appeal. A decision by the Court of Appeals is unlikely before the first quarter of 2015.

In July 2013, certain of the Life Companies filed a declaratory judgment action, similar to the Kentucky proceeding, in
Maryland state court challenging the validity of the Maryland DMF Statute on constitutional grounds, insofar as it purports to
impose new requirements on life insurance policies issued prior to the Statute’s October 1, 2013 effective date. The Maryland
Insurance Administration filed a motion to dismiss the action on jurisdictional grounds, contending that the Life Companies
failed to first exhaust their administrative remedies. In March 2014, the trial court granted the State’s motion. The Life
Companies have appealed the trial court’s ruling to the Maryland Court of Special Appeals. A decision by the Maryland Court
of Special Appeals is unlikely before the second quarter of 2015. The Maryland appellate courts have declined to stay
enforcement of the Maryland DMF Statute pending the appeal and the Life Companies have begun the process of complying
with the Maryland DMF Statute while they continue to pursue their appeal.

The Life Companies are the subject of an unclaimed property compliance audit (the “Treasurers’ Audit”) by a private audit firm
retained by the Treasurers of thirty-eight states (the “Audit Firm”). In July 2013, the California State Controller (the “CA
Controller”) filed a complaint for injunctive relief against the Life Companies in state court in California, seeking an order
requiring the Life Companies to produce all of their in-force insurance policy records to the Audit Firm to enable the firm to
perform a comparison of such records against a Death Master File and to ascertain whether any of the insureds under such
policies may be deceased. In December 2013, the CA Controller filed a motion for preliminary injunction seeking the same
relief. A hearing on that motion has been continued until November 2014. The Life Companies have filed a counterclaim in this
case against the CA Controller, seeking a declaration that there is no obligation under California’s unclaimed property law to
perform a Death Master File comparison and that the Audit Firm cannot obtain the Life Companies’ records for the purpose of
performing such a comparison. The CA Controller has filed a motion to dismiss the counterclaim, contending that the Life
Companies’ request for a declaratory judgment of their rights and obligations under California’s unclaimed property law is
premature and not ripe for adjudication. A hearing on that motion has also been continued by the court until November 2014.
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The Life Companies are the subject of a multi-state market conduct examination by six state insurance regulators that is focused
on the Life Companies’ claim settlement and policy administration practices, and specifically their compliance with state
unclaimed property statutes (the “Multi-State Exam”). In July 2013, the Life Companies received requests from the Illinois
Department of Insurance, as the managing lead state for the Multi-State Exam, for a significant volume of additional
information, including all of the subject Life Companies’ records of in-force policies and other information of the type
requested by the Audit Firm as part of the Treasurers’ Audit and which is the subject of the CA Controller’s complaint.

In September 2013, certain of the Life Companies filed declaratory judgment actions against the insurance regulators in four
states participating in the Multi-State Exam (Illinois, California, Pennsylvania, and Florida), asking the courts in those states to
declare that applicable insurance laws do not require life insurers to search a Death Master File to ascertain whether insureds
are deceased. The subject Life Companies are also asking the courts to declare that regulators in those states do not have legal
authority to (i) obtain life insurers’ policy records for the purpose of comparing data from those records against a Death Master
File, and/or (ii) impose payment obligations on life insurers before a claim and due proof of death have been submitted. The
Illinois Department of Insurance has filed a motion to dismiss, contending that the Life Companies’ request for a declaratory
judgment of their rights and obligations under the Illinois Insurance Code is premature and not ripe for adjudication and,
alternatively, that the Life Companies must exhaust administrative remedies before requesting such a declaratory judgment. A
hearing on the Illinois Department of Insurance’s motion is currently scheduled for May 29, 2014. The other three cases are
stayed by agreement of the parties pending the outcome of the Illinois action.

Should these various efforts by state officials succeed in retroactively imposing new claims handling and escheatment
requirements with regard to previously issued life insurance policies, they could have a material adverse effect on the
Company’s profitability, financial position and cash flows. The Company’s stance in opposition to the aforementioned actions
by state legislators, Treasurers and insurance regulators, including the Company’s initiation of the litigation described above,
also creates a risk of reputational damage to the Company among various constituencies (including its principal insurance
regulators, rating agencies, investors, insurance agents and policyholders) if the Company’s position is not ultimately
vindicated.

See Note 12, “Contingencies,” to the Condensed Consolidated Financial Statements and the sections of the MD&A entitled
“Life & Health Insurance” and “Liquidity and Capital Resources” for additional information on the litigation and regulatory
proceedings and other matters described above.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

Information pertaining to purchases of Kemper common stock for the three months ended March 31, 2014 follows.

Total Maximum
Number of Shares Dollar Value of Shares
Average Purchased as Part that May Yet Be
Total Price of Publicly Purchased Under
Number of Shares Paid per Announced Plans the Plans or Programs
Period Purchased (1) Share or Programs (1) (Dollars in Millions)
January 1 - January 31......cccccovviiiviiiiieicreeeenn, 40,142 $ 37.36 40,142 $ 110.0
February 1 - February 28..........cccoevvevieieniicieenen, 128,721 $ 36.80 106,416 $ 106.1
March 1 -March 31 ....ocoveeevoieeeeeeeeeeeeeeeeeeeeee 74,067 $ 38.78 74,067 $ 103.2

(1) On February 2, 2011, Kemper’s Board of Directors authorized the repurchase of up to $300 million of Kemper’s common
stock. The repurchase program does not have an expiration date.

Total Number of Shares Purchased in the preceding table include 22,305 shares that were withheld to satisfy tax withholding
obligations on the vesting of restricted stock awards under Kemper’s long-term equity-based compensation plans during the quarter
ended March 31, 2014. In addition to the shares withheld and purchased on the vesting of restricted stock awards, 2,038 shares
were withheld to satisfy tax withholding obligations relating to the exercise of stock appreciation rights under Kemper’s long-
term equity-based compensation plans during the quarter ended March 31, 2014. Such shares are not considered “purchased” and
are excluded from the preceding table.

Item 6. Exhibits

An Exhibit Index has been filed as part of this report on pages E-1 through E-2. Exhibit numbers correspond to the numbering
system in Item 601 of Regulation S-K.
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on
its behalf by the undersigned thereunto duly authorized.

Kemper Corporation

Date: May 8§, 2014 /S/" DONALD G. SOUTHWELL

Donald G. Southwell

Chairman, President and
Chief Executive Officer
(Principal Executive Officer)

Date: May 8§, 2014 /S/" FRANK J. SODARO

Frank J. Sodaro

Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

Date: May &, 2014 /S/" RICHARD ROESKE

Richard Roeske

Vice President and Chief Accounting Officer
(Principal Accounting Officer)
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Exhibit Index

The following exhibits are either filed as a part hereof or are incorporated by reference. Exhibit numbers followed by an
asterisk (*) indicate exhibits that are management contracts or compensatory plans or arrangements.

Exhibit
Number

Exhibit Description

Incorporated by Reference

Form

File
Number

Exhibit

Filing Date

Filed or
Furnished
Herewith

4.1

4.2

10.1

10.2%*

10.3*

10.4*

10.5*

10.6*

10.7*

10.8%*

10.9*

10.10*

10.11*

31.1

31.2

Indenture dated as of February 27, 2014, by and
between Kemper and The Bank of New York
Mellon Trust Company, N.A., as Trustee

First Supplemental Indenture dated as of
February 27, 2014, to the Indenture dated as of
February 27, 2014, by and between Kemper and
The Bank of New York Mellon Trust Company,
N.A., as Trustee (including the form of 7.375%
Subordinated Debentures due 2054)

Advances, Collateral Pledge and Security
Agreement, effective as of March 18, 2014,
between United Insurance Company of America
and the Federal Home Loan Bank of Chicago

Kemper Non-Qualified Deferred Compensation
Plan, as amended and restated effective January
1,2014

Form of Stock Option and SAR Agreement -
Installment-Vesting form under the Kemper
2011 Omnibus Equity Plan, as of February 4,
2014

Form of Stock Option and SAR Agreement -
Cliff-Vesting Form under the Kemper 2011
Omnibus Equity Plan as of February 4, 2014

Form of Time-Vested Restricted Stock Unit
Award Agreement - Installment-Vesting Form
under the Kemper 2011 Omnibus Equity Plan as
of February 4, 2014

Form of Time-Vested Restricted Stock Unit
Award Agreement - Cliff- Vesting Form under
the Kemper 2011 Omnibus Equity Plan as of
February 4, 2014

Form of Performance-Based Restricted Stock
Unit Award Agreement under the Kemper 2011
Omnibus Equity Plan, as of February 4, 2014

Kemper 2009 Performance Incentive Plan, as
amended and restated effective February 4,
2014

Form of Annual Incentive Award Agreement
under the Kemper 2009 Performance Incentive
Plan, as of February 4, 2014

Form of Multi-Year Incentive Award Agreement
under the Kemper 2009 Performance Incentive
Plan, as of February 4, 2014

Kemper Executive Performance Plan, effective
February 4, 2014

Certification of Chief Executive Officer
Pursuant to SEC Rule 13a-14(a)

Certification of Chief Financial Officer Pursuant
to SEC Rule 13a-14(a)

8-K

8-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

E-1

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

4.1

4.2

10.1

10.5

10.24

10.25

10.26

10.27

10.28

10.32

10.33

10.34

10.35

February 27, 2014

February 27, 2014

March 21, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014

February 14, 2014



Incorporated by Reference
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Exhibit File Furnished
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32.1 Certification of Chief Executive Officer X
Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002 (furnished pursuant to Item 601(b)
(32) of Regulation S-K)
322 Certification of Chief Financial Officer Pursuant X
to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of
2002 (furnished pursuant to Item 601(b)(32) of
Regulation S-K)
101.1 XBRL Instance X
101.2 XBRL Taxonomy Extension Schema Document X
101.3 XBRL Taxonomy Extension Calculation X
Linkbase Document
101.4 XBRL Taxonomy Extension Label Linkbase X
Document
101.5 XBRL Taxonomy Extension Presentation X
Linkbase Document
101.6 XBRL Taxonomy Extension Definition X
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Exhibit 31.1
CERTIFICATIONS
I, Donald G. Southwell, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Kemper Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 8§, 2014

/S/ DONALD G. SOUTHWELL
Donald G. Southwell
Chairman, President and Chief Executive Officer




Exhibit 31.2
CERTIFICATIONS
I, Frank J. Sodaro, certify that:
1. I have reviewed this quarterly report on Form 10-Q of Kemper Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report
financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.

Date: May 8§, 2014

/S/" FRANK J. SODARO
Frank J. Sodaro
Senior Vice President and Chief Financial Officer




Exhibit 32.1

Certification of CEO Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 10-Q of Kemper Corporation (the “Company”) for the three months ended
March 31, 2014 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Donald G. Southwell,

as Chief Executive Officer of the Company, hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/S/ DONALD G. SOUTHWELL
Name: Donald G. Southwell

Title: Chairman, President and Chief Executive Officer
Date: May 8, 2014




Exhibit 32.2

Certification of CFO Pursuant to
18 U.S.C. Section 1350,
as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 10-Q of Kemper Corporation (the “Company”) for the three months ended
March 31, 2014 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Frank J. Sodaro, as

Chief Financial Officer of the Company, hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the
Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/S/" FRANK J. SODARO
Name:  Frank J. Sodaro
Title: Senior Vice President and Chief Financial Officer
Date: May 8, 2014
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