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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For Quarterly Period Ended September 30, 2012
OR

O Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the Transition Period from to

Commission file number 0-18298

Kemper Corporation

(Exact name of registrant as spec1ﬁed in its charter)

Delaware 95-4255452
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
One East Wacker Drive, Chicago, Illinois 60601
(Address of principal executive offices) (Zip Code)

(312) 661-4600

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to
file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter)
during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes No O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, non-accelerated filer or a smaller
reporting company. See definition of “accelerated filer, large accelerated filer and smaller reporting company” in Rule 12b-2 of
the Exchange Act. (Check one):

Large accelerated filer Accelerated filer O

Non-accelerated filer O Smaller Reporting Company O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes O No

58,353,230 shares of common stock, $0.10 par value, were outstanding as of October 31, 2012.
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Caution Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q, including 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.

EENT3
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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, 2011 (the “2011 Annual Report”) as updated by Item 1A. of Part II of this Quarterly Report on Form 10-Q
and Kemper’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2012.

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

»  The incidence, frequency, and severity of catastrophes occurring in any particular reporting period or geographic
concentration, 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;

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

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

*  The impact of residual market assessments and assessments for insurance industry insolvencies;

*  Changes in industry trends and significant industry developments;

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

*  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 such issues arising with respect to losses incurred in
connection with hurricanes and other catastrophes;

*  Changes in ratings by credit ratings agencies;
*  Adverse outcomes in litigation or other legal or regulatory proceedings involving Kemper or its subsidiaries or affiliates;

*  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 standards to existing life insurance policies;

*  Regulatory, accounting or tax changes that may affect the cost of, or demand for, the Company’s products or services;
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Caution Regarding Forward-Looking Statements (continued)

Governmental actions, including, but not limited to, implementation of the provisions of the Patient Protection and
Affordable Care Act, the Health Care and Education Reconciliation Act of 2010 and the Dodd-Frank Act, new laws or
regulations or court decisions interpreting existing laws and regulations or policy provisions;

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

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

The level of success and costs expended in realizing economies of scale and implementing significant business
consolidations and technology initiatives;

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

Increased costs and risks related to data security;
Absolute and relative performance of the Company’s products or services; 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.
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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)
Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2012 2011 2012 2011
Revenues:
Earned PIEIMIUITIS .....ouveeeeeeeeeeeee et ee et seeere e e e eeeeeens $1,586.3 $1,637.1 $ 5273 § 543.0
Net Investment INCOME ........ccuiviiiriieniiiiieieeeee e 223.0 222.7 70.4 58.6
Other INCOME.......c.eiieieieieee et ese e enea 0.6 0.8 0.2 0.4
Net Realized Gains (Losses) on Sales of Investments.............ccccceevevennenen. 59.9 27.8 50.9 4.2)
Other-than-temporary Impairment Losses:
Total Other-than-temporary Impairment LoSSeS.........c.ccceecverrecrervenrennenen. 4.1 (6.7) 3.2) 5.0)
Portion of Losses Recognized in Other Comprehensive Income............... — — — —
Net Impairment Losses Recognized in Earnings ............cceceevecvenveeennnnen. 4.1 (6.7) 3.2 5.0)
TOtAl REVENUES. .....ooiieviiiieeie ettt ettt e et e e et e e e e e saaeesenaeeas 1,865.7 1,881.7 645.6 592.8
Expenses:
Policyholders’ Benefits and Incurred Losses and Loss Adjustment
EXPEISES ...vieniieiiiieiieee ettt sttt en 1,169.1 1,269.0 368.7 399.6
INSUTANCE EXPENSES ...uviiviiiiieciiieiiectieeie ettt ettt ettt e e sve v seveeveesane e 502.8 513.5 172.7 176.8
Interest and Other EXPenses.........c.ccvevvevieieiieieieeie e seeve e 65.4 62.0 22.7 21.4
TOtal EXPENSES ....uviiviiiiiieiieeiiecieeie ettt ettt e tv e e s b e e beesaaeebaensseeaveas 1,737.3 1,844.5 564.1 597.8
Income (Loss) from Continuing Operations before Income Taxes.................... 128.4 37.2 81.5 5.0)
Income Tax Benefit (EXPEnSe)........cc.ocueeviieuieciiirieiecieeie ettt (34.9) 0.5) (25.9) 6.1
Income from Continuing OPErations .............ceeeevvereerrereerreseesseseesseeeessenseenns 93.5 36.7 55.6 1.1
Income from Discontinued Operations.............cceeeveeueevieireevreseenreereeereereeereeneenns 8.0 13.5 0.9
NEEINCOMIE ....c.eievvieiieteteieiteteiett ettt b et b st es s sese s s sesens $ 101.5 502 § 556 § 2.0
Income from Continuing Operations Per Unrestricted Share: -
BASIC...veviiiiieteieie ettt ettt b et b bt se s s enas $ 157 061 $ 095 $§ 001
DHIULEA. ..o eeese s $ 15 $ 061 $ 095 $ 001
Net Income Per Unrestricted Share: -
BaSIC ...ttt ettt $ 171 08 $ 095 $ 0.03
DHIUERA. ..o $ 170 $ 083 $ 095 $ 003
Dividends Paid to Shareholders Per Share...........cccoooeiivienenienienieieieeeee, $ 072 $ 072 S 024§ 024

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

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Dollars in millions)

(Unaudited)
Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2012 2011 2012 2011
NEE INCOMIE ...ttt ettt ettt b et b st ese s s sese s sesesens $ 1015 § 502 § 556 $ 2.0
Other Comprehensive Income Before Income Taxes:
Unrealized Holding Gains ...........c.ccueevieiiiiieniiirieieceeecreeeeteeeeeve e 121.6 164.8 47.7 141.5
Foreign Currency Translation Adjustments..............cccoveeevereevieneesieseerienenenns 1.5 0.6 0.2 —
Amortization of Unrecognized Postretirement Benefit Costs......................... 12.0 6.5 4.4 2.1
Other Comprehensive Income Before Income Taxes.........cceveveeieieeecnennenn 135.1 171.9 523 143.6
Other Comprehensive Income Tax EXpense.........c.coeevvveeviiiienieceenieeiereenenn, (48.0) (61.2) (18.7) (51.0)
Other Comprehensive INCOME ........c.coiecierieciiiieie et 87.1 110.7 33.6 92.6
Total Comprehensive INCOME ..........ccvoveiiviieiiieiiietieeeeee e § 1886 § 1609 § 892 § 946

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.
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KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in millions, except per share amounts)

(Unaudited)
Sep 30, Dec 31,
2012 2011
Assets:
Investments:
Fixed Maturities at Fair Value (Amortized Cost: 2012 - $4,129.5; 2011 - $4,266.1)................ $ 47256 $ 4,773.4
Equity Securities at Fair Value (Cost: 2012 - $481.4; 2011 - $367.3) ..ccoecvvvevrieieiieieieene 545.7 397.3
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 267.3 306.3
Short-term Investments at Cost which Approximates Fair Value............cocooeveveneiencncncne. 2973 2474
Other INVESIMENTS ......c.eiiieiiciiciicteeee ettt ettt aeeteeaveeteeseereeseeraesbeessesaeesnens 500.1 498.3
TOtA] INVESTIMIEILS. ....vveieeeeiiiieee e ettt e et e e e et e e e e e et eeeeseeaseeesseseaaseessesaaseeesssnaseeeessssssaseesssannes 6,336.0 6,222.7
CASN ..ottt et e et ettt e ebe et e te et e re et e eteebeeraeabeerbenteeraenaeeneen 318.7 251.2
Receivables from POLICYNOLIACTS ..........cccvieeieriieieiiciet ettt 385.6 379.2
Other RECEIVADIES .......ccuiiuiiiiiciiiiicicce ettt ettt ettt et e e teeeaeere e besesesaeessesaeennens 207.6 218.7
Deferred Policy ACQUISItION COSES........ccvieieriieieriieiesiteieettesteseeeteseeessessaesesssesseessenseessesseessesseenses 306.8 294.0
GOOAWILL ...ttt et ettt et et e et e b e etbeete e st e ebeesseeteenbeeaeeseesseseersesaeessesseessens 311.8 311.8
Current and Deferred INCOME TaX ASSELS.......ccueruiicieririieriieierieeieseete et eteeeesaeseeessesnessessaesseessens 0.1 6.4
OtHET ASSCES....viieietieetiteet ettt ettt ete et ettt eeteeete et e steesbesteesbesbeesseeteesseeseenbeesseseersebeessesaeerseteensens 254.2 250.7
TOTAL ASSEES. ..neveeeeeeeeeeee et e et e e e e e e ee e ettt e e e e e seeeeesteeeeeaaeeseeeeesaseeeeeaeeesaneeeesnseeseaaeeeseeeesnaeenan $ 8,1208 §$ 7,934.7
Liabilities and Shareholders’ Equity:
Insurance Reserves:
Life and Health ..........ccooieiiiicieecee ettt st sre b esbe e sseennens $ 3,1498 §$ 3,102.7
Property and Castalty ........c.cceccvieuiiiiiiiecie ettt ettt ettt e e et eaaesteennens 981.8 1,029.1
TOtal INSUIANCE RESEIVES ....vvviiiieeieeee ettt ee et e e e e ettt eeses et teeseseaaeeeessassaeeesessssaseeessannes 4,131.6 4,131.8
Unearned PremitmsS............cveiieieiiiieiiii ettt ettt et eteesteeteeteeteeaseeteesbeeaeeeaeeraeseessesaeessesaeessens 674.3 666.2
Liabilities for INCOME TaXES.......c.cccervveriiiieriieierieeiesieete e ete e etesteesseereesseeseessessaessesssessesssessesssens 59.1 6.2
Notes Payable at Amortized Cost (Fair Value: 2012 - $678.5; 2011 - $638.7) c..cveoveevevereeenene. 611.2 610.6
Accrued Expenses and Other Liabilities..........cceviecierierienieie et esne e 440.1 403.3
TOtAl LIADIIITIES ......veeeeeiie ettt et e e et e e et e st e e eateeeeaaeeesaaeeseaeeessaaeeesneeesanaeesans 5,916.3 5,818.1
Shareholders’ Equity:
Common Stock, $0.10 Par Value, 100 Million Shares Authorized; 58,353,230 Shares Issued
and Outstanding at September 30, 2012 and 60,248,582 Shares Issued and Outstanding at
DECEMDBET 31, 2011ttt ettt e et e e e e s aa et e e e senaaeeeeeessaseeessessnnsaeeeesanes 5.8 6.0
Paid-in Capital ........c.ccoiiiiieiiiiciieece et et ere b e reesbeenaesaeeraens 722.8 743.9
Retained BarNings .......cccevuieieiiieieeiieieeeieie ettt ettt e st aessaensesseenseesaesseeneenseensenseensesneennes 1,130.8 1,108.7
Accumulated Other Comprehensive INCOME............ccvevieiiiieiiiicieceeeceeee e 345.1 258.0
Total Shareholders” EQUILY........cccveriirieriiiierie ettt ettt saeseeessesnaesnesnnesseennens 2,204.5 2,116.6
Total Liabilities and Shareholders’ EQUILY..........ccccceiiiiiiiieiiiiecieeiecieceee et $ 8,120.8 § 7,934.7

The Notes to the Condensed Consolidated Financial Statements are an integral part of these financial statements.
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KEMPER CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in millions)

(Unaudited)
Nine Months Ended
Sep 30, Sep 30,
2012 2011
Operating Activities:
INEE TICOMMIE ...ttt ettt ettt at st et e et e e se et e s e esessessensensensesseseeneaseeseeseesessessesensenes $§ 1015 % 50.2
Adjustments to Reconcile Net Income to Net Cash Provided (Used) by Operating Activities:
Increase in Deferred Policy Acquisition COSES .......eeouirueeierierieieie ettt (12.7) (10.2)
Amortization of Life Insurance in Force Acquired and Customer Relationships Acquired.............. 5.9 8.6
Equity in Earnings of Equity Method Limited Liability Investments .............ccccceeveveerenieneneeneenne (7.2) (7.2)
Distribution of Accumulated Earnings of Equity Method Limited Liability Investments................. 10.7 —
Amortization of Investment Securities and Depreciation of Investment Real Estate........................ 11.3 12.2
Net Realized Gains on Sales of INVESIMENLS .....c..iecvieiiiiiiieiiieiecie ettt esbeeene e (59.9) (28.2)
Net Impairment Losses Recognized in Earnings ...........ccoceeoevieiinieiiniereeee e 4.1 6.7
Net Gain on Sale of Portfolio of Automobile Loan Receivables...........cccoeeieeiieiiiiiienieniieiieeieens (12.9) 4.5)
Benefit fOr Loan LOSSES .......iiiuiiiiiiiiecieeiie sttt ettt et er e et e e ebe e s abe e baesabe e baessbeenbeesebeenraenenas (2.0) (34.1)
Depreciation of Property and EQUIPMENt ..........cccooieiiiiiiiiiieieeeeee et 11.1 10.4
Decrease (Increase) in Other RECEIVADIES .......cceeciiiiiiiiiiiiicciecic ettt 4.6 (2.8)
Decrease in INSUTrance RESEIVES..........occuiiiiiiiiieiiecie ettt ettt ettt e s aae e beessbeenseesebeenseenenas (1.6) (25.6)
Increase in Unearned PremMItmS ...........oocveiiiiieieiieiiciiee ettt ene 8.1 8.5
Change in INCOME TAXES......ccueereiruierieiienieeie sttt ettt ettt ettt e e e eesaeeseesaeeneesseensesseensesseeseeneeseens 10.5 (12.1)
Decrease in Accrued Expenses and Other Liabilities ........cc.cvevevierieeieniieiisieeeeec e (1.0) (8.3)
L 715153 o A\ RSP TRPSR 29.1 26.3
Net Cash Provided (Used) by Operating ACtiVILIES........ccueeierierierieie et 99.6 (10.1)
Investing Activities:
Sales and Maturities of Fixed Maturities .........cccveeuirieiiiierieiierie et 784.7 547.8
Purchases Of FIXed MatUITLIESs ........ccvieiuieeiiiitieeieeiee e eeteesteesteeeaeeteeeaeeteeseseeseeseseeseessseenseassseenseess (574.0) (577.1)
Sales Of EQUILY SECUITHIES ... ccueiuieiietietietiee ettt ettt ettt e e st e e eseeeesneenaeeneenseeneenneas 30.8 236.6
Purchases Of EQUILY SECUITHIES .....evueeiuiriieiieieiieieeic ettt e st esne et eneeneeees (118.7) (181.3)
Improvements of Investment Real EState...........ccoociiiiiiiiiiiiiicieeeee e (3.7) (4.0)
Sales of Investment Real EState ..........coeiiiieiiiieeiiec e — 0.3
Return of Investment of Equity Method Limited Liability Investments............cccccecevveiineeneneeennne. 31.8 47.7
Acquisitions of Equity Method Limited Liability Investments ...........ccccoecvevieierieiinieeceeceeeee (18.5) (17.5)
Decrease (Increase) in Short-term INVESTMENES ..........c.eeeviiiiiiiieeieeiecie et seeeree s (49.9) 282.1
Net Proceeds from Sale of Portfolio of Automobile Loan Receivables...........ccccoveereiieieniiiiniene 17.7 220.7
Receipts from Automobile Loan Receivables..........oocivieiiiieiiiieeeeeeeeeeeee e 2.0 158.6
Increase in Other INVESTMENTS .......ccuiiiiieiieeiiccieeie ettt et e e be e e e beebeesabeesbaesaseesaessseenns (8.5) (10.2)
L 13153 o A\ USRS (26.8) (19.1)
Net Cash Provided by INVEStING ACIVITIES ......eeverrieiieeieieeierie ettt ettt e e enee e eeeeees 66.9 684.6
Financing Activities:
Repayments of Certificates 0f DEPOSILS ......cveruieieriieiiiieie ettt — (321.8)
Proceeds from Issuance of Notes Payable..........cccooiiiiiiiiiiiiii e — 95.0
Repayments of NOtes Payable..........oouiiiiiiiiieieee et e — (30.0)
Common StOCK REPUICHASES.........c.eeriireieiieiee ettt ettt et ae e e ne e sneas (57.7) 21.7)
Cash Dividends Paid to SharehOlders ..........c..ccuieiiiiiiiiieeie ettt eve e beeeane e 42.9) 43.7)
Cash EXercise Of StOCK OPtiONS ......ccueeiirieierieeieeeeie sttt ettt ettt et see et e seesaeeseeeneesseeneenneas — 0.1
Excess Tax Benefits from Share-based AWards...........ccceoeiuieiirieiinieeeee e 0.2 0.2
(011115 N [ SRSt 1.4 1.2
Net Cash Used by Financing ACtIVITIES ........eiueeueriieiieiieie ettt ettt sttt e e eneeseeeeeenes (99.0) (320.7)
INCIEASE 1N CASN ...ttt ettt ettt et e et et e s et et e s et e nae e st enteeneenteeneeneene 67.5 353.8
Cash, BegINNING Of YEAT.......cccuiiieiieieie ettt ettt et ettt et seeete s et e e e s neenteeseenseeneeneens 251.2 117.2
CaSh, ENA OF PEIIOM ...ttt e et e et e e et e e et e e s eaee e s eaeessaeeesenaeeseans $ 3187 $ 471.0

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

As discussed below, the Company adopted Accounting Standards Update (“ASU”) 2010-26, Accounting for Costs Associated
with Acquiring or Renewing Insurance Contracts, on January 1, 2012 and retrospectively adjusted its financial statements for
prior periods for the impact of the adoption. On January 1, 2012, the Company also implemented a new model for allocating
capital and net investment income to its business segments. Accordingly, the Company has also reclassified certain amounts in
its segment results in the retrospectively adjusted financial statements to conform to the current presentation. The Company
accounts for Fireside Auto Finance, Inc. (“Fireside”), formerly known as Fireside Bank, and Kemper’s former Unitrin Business
Insurance operations as discontinued operations. See Note 2, “Discontinued Operations,” to the Condensed Consolidated
Financial Statements.

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 2011 Annual Report.

Accounting Standards Not Yet Adopted

The Financial Accounting Standards Board (“FASB”) issues ASUs to amend the authoritative literature in the FASB
Accounting Standards Codification (“ASC”). There have been seven ASUs issued in 2012 that amend the original text of the
ASC. The ASUs are not expected to have a material impact on the Company.

Adoption of New Accounting Standards

In October 2010, the FASB issued ASU 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance
Contracts. The standard is effective for interim and annual reporting periods beginning after December 15, 2011. The
provisions of the standard can be applied either prospectively or retrospectively. The standard amends ASC Topic 944,
Financial Services—Insurance, and modifies the definition of the types of costs incurred by insurance entities that can be
capitalized in the acquisition of new and renewal contracts. The Company adopted the standard on January 1, 2012 and applied
its provisions retrospectively. The adoption of the standard reduced consolidated shareholders’ equity by $99.5 million on
January 1, 2012. The Company’s financial statements have been retrospectively adjusted as if ASU 2010-26 had been adopted
prior to all periods presented.
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Note 1 - Basis of Presentation (continued)

The impact of the adoption of the new accounting standard on Income from Continuing Operations and Net Income and the
related basic and diluted per share amounts for the nine and three months ended September 30, 2012 is presented below:

Nine Three
Months Months
Ended Ended
Sep 30, Sep 30,
(Dollars in Millions, Except Per Share Amounts) 2012 2012
Decrease in:
Income from Continuing OPETAtiONS.............ccvevivereereriereteeteeeeteeeeteeetee et et eeeseseeseseeseseesenseseseresens $ 75 % (25
INEEIICOMIE ...ttt ettt ettt ene st et e eteeae et e et e esesa e s et enseneensenseneereenesreereenens $ 75 8 (25
Income from Continuing Operations per Unrestricted Share:
BASIC vttt ettt et et et e et et ettt et ent et e ereeneere et e ereeaeereere s $ (0.13) § (0.04)
DIIULEA ...ttt ettt ettt e e ettt e et et e e ta et e ete et e ets e teeaseeteeabeeaeeaseeaeeaseereenbearean $ (0.13) § (0.04)
Net Income Per Unrestricted Share:
BASIC ..vvevveeeee ettt ettt ettt ettt ettt ettt et s ea ettt et es ettt et et e et et tnae et erenens $ (0.13) $ (0.04)
DIIULEA ...ttt ettt ettt et te et e s be e b e e sa e s b e essesbeessesseessasseessesbeenaeeaeenaesaeensenreas $ (0.13) § (0.04)

The following line items presented in the Condensed Consolidated Statements of Income for the nine and three months ended
September 30, 2011 were affected by the adoption of the new accounting standard:

Nine Months Ended Sep 30, 2011 Three Months Ended Sep 30, 2011
As As
Originally As Effect of Originally As Effect of
(Dollars in Millions, Except Per Share Amounts) Reported Adjusted Change Reported Adjusted Change
Insurance EXpenses.........cccoecvevvieveniieeenieeeenieeeesneenn $§ 5008 $§ 5135 $§ 127 $§ 1726 $ 1768 $ 4.2
Income Tax Benefit (EXpense)........c.ccccevevveverveneennnne. $§ GBS (05 % 46 $ 46 $ 6.1 $ 1.5
Income from Continuing Operations.......................... $ 448 § 367 $ (@81 $ 38 $ I.1$ @7
NEt TNCOME.....oevveveeeeeeeeeeeeeeeee et $§ 583 § 502 § @D S 47 $ 208 (27
Income from Continuing Operations per
Unrestricted Share:
BaSIC.ciiiieieee e $§ 074 § 061 § (0.13) § 006 $§ 001 $ (0.05
Diluted......ccoooveiiieeeeeeee e $§ 074 § 061 $ (013) $ 006 $ 0.01 (0.05)
Net Income Per Unrestricted Share: -
BaSICu.uuiiiiieiee e $§ 09 § 08 § (0.13) § 008 § 003 § (0.05
DAIULE. oo § 096§ 0.83 S (0.13) § 008 $ 003 $ (0.05)

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements. The standard is effective for the first interim or annual period beginning on or after December 15, 2011. The new
standard amends the existing fair value definition and enhances disclosure requirements. The Company adopted the standard in
the first quarter of 2012 and, except for the additional disclosure requirements, the initial application of the standard did not
have an impact on the Company.
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Note 1 - Basis of Presentation (continued)

In September 2011, the FASB issued ASU 2011-08, Testing Goodwill for Impairment. The standard is effective for the first
interim or annual period beginning on or after December 15, 2011. The standard amends ASC Topic 350, Intangibles—
Goodwill and Other, and gives companies the option to first perform a qualitative assessment to determine whether it is more
likely than not that the fair value of a reporting unit is less than its carrying amount. The Company adopted the standard in the
first quarter of 2012. The initial application of the standard did not have an impact on the Company.

In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to the Presentation of
Reclassifications of Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update No. 2011-05. The
standard deferred certain paragraphs in ASU 2011-05, Comprehensive Income (Topic 220): Presentation of Comprehensive
Income, related to the presentation of reclassification adjustments but also required companies to report comprehensive income
either in a single continuous financial statement or in two separate but consecutive financial statements. The Company adopted
the standard in the first quarter of 2012. Other than the inclusion of the Condensed Consolidated Statement of Comprehensive
Income, the initial application of the standard did not have an impact on the Company.

Note 2 - Discontinued Operations

The Company accounts for Fireside and the Company’s former Unitrin Business Insurance operations as discontinued
operations. Summary financial information included in Income from Discontinued Operations for the nine and three months
ended September 30, 2012 and 2011 is presented below:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions, Except Per Share Amounts) 2012 2011 2012 2011
Interest, Loan Fees and Earned DiSCOUNTS ............ccoovviiviioiiiniiieeieeeeeeeeeeeeeeene $ — $ 318 % — 3 3.8
Other INCOME.......couiiiiiiieiieiieie ettt ettt st — 1.4 — 1.1
Net Gain on Sale of Loan Portfolios ..........ceceveerierieniieieniieieceeeecee e 12.9 4.5 0.5 4.5
Net Investment INCOME .......c.ooiiiiiiiiiiieiieeee e — 0.5 — —
Net Realized Gains on Sales of InVestments............cccceeveriecieniecieneeeieneeeene — 0.4 — —
Total Revenues Included in Discontinued Operations..............cccoevevevrevereenne. $§ 129 § 386 § 05 § 94
Income (Loss) from Discontinued Operations before Income Taxes:
Fireside:
ReSults Of OPErations ............ccvoveeveuieieueeeeeeeeeeeeeeeeeeeee e $ (02 8% 178 § — $ (2.0
Net Gain on Sale of Loan Portfolios ...........ccceeevierinienieienieieseeeeeeeee 12.9 4.5 0.5 4.5
Unitrin Business Insurance:
Change in Estimate of Retained Liabilities Arising from Discontinued
OPETALIONS ....veeevieeetieeiie e eciteere et e ebeesteeebeessaeebeessbeeseessseesseessseenseesssensenns 0.5 3.0) (0.6) (1.9
Income (Loss) from Discontinued Operations before Income Taxes................. 13.2 19.3 0.1 0.6
Income Tax Benefit (EXPENSe)......c.ccvevevuieiiirieiiiiieiecteeie ettt 5.2) (5.9) 0.1 0.3
Income from Discontinued OPerations ..............ccceeeeveeereeereeereeeereeeereerereeneneas $ 80 $ 135 % — 0.9
Income from Discontinued Operations Per Unrestricted Share:
BASIC....ouiietciieeeetetee ettt ettt ettt ettt seaesees $§ 014 § 022 § — $ 0.02
DHIULEA. ..o $ 014 S 02 S — $ 002

During 2011, Fireside sold its active portfolio of automobile loan receivables at a gain of $4.5 million, net of transaction and
other costs, while retaining its inactive portfolio of loans that had been previously charged-off (the “Inactive Portfolio”). The
Inactive Portfolio was not carried on the Company’s Condensed Consolidated Balance Sheet. During 2012, Fireside sold $283
million of loans in the Inactive Portfolio at a gain of $12.9 million, net of transaction, shutdown and other costs of $13.3
million, of which $4.7 million was unpaid at September 30, 2012.
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Note 2 - Discontinued Operations (continued)

The Company has retained Property and Casualty Insurance Reserves for unpaid insured losses of its former Unitrin Business
Insurance operations that occurred prior to June 1, 2008, the effective date of the sale of such operations. Property and Casualty
Insurance Reserves reported in the Company’s Condensed Consolidated Balance Sheets include $110.0 million and $125.6
million at September 30, 2012 and December 31, 2011, respectively, for such retained liabilities. Changes in the Company’s
estimate of such retained liabilities after the sale are reported as a separate component of the results of discontinued operations.

Note 3 - Investments

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at September 30, 2012 were:

Gross Unrealized

Amortized

(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities................... $§ 4063 $ 506 $ 03) § 456.6
States and Political SUbAiVISIONS ...........cccuvvviiiiiiiieiieiee e 1,280.6 155.4 — 1,436.0
Corporate Securities:

Bonds and NOLES .......ooovviiiiiiiiiiie et 2,399.8 393.2 (6.4) 2,786.6

Redeemable Preferred StOCKS ........ooovveeiieciiiiiiceecieceece e 38.6 33 0.2) 41.7

Mortgage and Asset-backed...........coevvieiiiiiieriiiiee e 4.2 1.0 0.5) 4.7
Investments in Fixed Maturities.........ooveoveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees $ 41295 $§ 6035 $ (7.4) $ 47256

Included in the fair value of Mortgage and Asset-backed investments at September 30, 2012 are $2.9 million of collateralized
debt obligations, $1.5 million of non-governmental residential mortgage-backed securities and $0.3 million of other asset-
backed securities.

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2011 were:

Gross Unrealized

Amortized

(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities.................. § 4394 % 523 § — $ 4917
States and Political SUbAiVISIONS ...........cceeevieieviieieiiieieceecie e 1,705.0 148.4 (0.8) 1,852.6
Corporate Securities:

Bonds and NOLES ......ccecveiiieiiiiciecieet ettt 2,040.1 311.6 9.4) 2,342.3

Redeemable Preferred StOCKS ........oovvveeiieiiiiiiiceecieceeec e 76.7 5.1 (0.1) 81.7

Mortgage and Asset-backed..........cccoevvieuiiciiiieiiiiee e 4.9 1.0 (0.8) 5.1
Investments 1IN Fixed MaturitieS.......coovvuvieeeeieerieeeeeeeeeeeeeeeeeeeeeeeeeseeeeeeeena $ 42661 $ 5184 §$ (11.1) $§ 47734

Included in the fair value of Mortgage and Asset-backed investments at December 31, 2011 are $2.9 million of collateralized
debt obligations, $1.7 million of non-governmental residential mortgage-backed securities, $0.4 million of other asset-backed
securities and $0.1 million of commercial mortgage-backed securities.

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at September 30, 2012 by
contractual maturity were:

Amortized

(Dollars in Millions) Cost Fair Value

DUE 1N ONE YEAT OF LLESS ..vvvivieeetieeeteeeteeeetee ettt ettt ettt ee et seese e ete e et eneete s ete s ese s eseeseneesens $ 498 $ 499
Due after One Year t0 FIVE YEaIS......ccicciiieiieiieiecieieeiete ettt sttt eneenes 549.1 581.8
Due after FIVe Years t0 TN YEaAIS......oiiuiiiiieieieiie ettt eee et e e e e e s saaeesenaeesenaeessneeean 1,045.6 1,160.7
DTSN (=) W 3 1 R = 1 - SRR 2,271.1 2,695.9
Asset-backed Securities Not Due at a Single Maturity Date ...........cccovveeieiieieniriieseeeeeeeeee e 213.9 237.3
Investments in FIXEd MAtUITTIES .........ooivviii ittt e eeeee et eeena e e eaaeeesnaeesnnreessnneessneeeas $ 41295 $ 4,725.6
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Note 3 - Investments (continued)

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 September 30, 2012 consisted of securities issued by the Government
National Mortgage Association with a fair value of $209.9 million, securities issued by the Federal National Mortgage
Association with a fair value of $22.0 million, securities issued by the Federal Home Loan Mortgage Corporation with a fair
value of $0.7 million and securities of other issuers with a fair value of $4.7 million.

Other Receivables at September 30, 2012 includes a receivable of $5.1 million for sales of Investments in Fixed Maturities that
settled in October 2012. Accrued Expenses and Other Liabilities at September 30, 2012 includes a payable of $23.3 million for
purchases of Investments in Fixed Maturities that settled in October 2012. There were no unsettled sales or purchases of
Investments in Fixed Maturities at December 31, 2011.

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at September 30, 2012
were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real Estate............ccccooveeeieieeveeeieiieeeeee, $ 804 $ 45 $ 0.2) $ 84.7
Other INAUSEIIES ....ecvveiieiieieeieieeeeteet ettt seeae e eeaens 18.4 3.9 0.1) 22.2
Common Stocks:
MaNUFACTUTIIE ...cvveveeieeiieieeeeeie ettt ettt e st aeseesessaensessaensesnnens 66.5 23.9 0.2) 90.2
Other INAUSEIIES ....evveiiiieieeieiece ettt sae e b eeaens 65.0 13.0 0.9 77.1
Other Equity Interests:
Exchange Traded Funds...........ccccoeieoiinieciinieeciee e 144.6 7.2 — 151.8
Limited Liability Companies and Limited Partnerships....................... 106.5 15.0 (1.8) 119.7
Investments in EQuity SECUITLIES. ........ocovvvvevivieiriererieiieeereeeeeeereeee v $§ 4814 § 675 $ (32) § 5457

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at December 31, 2011
were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real EState............ccccocueoveveieieeeceeeieeeeeeee $ 944 $ 1.0 § 87 $ 86.7
Other INAUSTIIES ....eoueeeeeiieieeieieeee et 18.0 2.6 (0.1) 20.5
Common Stocks:
MaNUFACTUTIIE ...enveeeeiieiieieeitete ettt st 64.6 18.9 (0.1) 83.4
Other INAUSEIIES ....eueeeieiieieeeieeee e e 41.4 7.4 (1.8) 47.0
Other Equity Interests:
Exchange Traded Funds............cocoiieiiniiiiniiiiiecececeees 66.0 0.6 — 66.6
Limited Liability Companies and Limited Partnerships..........c.cc.c...... 82.9 11.7 (1.5) 93.1
Investments in EQUity SECUILIES. ......c.civvevirveriieeiiieicieeeeeceeeree e $§ 3673 § 422 $  (122) $ 3973
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Note 3 - Investments (continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at September 30, 2012
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...................... $ 40.0 $ 0.3) $ — 3 — 3 40.0 $ (0.3)
States and Political Subdivisions................ — — 0.7 — 0.7 —
Corporate Securities:
Bonds and Notes .........cccceceeeveecvieenneenne. 172.3 3.3) 40.3 3.1) 212.6 (6.4)
Redeemable Preferred Stocks ............... — — 0.7 0.2) 0.7 0.2)
Mortgage and Asset-backed.................. 0.1 — 2.5 0.5) 2.6 0.5)
Total Fixed Maturities............ccceeveevennenne. 212.4 3.6) 44.2 (3.8) 256.6 (7.4)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... — — 2.3 0.2) 2.3 0.2)
Other Industries.........cccccveeeeveereeneenene. 0.9 — 3.7 0.1 4.6 0.1
Common Stocks:
Manufacturing..........ccceeeveeveecreereeneenenne. 2.3 0.2) — — 2.3 0.2)
Other Industries..........cccoeeveeeviecneeennenne. 4.7 (0.3) 2.8 (0.6) 7.5 (0.9)
Other Equity Interests:
Limited Liability Companies and
Limited Partnerships............cccu....... 8.0 (0.8) 11.1 (1.0) 19.1 (1.8)
Total Equity Securities............ccoeveerveereevennnnne. 15.9 (1.3) 19.9 (1.9 35.8 3.2)
TOtal.ceeieeeeeeeee e $§ 2283 § “49) $ 64.1 $ 578 2924 $ (10.6)

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.

Unrealized losses on fixed maturities, which the Company has determined to be temporary at September 30, 2012, were $7.4
million, of which $3.8 million is related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were no unrealized losses at September 30, 2012 related to securities for which the Company has recognized credit
losses in earnings in the preceding table under either the heading “Less Than 12 Months” or the heading “12 Months or
Longer.” Included in the preceding table under the heading “12 Months or Longer” are unrealized losses of $0.1 million at
September 30, 2012 related to securities for which the Company has previously recognized foreign currency losses in earnings.
Investment-grade fixed maturity investments comprised $2.3 million and below-investment-grade fixed maturity investments
comprised $5.1 million of the unrealized losses on investments in fixed maturities at September 30, 2012. Unrealized losses for
below-investment-grade fixed maturities included unrealized losses totaling $0.1 million for one issuer that the Company
previously recognized foreign currency impairment losses in earnings. For the other remaining below-investment-grade fixed
maturity investments in an unrealized loss position, the unrealized loss amount, on average, was 4% of the amortized cost basis
of the investment. At September 30, 2012, 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 recovery of its amortized cost basis, which
may be at maturity. Based on the Company’s evaluation at September 30, 2012 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 recovery of 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.
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Note 3 - Investments (continued)

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.

The majority of the Company’s preferred stocks in an unrealized loss position at September 30, 2012 were perpetual preferred
stocks of financial institutions and public utilities. The Company considers the debt-like characteristics of perpetual preferred
stocks along with issuer ratings when evaluating impairment. All such preferred stocks paid dividends at the stated dividend
rate during the twelve-month period preceding the evaluation date. The Company concluded that the declines in the fair values
of these perpetual preferred stocks were temporary in nature, largely driven by market conditions, and since the Company
intends to hold the securities until recovery, these investments were not considered to be other-than-temporarily impaired at
September 30, 2012. The Company concluded that the unrealized losses on its investments in common stocks at September 30,
2012 were temporary based on 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 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 the limited liability partnerships also exhibit debt-like characteristics which, among other
factors, the Company 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 September 30, 2012.
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Note 3 - Investments (continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at December 31, 2011 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...................... $ 13§ — $ — 3 — $ 13§ —
States and Political Subdivisions................ 2.0 — 12.0 (0.8) 14.0 (0.8)
Corporate Securities:
Bonds and Notes .........cccceceeeveecvieenneenne. 169.6 (5.1) 74.7 4.3) 244.3 9.4)
Redeemable Preferred Stocks ............... 0.6 0.1 0.1 — 0.7 0.1
Mortgage and Asset-backed.................. — — 2.7 (0.8) 2.7 (0.8)
Total Fixed Maturities..........cccceeeeveereevennnne. 173.5 5.2) 89.5 5.9 263.0 (1L.1)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... 54.9 8.1 2.2 (0.6) 57.1 8.7
Other Industries.........cccccveeeeveereeneenene. 1.8 — 2.8 0.1 4.6 0.1
Common Stocks:
Manufacturing..........ccceeeveeveecreereeneenenne. 1.5 0.1 0.1 — 1.6 0.1
Other Industries..........cccoeeveeeviecneeennenne. 10.7 (1.8) — — 10.7 (1.8)
Other Equity Interests:
Limited Liability Companies and
Limited Partnerships............cccu....... 17.1 (1.5) — — 17.1 (1.5)
Total Equity Securities............ccoeveerveereevennnnne. 86.0 (11.5) 5.1 0.7) 91.1 (12.2)
TOtal.ceeieeeeeeeee e § 2595 % (16.7) $ 946 § (6.6) $ 3541 $ (23.3)

Unrealized losses on fixed maturities, which the Company determined to be temporary at December 31, 2011, were $11.1
million, of which $5.9 million is related to fixed maturities that were in an unrealized loss position for 12 months or longer.
Unrealized losses at December 31, 2011 related to securities for which the Company has recognized credit losses in earnings in
the preceding table under the heading “Less Than 12 Months” were insignificant. There were no unrealized losses at
December 31, 2011 related to securities for which the Company has recognized credit losses in earnings in the preceding table
under the heading “12 Months or Longer.” Included in the preceding table under the heading “12 Months or Longer” are
unrealized losses of $0.2 million at December 31, 2011 related to securities for which the Company has previously recognized
foreign currency losses in earnings. Investment-grade fixed maturity investments comprised $5.7 million and below-
investment-grade fixed maturity investments comprised $5.4 million of the unrealized losses on investments in fixed maturities
at December 31, 2011. Unrealized losses for below-investment-grade fixed maturities included unrealized losses totaling $0.2
million for one issuer that the Company recognized foreign currency impairment losses in earnings for the year ended
December 31, 2011. For the other remaining below-investment-grade fixed maturity investments in an unrealized loss position,
the unrealized loss amount, on average, was less than 4% of the amortized cost basis of the investment. At December 31, 2011,
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 recovery of its amortized cost basis, which may be at maturity. Based on the
Company’s evaluation at December 31, 2011 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 recovery of 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.
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Note 3 - Investments (continued)

The vast majority of the Company’s preferred stocks in an unrealized loss position at December 31, 2011 were perpetual
preferred stocks of financial institutions. The Company considers the debt-like characteristics of perpetual preferred stocks
along with issuer ratings when evaluating impairment. All such preferred stocks paid dividends at the stated dividend rate
during the twelve-month period preceding the evaluation date. The Company concluded that the declines in the fair values of
these perpetual preferred stocks were temporary in nature, largely driven by market conditions, and since the Company intends
to hold the securities until recovery, these investments were not considered to be other-than-temporarily impaired at

December 31, 2011. The Company concluded that the unrealized losses on its investments in common stocks at December 31,
2011 were temporary based on the relative short length and magnitude of the losses. The Company’s investments in other
equity interests include investments in limited liability 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 the limited
liability partnerships also exhibit debt-like characteristics which, among other factors, the Company considers when evaluating
these investments for impairment. Based on evaluations of the factors described above that the Company considers when
determining whether a decline in the fair value of an investment in equity securities is other than temporary, the Company
concluded that the declines in the fair values of the Company’s investments in equity securities were temporary at

December 31, 2011.

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.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Balance at Beginning of Period .............ccccovveivieiiiciiieiiieeceeieeeeeveeeins $ 39§ 24 $ 36 $ 2.1
Reductions to Previously Recognized OTTI Credit Losses .........cccoevvevieriennnne (0.1 (0.5) — 0.2)
Reductions for Investments Sold During Period ...........cccoovviieiieiiiniiiniee (0.2) — — —
Balance at End of Period.........c.ccoovouiiovioieiieeeeiceeeee e $ 36 $ 19 § 36 § 1.9

The carrying values of the Company’s Other Investments at September 30, 2012 and December 31, 2011 were:

Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Loans to Policyholders at Unpaid Principal.............ccocvivieriieiiniieiicieiececie et $§ 2624 § 2539
Real Estate at Depreciated COSt ... ..ottt ettt sttt sttt ee b e e enes 232.6 2394
Trading Securities at Fair ValUe.........ccoccivieiiiiieecieeee ettt 4.5 4.4
ORI . ettt ettt a e h e h e eb e bt bbbttt e et et et n et neeneeneeae et enes 0.6 0.6
- O ST USROS § 500.1 § 4983
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Note 4 - Property and Casualty Insurance Reserves

Property and Casualty Insurance Reserve activity for the nine months ended September 30, 2012 and 2011 was:

Nine Months Ended

Sep 30, Sep 30,
(Dollars in Millions) 2012 2011
Property and Casualty Insurance Reserves:
Gross of Reinsurance and Indemnification at Beginning of Year...........cccccevvrevevencieniecienieiee, $ 1,029.1 $ 1,118.7
Less Reinsurance and Indemnification Recoverables at Beginning of Year............ccccoeeveeveeiennennn. 74.5 78.1

Property and Casualty Insurance Reserves - Net of Reinsurance and Indemnification at Beginning
OF Y AT ...ttt et et e et e e et e e et e e ettt e s eaae e e et e e e taeeeeaaeeeaateesnraeeaans 954.6 1,040.6

Incurred Losses and LAE Related to:

Current Year:

CoNtiNUING OPCIATIONS. ....ccveerieeieiieeientietestterte st estesteessesseessesseessesseessesssessesssessesssesseassessesssessessees 925.0 1,038.4
Prior Years:
CoNtiNUING OPCIATIONS. ....ccvvevieiieiietiesieetesteetesteetesteeseseessesseessesseessesssessenssessenssesseaseessesssessessees (23.2) (30.1)
DiscontinUEd OPEIAtIONS ........cceevvieriiirieieerieeeeteete et etesteestesteesesteebeersebeesseseessesseessesseessesseesnas 0.5) 1.9
Total Incurred Losses and LAE Related to Prior Years.........ccooovieviieiiieiieeeee e (23.7) (28.2)
Total Incurred LoSSes and LAE..........oooouiiiiieeeeieeeee ettt sttt e s eaaeesaaee s 901.3 1,010.2

Paid Losses and LAE Related to:

Current Year:

CoNtiNUING OPCIATIONS. ....ecvverieiietieiesieeiesteetesteetesseesesseessesseessesseessesssessesssessesssesseassessesssessessees 545.0 636.7

Prior Years:
CoNtiNUING OPCIATIONS. ....ecvverieiietieiesieeiesteetesteetesseesesseessesseessesseessesssessesssessesssesseassessesssessessees 382.0 399.9
DiscontinuUEd OPEIAtIONS .........ceevvieriiirieieetieteeteete et etesteetesteeseeteeseersesbessseseessesseessesseessesseeseas 14.1 22.1
Total Paid Losses and LAE Related to Prior YEars.........cccoceveririnenenenienienieeieecececseseeiese e 396.1 422.0
Total Paid LoSSES AnNd LAE ..........oooiueiiiee ettt st e e et e e st e e et e e eaeeesaeeeas 941.1 1,058.7
Property and Casualty Insurance Reserves - Net of Reinsurance at End of Period..........ccccccecevennne. 914.8 992.1
Plus Reinsurance Recoverables at End of Period ...........cccooiiiiiiiiiiiiiceeeeeeeeeeee e 67.0 71.5
Property and Casualty Insurance Reserves - Gross of Reinsurance at End of Period .......................... § 981.8 § 1,063.6

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 nine months ended September 30, 2012, the Company reduced its property and casualty insurance reserves by $23.7
million to recognize favorable development of losses and LAE from prior accident years. Personal lines insurance losses and
LAE reserves developed favorably by $10.4 million and commercial lines insurance losses and LAE reserves developed
favorably by $13.3 million. The commercial lines insurance losses and LAE reserves included favorable development of $12.8
million from continuing operations and $0.5 million from discontinued operations. Personal automobile insurance losses and
LAE reserves developed adversely by $3.5 million, homeowners insurance losses and LAE reserves developed favorably by
$11.2 million and other personal lines losses and LAE reserves developed favorably by $2.7 million. The commercial lines
insurance losses and LAE reserves developed favorably from continuing operations due primarily to the emergence of more
favorable loss patterns than expected for the four most recent accident years.

For the nine months ended September 30, 2011, the Company reduced its property and casualty insurance reserves by $28.2
million to recognize favorable development of losses and LAE from prior accident years. Personal lines insurance losses and
LAE reserves developed favorably by $27.6 million and commercial lines insurance losses and LAE reserves developed
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Note 4 - Property and Casualty Insurance Reserves (continued)

favorably by $0.6 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 2010, 2009 and 2008 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 5 - Notes Payable

Total debt outstanding at September 30, 2012 and December 31, 2011 was:

Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Senior Notes at Amortized Cost:
6.00% Senior Notes due May 15, 2017 ....c.ccovieiirieierieieee ettt ettt sa et essessessaesseesnesseennas $§ 3572 $§ 3568
6.00% Senior Notes due November 30, 2015 .. ..ottt e e eaee e 248.5 248.2
Mortgage Note Payable at AMOTtiZE€d COSt.......c.ccivciiriieiieiieieriieieseete ettt s sae e ressaesseesnens 5.5 5.6
Notes Payable at AMOTTIZEA COSE.....c.ocvoviiieeeieceieeeeeteeeeteee ettt et ettt eae et eae et s eteeseteeaeaeeneaeenas § o112 § 6106

On March 7, 2012, Kemper entered into a new four-year, $325.0 million, unsecured, revolving credit agreement, expiring
March 7, 2016 (the “2016 Credit Agreement”), with a group of financial institutions. The 2016 Credit Agreement replaced
Kemper’s $245.0 million, unsecured, revolving credit agreement which was scheduled to expire on October 30, 2012 (the
“Former Credit Agreement”) and was terminated on March 7, 2012. There were no borrowings under the Former Credit
Agreement at either December 31, 2011 or at its termination. The 2016 Credit Agreement provides for fixed and floating rate
advances for periods up to six months at various interest rates. The 2016 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”) and Trinity Universal Insurance
Company (“Trinity”). Proceeds from advances under the 2016 Credit Agreement may be used for general corporate purposes,
including repayment of existing indebtedness. There were no outstanding borrowings under the 2016 Credit Agreement at
September 30, 2012, and accordingly, $325.0 million was available for future borrowings.

In the first quarter of 2012, the Company wrote off $0.5 million of unamortized issuance costs related to the Former Credit
Agreement.

Interest Expense, including facility fees, accretion of discount and write-off of unamortized credit agreement issuance costs, for
the nine and three months ended September 30, 2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Notes Payable under Revolving Credit Agreements............cocecvevvveveereeririeennens $ 1.6 $ 15§ 03 § 0.6
Senior Notes Payable:
6.00% Senior Notes due May 15, 2017 .....cccevieiecinieieiniieeeeieere e 16.6 16.5 5.5 5.5
6.00% Senior Notes due November 30, 2015 .......coooviivviiiiiiiieiieeeee e 11.6 11.5 3.9 3.8
Mortgage Note Payable.........ccoocuiviiiiiieiieieecee e 0.3 0.3 0.1 0.1
Interest Expense before Capitalization of Interest...........cccceeevevreeiieienrineenenne 30.1 29.8 9.8 10.0
Capitalization Of INTETeSt..........ccvieieiieieit ettt (1.6) (1.8) (0.2) (0.7)
Total INtereSt EXPENSE. ......cuvivieieieeieieeetieeeteee ettt eneaea § 285 § 28,0 § 96 § 9.3
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Note 5 - Notes Payable (continued)

Interest paid, including facility fees and credit agreement issuance costs, for the nine and three months ended September 30,
2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Notes Payable under Revolving Credit Agreements.............ccccceveveueeeueeerennan. $ 19 § 05 §$ 02 $ 0.3
Senior Notes Payable:
6.00% Senior Notes due May 15, 2017 ......c.covevivrieiinieieeeeee e 10.8 10.8 — —
6.00% Senior Notes due November 30, 2015 .......oooovvvviiieiiiiiieeeieeeeeee e 7.5 7.8 — —
Mortgage Note Payable..........c.ccviviiiiiiiriicieieceee e 0.3 0.3 0.1 0.1

Total INtereSt Paid .........ooiiiiieiiiiceieeeceeeee ettt ens $ 205 $ 194 $ 03 $ 0.4

Note 6 - Long-term Equity-based Compensation Plans

On May 4, 2011, Kemper’s shareholders approved the 2011 Omnibus Equity Plan (“Omnibus Plan”). The Omnibus Plan
replaced the Company’s previous employee stock option plans, director stock option plan and restricted stock plan (collectively,
the “Prior Plans”). Awards previously granted under the Prior Plans remain outstanding in accordance with their original terms.
Beginning May 4, 2011, equity-based compensation awards may only be granted under the Omnibus Plan. A maximum number
of 10,000,000 shares of Kemper common stock may be issued under the Omnibus Plan (the “Share Authorization”). As of
September 30, 2012, there were 9,249,581 common shares available for future grants under the Omnibus Plan, of which
561,825 shares were reserved for future grants based upon the achievement of performance goals under the terms of
outstanding performance-based restricted stock awards.

The design of the Omnibus Plan provides for fungible use of shares to determine the number of shares available for future
grants, with a fungible conversion factor of three to one, such that the Share Authorization will be reduced at two different
rates, depending on the type of award granted. Each share of Kemper common stock issuable upon the exercise of stock options
or stock appreciation rights will reduce the number of shares available for future grant under the Share Authorization by one
share, while each share of Kemper common stock issued pursuant to “full value awards” will reduce the number of shares
available for future grant under the Share Authorization by three shares. “Full value awards” are awards, other than stock
options or stock appreciation rights, that are settled by the issuance of shares of Kemper common stock and include restricted
stock, restricted stock units, performance shares, performance units, if settled with stock, and other stock-based awards.

Outstanding awards under the Omnibus Plan and Prior Plans at September 30, 2012 consisted of stand-alone stock options,
tandem stock option and stock appreciation rights, time-vested restricted stock and performance-based restricted stock.
Recipients of restricted stock are entitled to full dividend and voting rights on the same basis as all other outstanding shares of
Kemper common stock and all awards are subject to forfeiture until certain restrictions have lapsed. Equity-based
compensation expense was $4.8 million and $4.4 million for the nine months ended September 30, 2012 and 2011, respectively.
Total unamortized compensation expense related to nonvested awards at September 30, 2012 was $6.4 million, which is
expected to be recognized over a weighted-average period of 1.4 years.
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Note 6 - Long-term Equity-based Compensation Plans (continued)

The Company uses the Black-Scholes option pricing model to estimate the fair value of each option on the date of grant. The
assumptions used in the Black-Scholes pricing model for options granted during the nine months ended September 30, 2012
and 2011 were as follows:

Range of Valuation Assumptions

Expected VOIatility........cccoeiiiririniiieieeeeecee e
Risk-free Interest Rate
Expected Dividend Yield

Weighted-Average Expected Life in Years

Employee Grants

Director Grants

Nine Months Ended

Option and stock appreciation right activity for the nine months ended September 30, 2012 is presented below:

Outstanding at Beginning of the Year........ccoccoooeviiiiiinencnenns
GIANLEA ..ottt
EXETCISEA ...t

Forfeited or Expired
Outstanding at September 30, 2012
Vested and Expected to Vest at September 30, 2012
Exercisable at September 30, 2012

Sep 30,2012 Sep 30, 2011
29.36% - 53.84% 41.26% - 55.16%
0.16 - 1.26 1.30 - 2.87
292 - 3.26 3.15 - 3.38
1 -7 35 - 7
6 6
Weighted-
Weighted- Average
Average Remaining Aggregate
Shares Subject Exercise Price Contractual Life  Intrinsic Value
to Options Per Share ($) (in Years) ($ in Millions)
3,632,398 $ 40.70
265,451 29.81
(15,199) 22.08
(452,846) 48.36
3,429,804 $ 38.93 442 $ 7.2
3,394,413 $ 39.04 438 § 7.1
2,944,739 § 40.79 373§ 5.7

The weighted-average grant-date fair values of options granted during the nine months ended September 30, 2012 and 2011
were $9.40 per option and $9.11 per option, respectively. Total intrinsic value of stock options exercised was $0.1 million for
both the nine months ended September 30, 2012 and 2011. Cash received from option exercises and the total tax benefits
realized for tax deductions from option exercises were insignificant for both the nine months ended September 30, 2012 and
2011. Information pertaining to options and stock appreciation rights outstanding at September 30, 2012 is presented below:

Outstanding Exercisable
Weighted-
Weighted- Average Weighted-
Shares Average Remaining Shares Average
Subject to Exercise Price Contractual Subject to Exercise Price
Range of Exercise Prices Options Per Share ($) Life (in Years) Options Per Share ($)

$ 10.00 - § 15.00 204,500 $ 13.55 6.35 204,500 $ 13.55
15.01 - 20.00 8,000 16.48 6.60 8,000 16.48
20.01 - 25.00 313,750 23.74 7.52 176,312 23.64
25.01 - 30.00 636,000 28.56 8.29 292,373 28.03
30.01 - 35.00 6,614 31.92 6.09 2,614 31.18
35.01 - 40.00 340,577 37.25 5.19 340,577 37.25
40.01 - 45.00 400,084 43.56 1.81 400,084 43.56
45.01 - 50.00 1,185,747 48.62 2.72 1,185,747 48.62
50.01 - 55.00 334,532 50.85 1.28 334,532 50.85
10.00 - 55.00 3,429,804 38.93 4.42 2,944,739 40.79
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Note 6 - Long-term Equity-based Compensation Plans (continued)

The grant-date fair values of time-based restricted stock awards are determined using the closing price of Kemper common
stock on the date of grant. Activity related to nonvested time-based restricted stock for the nine months ended September 30,
2012 was as follows:

Weighted-
Average

Time-Based Grant-Date

Restricted Fair Value

Shares Per Share
Nonvested Balance at Beginning of the Year..........c.cccovieiiiiiiiiieiecieeeeeeeee e 116,784 §  23.33
GITANTEA ..ottt e et e e e e st e e et eeeeaeeeseaeee e et e e eseaaeeseaeeeeaaaeessareeseneeesaanesaans 72,125 29.90
VESTEA. ...ttt ettt ettt e e ettt et e eae e ta e e teeetaeeteeetaeeaeeetteebeeeteeereeetaeereens (42,824) 24.41
FOTTRILEA. ...ttt ettt ettt et e e ta et e et e be e et e ebeeteeaeeteesseseesseseesseseessenseens (14,979) 25.79
Nonvested Balance at ENd 0f PEriod ........ccoooviiiiiiiiiiiiceeecee ettt 131,106 $  26.31

Prior to February 3, 2009, only awards of time-vested restricted stock had been granted. Beginning on February 3, 2009, in
addition to time-vested restricted stock granted to certain employees and officers, the Company began awarding performance-
based restricted stock to certain officers and employees. The initial number of shares awarded to each participant of a
performance-based restricted stock award represents the shares that would vest if the performance goals were achieved at the
“target” performance level. 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.

Performance-based restricted stock awards are earned over a three-year performance period. If, at the end of the performance
period, the Company’s relative performance:

+ exceeds the “target” performance level, additional shares of stock will be issued to the award recipient;

* is below the “target” performance level, only a portion of the shares of performance-based restricted stock originally
issued to the award recipient will vest; or

* s below a “minimum” performance level, none of the shares of performance-based restricted stock originally issued to
the award recipient will vest.

The grant date fair values of the performance-based restricted stock awards are determined using the Monte Carlo simulation
method. Activity related to nonvested performance-based restricted stock for the nine months ended September 30, 2012 was as
follows:

Weighted-
Performance- Average

Based Grant-Date

Restricted Fair Value

Shares Per Share
Nonvested Balance at Beginning of the Year..........cccoecvvvieiirieciiniee e 172,875 §  29.86
GITANTEA ...t e et e e ettt e e e e et et e e eateeeeaaeeesaaeeseateeeeaaeeesaaeeesanteeeanaeeesnaaeesnnaeeaanes 68,575 36.65
VESEEA. e e oo oo e e oot e e (51,596) 14.04
FOTTRILEA. ...ttt ettt et ettt et e e ta et e e ts e beesseebeessesseessesssessesssesseesseseesseseans (2,579) 30.68
Nonvested Balance at ENd Of PEIIOM .........oeioeeieieee et eeeeeeeeeeeeeeeneesereee e 187,275 $  36.70
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Note 6 - Long-term Equity-based Compensation Plans (continued)

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 shares was 187,275 shares (as “full value awards,” the equivalent of
561,825 shares under the Share Authorization) at September 30, 2012. 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 shares for
the 2012, 2011, and 2010 three-year performance periods was 68,475 common shares, 63,725 common shares and 55,075
common shares, respectively, at September 30, 2012. For the 2009 three-year performance period, the Company exceeded
target performance levels with a payout percentage of 183%. Accordingly, an additional 40,727 shares of stock were issued to
award recipients on January 31, 2012 (the “2009 Additional Shares”). The preceding table excludes activity related to the 2009
Additional Shares.

The total fair value of restricted stock, including the 2009 Additional Shares, that vested during the nine months ended
September 30, 2012 was $4.0 million and the tax benefits for tax deductions realized from the vesting on such restricted stock
was $1.4 million. The total fair value of restricted stock that vested during the nine months ended September 30, 2011 was $1.4
million and the tax benefits for tax deductions realized from the vesting on such restricted stock was $0.5 million.

Note 7 - Income from Continuing Operations Per Unrestricted Share

The Company’s awards of restricted stock contain a right to receive non-forfeitable dividends 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 nine and three months ended September 30, 2012 and 2011 is as follows:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2012 2011 2012 2011
(Dollars in Millions)
Income from Continuing OPErations .............ccoveerveerreesreeereeereeereseereseeesnenens $ 935 § 367 $§ 556 $ 1.1
Less Income from Continuing Operations Attributed to Restricted Shares....... 0.5 0.2 0.3 —
Income from Continuing Operations Attributed to Unrestricted Shares........... 93.0 36.5 553 1.1
Dilutive Effect on Income of Equity-based Compensation Equivalent Shares . — — — —
Diluted Income from Continuing Operations Attributed to Unrestricted
SHATES .....ecvrieiiieieieieieieieieie e seeieeee e ses s sese e ssseseeesesesesssesesesessessesesenesssnensens $§ 930 § 365 § 553 8§ 1.1
(Shares in Thousands)
Weighted-Average Unrestricted Shares Outstanding............ccocevevererenenennns 59,155.5 60,312.6 58,299.7 60,141.4
Equity-based Compensation Equivalent Shares .............cccooveevevveciieieciinienenn, 146.6 106.2 171.9 88.0
Weighted-Average Unrestricted Shares and Equivalent Shares Outstanding
ASSUMING DITULION ..ottt sa e aeneas 59,302.1 60,418.8 58,471.6 60,229.4
(Per Unrestricted Share in Whole Dollars)
Basic Income from Continuing Operations Per Unrestricted Share................... $ 157 $ 061 $ 095 $ 0.01
Diluted Income from Continuing Operations Per Unrestricted Share............... $ 156 $§ 061 $ 095 $ 001

Options outstanding to purchase 2.8 million and 2.5 million shares of Kemper common stock were excluded from the
computation of Equity-based Compensation Equivalent Shares and Weighted-Average Unrestricted Shares and Equivalent
Shares Outstanding Assuming Dilution for the nine and three months ended September 30, 2012, respectively, because their
exercise prices exceeded the average market price. Options outstanding to purchase 3.4 million and 3.3 million shares of
Kemper common stock were excluded from the computation of Equity-based Compensation Equivalent Shares and Weighted-
Average Unrestricted Shares and Equivalent Shares Outstanding Assuming Dilution for the nine and three months ended
September 30, 2011, respectively, because their exercise prices exceeded the average market price.
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Note 8 - Other Comprehensive Income and Accumulated Other Comprehensive Income

The components of Other Comprehensive Income Before Income Taxes for the nine and three months ended September 30,
2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Other Comprehensive Income Before Income Taxes:
Unrealized Holding Gains Arising During the Period Before
Reclassification Adjustment .............cccoeveuieveeeeeeeeeeeeeeeeeeeee e $§ 1802 § 1920 $§ 983 § 138.0
Reclassification Adjustment for Amounts Included in Net Income.............. (58.6) (27.2) (50.6) 35
Unrealized Holding Gains...........c.cceeevieveeiiieeieireeie e 121.6 164.8 47.7 141.5
Foreign Currency Translation Adjustments Arising During the Period
Before Reclassification Adjustment.............coeeveevieieiieieeicieeeeeecieeas 1.5 0.6 0.2 —
Reclassification Adjustment for Amounts Included in Net Income.............. — — — —
Foreign Currency Translation Adjustments............ccoeeeveeeevueeeeieeeeereennenn, 1.5 0.6 0.2 —
Amortization of Unrecognized Postretirement Benefit Costs....................... 12.0 6.5 4.4 2.1
Other Comprehensive Income Before Income Taxes..........occcoveeveeveeveveneennene.e. $ 1351 $ 1719 $ 523 $ 1436

The components of Other Comprehensive Income Tax Benefit (Expense) for the nine and three months ended September 30,
2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Income Tax Benefit (Expense):
Unrealized Holding (Gains) Losses Arising During the Period Before
Reclassification AdjuStment .............cccoeveureveeereeeeeeeeeeeeeeeeeeee e $§ (638) § (684) § (348) § (49.2)
Reclassification Adjustment for Amounts Included in Net Income.............. 20.6 9.6 17.8 (1.2)
Unrealized Holding (Gains) LOSSES .......cccveerieeiirieieiieieceerecveeie e (43.2) (58.8) (17.0) (50.4)
Foreign Currency Translation Adjustments Arising During the Period
Before Reclassification Adjustment.............coeeveevieiiiieieiecieeeeiecieeas 0.5) 0.2) 0.1 —
Reclassification Adjustment for Amounts Included in Net Income.............. — — — —
Foreign Currency Translation Adjustment..............ccceveveeeeiieeeneereeereennenn, 0.5) 0.2) 0.1 —
Amortization of Unrecognized Postretirement Benefit Costs....................... 4.3) (2.2) (1.6) (0.6)
Other Comprehensive Income Tax Benefit (EXpense) .........cccoeeveeveeveveneeneenee. $ (480) $ (612) $ (187 $ (51.0

The components of Accumulated Other Comprehensive Income at September 30, 2012 and December 31, 2011 were:

Sep 30, Dec 31,

(Dollars in Millions) 2012 2011
Unrealized Gains on Investments, Net of Income Taxes:

Available for Sale Fixed Maturities with Portion of OTTI Recognized in Earnings....................... $ 16 § 1.5

Other Unrealized Gains on INVESTMENTS..........c.eciriiieiiiieieiieieie ettt ens 424.0 345.7
Foreign Currency Translation Adjustments, Net of Income Taxes..........ccceveevieiieniieeenieeeenreeeeenene 0.7 (0.3)
Net Unrecognized Postretirement Benefit Costs, Net of Income Taxes..........ccocvevevieverienesveniennnnns (81.2) (88.9)
Accumulated Other Comprehensive INCOME ...........c.ocieiieiiiiiiiicie e $§ 3451 § 2580
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Note 9 - Income Taxes

Current and Deferred Income Tax Assets at September 30, 2012 and December 31, 2011 were:

Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Current INCOME TAX ASSEES ....ceueeruiiiiieniieeiterite ettt et ettt et e sate et e sateebee sttt ebeesateebeesabeenbeesaseenseesanean $ 0.1 $ 2.5
Deferred INCOME TaX ASSELS...c.uciuiiieriieieiierieieete et ete et ebeettesteeseesseessesreessesseessesssesesssessesssenseessenseenns 6.7 10.7
Valuation Allowance for State INCOME TaXES......c.ccciiriieiieiiieiieeie ettt e re e sveesaeeeese s (6.7) (6.8)
Current and Deferred INCOME TaX ASSELS.....c.ecverierieiiirieiieiesie ettt etesee e stesseseaesseseaenseensenseenes $ 0.1 $ 6.4
The components of Liabilities for Income Taxes at September 30, 2012 and December 31, 2011 were:
Sep 30, Dec 31
(Dollars in Millions) 2012 2011
Current Income Tax LIabiliIes .........coovoveueriieieieicecieeeececeee ettt ettt eeseeneae $ 83 § —
Deferred Income Tax Liabilities ........cccccuiiieriiiieiiiieiieieieeee ettt et seesre e sveess e reesseereenns 44.5 —
Unrecognized Tax BENETIS.........cceiuiiiieiieiesiieieeteieetee ettt sttt sttt e s e enaesseenseeseenes 6.3 6.2
Liabilities for INCOME TaAXES........c.cccvivrieriiiiieieiiecieeteete ettt ettt st sreebe e besreesbeessesbeessesreessesseenns $ 59.1 $ 6.2

During the first quarter of 2012, the Internal Revenue Service (“IRS”) began an audit of the Company’s 2009 and 2010 federal
income tax returns. The Company reported a capital loss and a net operating loss in its 2009 federal income tax return and a net
operating loss in its 2010 federal income tax return. The Company has carried these losses back to earlier tax years. Even
though the Company has already received the refunds from carrying these losses back to such earlier tax years, approval by the
Joint Committee on Taxation (“JCT”) is still required by law. The JCT has requested that the IRS perform an audit of these
years before approving the refunds. In connection with the audit, the Company extended the federal statute of limitations
related to the 2007 and 2008 tax years until December 31, 2013. The Company does not anticipate a material modification to
the filed returns or the refunds that were received.

During the third quarter of 2012, the Illinois Department of Revenue began an audit of the 2009 and 2010 tax years. The
Company does not anticipate a material modification to the filed returns.

Income taxes paid were $29.4 million for the nine months ended September 30, 2012. Income taxes paid, net of income tax
refunds received of $24.9 million, were $18.2 million for the nine months ended September 30, 2011.
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Note 10 - Pension Benefits and Postretirement Benefits Other Than Pensions

The components of Pension Expense for the nine and three months ended September 30, 2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Service Cost Earned............coovoveveuiiiiiieiiiiieiceceieveeee e $ 82 § 77 S 26 S 2.6
Interest Cost on Projected Benefit Obligation ...........ccoceevevievicccninccncnnenne. 16.8 17.2 5.6 5.7
Expected Return on Plan ASSets .........cccoeeevvieeeviieieiieeieeeereeeere e (22.3) (18.3) (7.4) 6.1)
Amortization of Accumulated Unrecognized Actuarial Loss.................... 14.1 7.0 4.7 23
Total Pension Expense Recognized............ccoooveuveveuiieiceeeieeeeeeeeeeien $ 16.8 $ 136 $ 55 $ 4.5

The components of Postretirement Benefits Other than Pensions Expense for the nine and three months ended September 30,
2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Service Cost on Benefits Earned...........cccoovvieverieiienicnieeieeieeee, $ 02 $ 0.1 §$ 0.1 §$ —
Interest Cost on Projected Benefit Obligation ...........cccceevevvieienrievennennen. 1.2 1.4 0.4 0.5
Amortization of Accumulated Unrecognized Actuarial Gain.................... 0.9) 0.5) 0.3) 0.2)
Total Postretirement Benefits Other than Pensions Expense..................... $ 05 § 1.0 §$ 02 § 0.3
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Note 11 - 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 four operating segments: Kemper Preferred, Kemper Specialty, Kemper Direct and
Life and Health Insurance.

The Kemper Preferred segment provides preferred and standard risk personal automobile insurance, homeowners insurance and
other personal insurance through independent agents. The Kemper Specialty segment provides automobile insurance to individuals
and businesses in the non-standard and specialty market through independent agents. The non-standard automobile insurance
market consists of individuals and companies that have difficulty obtaining standard or preferred risk insurance, usually because
of their adverse driving records or claim or credit histories. Kemper Direct provides personal automobile, homeowners and renters
insurance through a variety of direct-to-consumer websites, including its own websites, marketing partners, employer and other
affinity relationships. The Life and Health Insurance segment provides individual life, accident, health and property insurance.

Segment Revenues for the nine and three months ended September 30, 2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Revenues:
Kemper Preferred:

Earned PremiUms ........ccooveiiviviiiiierieietiieecieecieeeeieseeie e § 6559 $§ 6428 $ 2229 § 2165

Net Investment INCOME ......cccevviiiiiiiiiiiieeieceeeceee e 33.6 37.8 10.8 8.2

Other INCOME........oiiiiiiieeiieciie ettt sae et e e aeenee e 0.3 0.2 0.1 0.1
Total Kemper Preferred..........cooveiiieiiiieeeeeceeeeeeeee e 689.8 680.8 233.8 224.8
Kemper Specialty:

Earned Premitums ..........occvveiiieiiieiiieiecie ettt 317.3 336.7 103.9 111.0

Net Investment INCOME .......coceeeviieriiiiiiniiiieeceeeee e 14.4 17.5 4.5 3.7

Other INCOME.....cuiieieiieieiieieieeteete ettt ae e eaesraebeeenens 0.2 0.4 0.1 0.2
Total Kemper Specialty.........cccovieriiieriiieeeieseeeeee e 331.9 354.6 108.5 114.9
Kemper Direct:

Earned Premiums .........ccvevvieeiiriieiiniieieeeceeere et se e se e sne e eenens 131.2 171.8 40.3 54.4

Net Investment INCOME ........ccvieiieriiiiiecieceecee e 10.7 13.6 3.4 2.8

Other INCOME.....cviieieiieieieeieieete ettt s eeaens — 0.1 — 0.1
Total Kemper DITECE.......c.cvuieiiirieiiiieieceeie ettt 141.9 185.5 43.7 57.3
Life and Health Insurance:

Earned Premiums ........occvervieieniieieiieieeceeecee st 481.9 485.8 160.2 161.1

Net Investment INCOME ......cccveviiiiiiniiiiieciccieeeceee e 153.5 147.3 48.1 42.5

Other INCOME........oiiiiiiiieiiecie ettt ebeeeaeenee e 0.1 0.1 — —
Total Life and Health InSurance..............ccceeveeieneecieniecienieeeeee e 635.5 633.2 208.3 203.6
Total Segment REVENUES........c.ccvevvirieiiiieieciesieeteieee e 1,799.1 1,854.1 594.3 600.6
Net Realized Gains (Losses) on Sales of Investments............ccccceevveenneeee. 59.9 27.8 50.9 “4.2)
Net Impairment Losses Recognized in Earnings...........cccecevvecienveiennnne. 4.1 6.7) 3.2) 5.0)
OHET .ottt a et esbe b e be e b e ereesseesaenbeeneas 10.8 6.5 3.6 1.4
TOtAL REVEIUES. ...ttt e e e e e eeeeeeeesaeeenes $ 18657 $ 1,881.7 $ 6456 § 5928
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Note 11 - Business Segments (continued)

Segment Operating Profit (Loss) for the nine and three months ended September 30, 2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Segment Operating Profit (Loss):

Kemper Preferred.........coooviviiiiiiiiciiccieeeeeee e $ 44 $ (56.5) § 104 § (16.1)

Kemper SPecialty .........cceoieiiiiieiieiieiceeceeee et 2.5 18.9 3.2 7.1

Kemper DITeCt........ccovuieieiieieiieeeeeee et (6.9) (19.6) 1.6 (3.8)

Life and Health INSUIanCe............c.ccceevieieiieieiicecee e 102.7 104.6 29.4 29.9
Total Segment Operating Profit..........cccoocevirieniecienieieeceee e 102.7 47.4 44.6 17.1
Corporate and Other Operating LosS..........ccoccvevieiiiieciieieieeeeereeeeeieennn (30.1) (31.3) (10.8) (12.9)
Total Operating Profit.........cccceeieiirieieiieseeeeeeeee e 72.6 16.1 33.8 4.2
Net Realized Gains (Losses) on Sales of Investments.............cc.ceevennennen. 59.9 27.8 50.9 4.2)
Net Impairment Losses Recognized in Earnings............ccoccevvevenveiennne. 4.1) (6.7) 3.2) (5.0)
Income (Loss) from Continuing Operations before Income Taxes............ $ 1284 $ 372§ 815 § (5.0)

Segment Net Operating Income (Loss) for the nine and three months ended September 30, 2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Segment Net Operating Income (Loss):

Kemper Preferred..... ..o $ 85 $§ (303) $ 84 $ (8.3)

Kemper SPecialty ......c.occvecuieiiiiieiieiieeeeeeteere ettt 4.0 15.4 2.7 5.7

KempPer DITECL.......cccovviiiiiieieieeieeteeteete ettt se e eenens 2.7) (10.4) 1.5 (1.7)

Life and Health INSUIance ...........ccocoecveiriiniesieniesieseeeeeeeee e 66.5 67.7 19.2 19.7
Total Segment Net Operating Income.............ccooveeverieiinieniieieneeeesieennn. 76.3 42.4 31.8 15.4
Corporate and Other Net Operating LosS .........cooeeeveeeeviieieviieeeereeeeereenen. (19.1) (19.4) (7.2) (8.3)
Consolidated Net Operating INCOME...........cccccvevierenieiinrieieeeenre e 57.2 23.0 24.6 7.1
Unallocated Net Income (Loss) From:

Net Realized Gains (Losses) on Sales of Investments.......................... 38.9 18.0 33.0 2.7

Net Impairment Losses Recognized in Earnings ............cccccveeveenvenneene. (2.6) 4.3) 2.0) 3.3)
Income from Continuing OPErations .............ccceveveevveeereeereeereeeereeerenas $ 935 $ 367 $ 556 $ 1.1
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Note 11 - Business Segments (continued)

Earned Premiums by product line for the nine and three months ended September 30, 2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
L et eaa e reeneas $§ 2960 $ 2971 $ 984 § 98.0
Accident and Health............ccoocooiiiiiiiiiiieceeeeeee e 124.2 124.6 41.3 41.9
Property and Casualty:
Personal Lines:
AULOMODIIC ..ot 794.6 854.7 261.3 281.4
HOMEOWNETS.......eoiieiieiieieeeee ettt 236.6 226.4 80.8 76.6
Other Personal............coocveeiieiiiiieieeiceecceeee et 103.2 104.5 34.5 35.0
Total Personal LINES.........cooouviiiiiiiiiiieeeeeeeeieeee ettt e e seireeee e 1,134.4 1,185.6 376.6 393.0
Commercial Automobile............ccveevieiiiieiieice e 31.7 29.8 11.0 10.1
Total Earned PremIUIIS. ... .coouvveoeeeeeeeeeeeeeeeeeeeee oo eee e eeeeeeeeeen $ 1,5863 $ 1,637.1 $§ 5273 $ 543.0
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Note 12 - 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 September 30, 2012
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
AUhOTILICS ..o $ 1389 § 3177 § — 456.6
States and Political Subdivisions ............cc.c.ccveeune.ne. — 1,436.0 — 1,436.0
Corporate Securities:
Bonds and NOtes..........cooeeeeeeiiecrieeieecriecee e — 2,475.5 311.1 2,786.6
Redeemable Preferred Stocks........c.coeevieiiineennns — 36.9 4.8 41.7
Mortgage and Asset-backed..........ccccevvveiiiinennnns — 4.5 0.2 4.7
Total Investments in Fixed Maturities .........ccceeeeuuunnnnen. 138.9 4,270.6 316.1 4,725.6
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate...................... — 84.7 — 84.7
Other IndUStIies .......cooeeveevierieeiieiecie e, — 15.3 6.9 22.2
Common Stocks:
ManufacCturing .........cc.eevevveereecrieeeereeeeereeeeereenneas 82.4 5.6 2.2 90.2
Other IndUStries ........c.coveevveeeeriieieieeeece e 71.0 1.2 4.9 77.1
Other Equity Interests:
Exchange Traded Funds.............cccoeevvenniiciennennnns 151.8 — — 151.8
Limited Liability Companies and Limited
Partnerships.........cccoovvveviieieniiciiceeceeeeeeeenen, — — 119.7 119.7
Total Investments in Equity Securities ..........ccceecevennene 305.2 106.8 133.7 545.7
Other Investments:
Trading SeCUrities .........ccoecveveeeieriieciereeeieseeee e 4.5 — — 4.5
TOtAL . $ 4486 $ 43774 % 449.8 $§ 52758
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Note 12 - Fair Value Measurements (continued)

The valuation of assets measured at fair value in the Company’s Condensed Consolidated Balance Sheet at December 31, 2011
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 $ 153.6 $ 338.1 % — 491.7
States and Political Subdivisions ............ccceceeeveneeenne — 1,852.6 — 1,852.6
Corporate Securities:
Bonds and NOLES.......cccueeeveiiieeieeeeeeeeeeeeeee e — 2,107.2 235.1 2,342.3
Redeemable Preferred Stocks..........cccevvveverieennnns — 75.6 6.1 81.7
Mortgage and Asset-backed..........c..coceevieiiinnennnn. — 4.8 0.3 5.1
Total Investments in Fixed Maturities.............c..cco....... 153.6 4,378.3 241.5 4,773.4
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate...................... — 86.7 — 86.7
Other IndUStIies ........c.ooveveeieriieieieceere e — 14.9 5.6 20.5
Common Stocks:
Manufacturing .........ccevveevveeierrieeenieeeesreenesieennens 74.7 5.0 3.7 83.4
Other IndUStIies .......cveeveevieiieiiceecie e 42.8 — 42 47.0
Other Equity Interests:
Exchange Traded Funds.........c..ccccceeveereiiineennnns 66.6 — — 66.6
Limited Liability Companies and Limited
Partnerships.......cccoceeevereecenieeceeeeeeeeene, — — 93.1 93.1
Total Investments in Equity Securities ..............cccueeee. 184.1 106.6 106.6 397.3
Other Investments:
Trading SeCUrities .........ccocvvevvieeeviieeerieeeeire e, 4.4 — — 4.4
TOtAL .ot $ 3421 § 44849 $ 348.1 § 5,175.1

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 and redeemable preferred stocks, 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
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Note 12 - Fair Value Measurements (continued)

news into the evaluated pricing applications and models. The Company generally validates the measurements obtained from its
primary pricing provider by comparing 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 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 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
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 the vast majority of investments in fixed maturities classified as Level 3.

Weighted
Average
Total Range of Unobservable Market
(Dollars in Millions) Unobservable Input  Fair Value Inputs Yield
Senior Dbt .......coeiiiiieeeee e Market Yield $ 1425 1.2% - 17.0% 6.6%
JUnior Debt......ooviiiiiiiiiiicc e Market Yield § 1479 9% - 251% 14.8%

For Investments in Fixed Maturities, an increase in the market yield used in the fair value of a security will decrease the fair
value of the security whereas a decrease in the market yield will increase the fair value of a security although the fair value
increase is generally limited to par for callable securities.

At September 30, 2012, the Company had unfunded commitments to invest an additional $89.6 million in certain private equity
funds and mezzanine debt funds that will be included in Other Equity Interests.
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Note 12 - 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 nine months ended September 30, 2012 is presented below:

Fixed Maturities Equity Securities
Corporate Redeemable Mortgage Preferred Other
Bonds Preferred and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks backed Stocks Interests Total
Balance at Beginning of Period....................... $ 2351 $ 6.1 § 03 § 135 $ 93.1 $§ 348.1
Total Gains (Losses):
Included in Condensed Consolidated
Statement of Income..........c..ccoeeveeevenenne. 3.5 — — 32 0.3 7.0
Included in Other Comprehensive Income 2.2 0.3 — (0.3) 3.1 53
Purchases .........ccccovveeevieieiieeceeeeee 123.1 — — 1.3 33.5 157.9
Settlements.......cceeevereerierieriecieeeee e (52.2) (1.6) (0.1) — (10.3) (64.2)
SAlES ..t 0.5) — — 3.7 — 4.2)
Transfers into Level 3........ccoovvieiinieiinne, 6.0 — — — — 6.0
Transfers out of Level 3.........cccooveviienennne. 6.1) — — — — 6.1
Balance at End of Period ............ccooveurneeneee. $ 3111 § 48 $ 02 § 140 $§ 1197 $ 4498

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 September 30, 2012 is presented below:

Fixed Maturities Equity Securities
Corporate Redeemable Mortgage Preferred Other
Bonds Preferred and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks backed Stocks Interests Total
Balance at Beginning of Period....................... $ 2763 $ 46 $ 02 § 134 § 1099 $ 4044
Total Gains (Losses):
Included in Condensed Consolidated
Statement of Income.............ccoevveeerennenne. 1.4 — — — — 1.4
Included in Other Comprehensive Income 1.5 0.2 — 0.5 6.1 8.3
Purchases .........ccccevveveevieieseeieeeeeeee 37.6 — — 0.1 6.5 44.2
Settlements........ccoeveereeeeeireeeieeeeeeeeeere e (10.8) — — — (2.8) (13.6)
SAlES ..ttt — — — — — —
Transfers into Level 3......c.cooeevievieiienieninee, 5.1 — — — — 5.1
Balance at End of Period ............ccoovevrnnennneee. $ 3111 $ 48 $ 02 § 140 $§ 1197 $ 4498

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 for the nine and three months ended September 30, 2012. The transfers into Level 3 and out of Level 3
for the nine months ended September 30, 2012 were due to changes in the availability of market observable inputs. The
transfers into Level 3 for the three months ended September 30, 2012 was due to changes in the availability of market
observable inputs. There were no transfers out of Level 3 for the three months ended September 30, 2012.
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Note 12 - 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 nine months ended September 30, 2011 is presented below:

Fixed Maturities Equity Securities
Corporate Redeemable Mortgage Preferred Other
Bonds Preferred and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks backed Stocks Interests Total
Balance at Beginning of Period....................... $ 1462 $ 45 § 04 $ 147 $ 752 § 2410
Total Gains (Losses):
Included in Condensed Consolidated
Statement of Income..........c..ccoeeveeevenenne. 1.0 — — 4.6 0.3 5.9
Included in Other Comprehensive Income 2.5 — — (5.5) (16.6) (19.6)
Purchases .........ccccovveeevieieiieeceeeeee 76.1 — — 1.5 23.9 101.5
Settlements.......cceeevereerierieriecieeeee e (44.1) — (0.1) 0.4) (10.6) (55.2)
SAlES ..t 0.5) — — 5.7 — (6.2)
Transfers into Level 3........ccocvvieiinieiinne, 54 — — — — 54
Balance at End of Period ..........ccccveevvennnenne. $ 186.6 $ 45 $ 03 § 92 $ 722§ 2728

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 September 30, 2011 is presented below:

Fixed Maturities Equity Securities
Corporate Redeemable Mortgage Preferred Other
Bonds Preferred and Asset- and Common Equity
(Dollars in Millions) and Notes Stocks backed Stocks Interests Total
Balance at Beginning of Period...................... § 1748 § 64 § 03 § 85 §$ 80.1 $ 270.1
Total Gains (Losses):
Included in Condensed Consolidated
Statement of Income..........c..ccveeveeurennenne. 0.6 — — 0.1) 0.3 0.8
Included in Other Comprehensive Income 1.1 (1.9 — 0.2) (13.7) (14.7)
PUrchases ........cccccoeveveeueeeecieeeeeeeeeeveevn 20.1 — — 1.0 8.3 29.4
Settlements.......c.eeeveeeeeeeeeeie e (15.4) — — — (2.8) (18.2)
Transfers into Level 3......c.coooeievieiieieninee, 5.4 — — — — 54
Balance at End of Period ............ccoovevrnnennne. $ 1866 $ 45 $ 03 § 92 § 722§ 2728

Transfers into Level 2 from Level 1 were $2.2 million for the nine months ended September 30, 2011. There were no transfers
into Level 1 from Level 2 for the nine months ended September 30, 2011. There were no transfers between Levels 1 and 2 for
the three months ended September 30, 2011. Transfers into Level 3 for the nine and three months ended September 30, 2011
were due to changes in the availability of market observable inputs. There were no transfers out of Level 3 for the nine and
three months ended September 30, 2011.

The fair value of notes payable 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.
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Note 13 - 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 matter 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 financial statements.

Certain state insurance regulators, legislators and treasurers are involved in an array of initiatives that could result in significant
changes to unclaimed property laws and 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. For
example, Kentucky, Maryland and Alabama have each enacted legislation, with effective dates of January 1, 2013, October 1,
2013 and January 1, 2014, respectively, that would require life insurers to compare their in-force policy records against the
database of reported deaths maintained by the Social Security Administration (the “SSA Death Master File”) for the purpose of
proactively identifying potentially deceased insureds for whom the life insurer has not yet received a death claim. If state
officials are successful in applying this new standard retroactively to existing life insurance policies, it will fundamentally alter
the responsibilities of the parties to such contracts by effectively eliminating contract terms that condition claim settlement and
payment on the receipt of notice and “due proof of death” of an insured. The outcome of the various state initiatives could have
a significant effect on, including acceleration of, the payment and/or escheatment of policy benefits and significantly increase
claims handling costs.

Kemper’s life insurance companies are currently the subject of an unclaimed property compliance examination by a private
firm retained by the treasurers of thirty-five states. One state insurance regulator has also commenced a market conduct exam
of Kemper’s life insurance companies for the purpose of verifying such companies’ compliance with relevant regulations
governing life insurance claims handling and escheatment practices. It is the Company’s position that state officials lack
authority to establish new procedures that change existing contracts. On November 8, 2012, the Company filed a declaratory
judgment action in the Circuit Court of Franklin County, Kentucky asking the court to construe the Kentucky Unclaimed Life
Insurance Benefit Act (the “Kentucky Act”) such that it would only apply prospectively, i.e., only with respect to those life
insurance policies issued on or after the effective date of the Kentucky Act, consistent with the requirements of applicable
Kentucky statutory law and Kentucky and federal constitutional provisions.

The Company cannot predict which states, if any, may enact legislation of this type or the outcome of other initiatives by state
officials. The Company does not use, nor does it believe it is required under applicable law or the terms of its life insurance
policies to use, the SSA Death Master File. The Company cannot reasonably estimate the amount of loss, if any, that the
Company would recognize if it were not to ultimately prevail in this matter.

Note 14 - Related Parties

One of Kemper’s directors, Mr. Fayez Sarofim, is the Chairman of the Board, President and the majority shareholder of Fayez
Sarofim & Co. (“FS&C”), a registered investment advisory firm. Kemper’s subsidiary, Trinity, had $128.3 million in assets
managed by FS&C at September 30, 2012, under an agreement with FS&C whereby FS&C provides investment management
services with respect to certain assets of Trinity for a fee based on the fair market value of the assets under management. Such
agreement is terminable by either party at any time upon 30 days advance written notice. Investment expenses incurred in
connection with such agreement were $0.2 million for the nine months ended September 30, 2012. Investment expenses
incurred in connection with such agreement were $0.2 million for the nine months ended September 30, 2011.

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 $123.9 million in assets managed by FS&C at September 30, 2012,
under an agreement with FS&C whereby FS&C provides investment management services with respect to certain assets of the
defined benefit pension plan for a fee based on the fair market value of the assets under management. Such agreement is
terminable by either party at any time upon 30 days advance written notice. Investment expenses incurred in connection with
such agreement were $0.2 million for the nine months ended September 30, 2012. Investment expenses incurred in connection
with such agreement were $0.2 million for the nine months ended September 30, 2011.
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Note 14 - Related Parties (continued)

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. According to published reports filed by
FS&C with the SEC, the Dreyfus Appreciation Fund pays monthly fees to FS&C according to a graduated schedule computed
at an annual rate based on the value of the Dreyfus Appreciation Fund’s average daily net assets. 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 $21.6 million for investment in the Dreyfus Appreciation Fund at September 30, 2012, representing 7.0% of
the total amount invested in the Company’s defined contribution plans at September 30, 2012.

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.

Note 15 - Relationships with Mutual Insurance Companies

Trinity and Capitol County Mutual Fire Insurance Company (“Capitol”) are parties to a quota share reinsurance agreement
whereby Trinity assumes 100% of the business written by Capitol. Capitol is a mutual insurance company and, accordingly, is
owned by its policyholders. In the second quarter of 2012, Capitol requested regulatory approval to amend such agreement with
Trinity, effective April 1, 2012, whereby ceded losses for dwelling coverage were capped. In the third quarter of 2012, Capitol
received such regulatory approval. Incurred losses and LAE assumed by Trinity were reduced by $2.6 million in the third
quarter of 2012 in conjunction with such amendment. Trinity and Old Reliable Casualty Company (“ORCC”), a subsidiary of
Capitol, are also parties to a quota share reinsurance agreement whereby Trinity assumes 100% of the business written by
ORCC.

Five employees of the Company serve as directors of Capitol’s five member board of directors. Nine employees of the
Company also serve as directors of ORCC’s nine member board of directors. Kemper’s subsidiary, United, provides claims and
administrative services to Capitol and ORCC. In addition, agents appointed by Kemper’s subsidiary, The Reliable Life
Insurance Company, and who are employed by United, are also appointed by Capitol and ORCC to sell property insurance
products for the Company’s Life and Health Insurance segment. The Company also provides certain investment services to
Capitol and ORCC.
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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 $101.5 million ($1.71 per unrestricted common share) for the nine months ended September 30, 2012,
compared to $50.2 million ($0.83 per unrestricted common share) for the same period in 2011. Net Income was $55.6 million
($0.95 per unrestricted common share) for the three months ended September 30, 2012, compared to $2.0 million ($0.03 per
unrestricted common share) for the same period in 2011.

Income from Continuing Operations was $93.5 million ($1.57 per unrestricted common share) for the nine months ended
September 30, 2012, compared to $36.7 million ($0.61 per unrestricted common share) for the same period in 2011. Income
from Continuing Operations was $55.6 million ($0.95 per unrestricted common share) for the three months ended
September 30, 2012, compared to $1.1 million ($0.01 per unrestricted common share) for the same period in 2011.

A reconciliation of Segment Net Operating Income to Net Income for the nine and three months ended September 30, 2012 and
2011 is presented below:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Increase Sep 30, Sep 30, Increase

(Dollars in Millions) 2012 2011 (Decrease) 2012 2011 (Decrease)
Segment Net Operating Income (Loss):

Kemper Preferred..........ccoeveveviviieriiennnn, $ 85 § (303) $ 388 $ 84 § 83) % 16.7

Kemper Specialty........ccccoeeevevieciieieiennenn. 4.0 15.4 (11.4) 2.7 5.7 3.0)

Kemper Direct.........ccoocevievieniecienieieene 2.7) (10.4) 7.7 1.5 (1.7) 32

Life and Health Insurance.......................... 66.5 67.7 (1.2) 19.2 19.7 0.5)
Total Segment Net Operating Income............. 76.3 42.4 33.9 31.8 15.4 16.4
Corporate and Other Net Operating Loss........ (19.1) (19.4) 0.3 (7.2) 8.3) 1.1
Consolidated Net Operating Income .............. 57.2 23.0 34.2 24.6 7.1 17.5
Net Income (Loss) From:

Net Realized Gains (Losses) on Sales of

Investments.........ccceeveeeieenieecieesieeeeenne 38.9 18.0 20.9 33.0 2.7 35.7
Net Impairment Losses Recognized in
Earnings........ccoeevevieviesieieieieeeeee e (2.6) 4.3) 1.7 (2.0) (3.3) 1.3
Income from Continuing Operations.............. 93.5 36.7 56.8 55.6 1.1 54.5
Income from Discontinued Operations........... 8.0 13.5 (5.5 — 0.9 0.9
Net INCOME.....c.voveveeriiereieiiieieieieeeeeie e $ 1015 S 502 $ 513 % 556 $ 20 3 53.6
Revenues

Earned Premiums were $1,586.3 million for the nine months ended September 30, 2012, compared to $1,637.1 million in 2011,
a decrease of $50.8 million. Earned Premiums for the nine months ended September 30, 2012 decreased by $40.6 million,
$19.4 million and $3.9 million in the Kemper Direct, Kemper Specialty and Life and Health Insurance segments, respectively,
and increased by $13.1 million in the Kemper Preferred segment. Earned Premiums were $527.3 million for the three months
ended September 30, 2012, compared to $543.0 million in 2011, a decrease of $15.7 million. Earned Premiums for the three
months ended September 30, 2012 decreased by $14.1 million, $7.1 million and $0.9 million in the Kemper Direct, Kemper
Specialty and Life and Health Insurance segments, respectively, and increased by $6.4 million in the Kemper Preferred
segment.

Net Investment Income increased by $0.3 million for the nine months ended September 30, 2012, compared to the same period
in 2011, due primarily to higher Interest and Dividends on Fixed Maturities, partially offset by higher investment expenses. Net
Investment Income increased by $11.8 million for the three months ended September 30, 2012, compared to the same period in
2011, due primarily to lower net investment losses from Equity Method Limited Liability Investments and higher Dividends on
Equity Securities, partially offset by lower Interest and Dividends on Fixed Maturities and higher investment expenses.
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Summary of Results (continued)

Net Realized Gains on Sales of Investments were $59.9 million for the nine months ended September 30, 2012, compared to
$27.8 million in 2011. Net Realized Gains on Sales of Investments were $50.9 million for the three months ended

September 30, 2012, compared to Net Realized Losses on Sales of Investments of $4.2 million in 2011. In the third quarter of
2012, the Company sold $320.1 million of municipal securities at a gain of $44.9 million to take advantage of attractive pricing
for such securities and for tax planning and other portfolio management purposes. Net Impairment Losses Recognized in
Earnings were $4.1 million for the nine months ended September 30, 2012, compared to $6.7 million for the same period in
2011. Net Impairment Losses Recognized in Earnings were $3.2 million for the three months ended September 30, 2012,
compared to $5.0 million for the same period in 2011. The Company wrote down investments in real estate by $3.1 million in
the third quarter of 2012, compared to $4.9 million in the same period in 2011. The Company cannot predict if or when similar
investment gains or losses may occur in the future.

Catastrophes

Catastrophe losses and LAE (excluding loss and LAE reserve development from prior accident years) were $79.5 million and
$12.3 million for the nine and three months ended September 30, 2012, respectively, compared to $156.7 million and $42.7
million for the same periods in 2011. Catastrophe losses and LAE (excluding loss and LAE reserve development) by business
segment for the nine and three months ended September 30, 2012 and 2011 are presented below:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Kemper Preferred.........ooouiiiiieieeeeeeeeeeeeeeeeeeee e $ 627 § 1378 $ 94 § 40.9
Kemper SPecialty.......cccoecverieiirieieieie e 4.7 3.7 0.9 0.7
KemPer DITECL........ccveiieeiiiiciiciece ettt ettt r e eaa e v neas 4.8 6.2 0.4 2.2
Life and Health INSUIance.............cccueeevieiiieciieiiicceeeee et 7.3 9.0 1.6 (1.1)
Total Catastrophe Losses and LAE.............ccccoovoiiieiieieceeeeceeeeeea $ 795 $§ 1567 $ 123§ 42.7

The number of catastrophic events and catastrophe losses and LAE (excluding loss and LAE reserve development) by range of
loss for the nine months ended September 30, 2012 and 2011 are presented below:

Nine Months Ended
Sep 30,2012 Sep 30,2011
Number of Losses and Number of Losses and

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

BeIOW 85, ettt 18§ 21.5 21§ 36.7

85 = B L0 e 6 46.7 2 16.3

10 = Bl et 1 11.3 1 10.8

BL5 = 820 e — — 2 359

820 = 825 et — 1 24.9

Greater Than $25....c....oiiviiiiiieee e — — 1 32.1

TOtALL..eieii ettt ettt ene s neene 25§ 79.5 28 §  156.7

As shown in the preceding table, catastrophe losses and LAE decreased for the nine months ended September 30, 2012 due
primarily to lower severity of losses below $5 million per event and lower frequency of losses in excess of $15 million per
event, partially offset by higher frequency of losses ranging from $5 million to $10 million per event. The six events in the $5
million to $10 million range and one event in the $10 million to $15 million range for the nine months ended September 30,
2012 were related to hail or wind events in either Texas, Colorado or the Midwest and mid-Atlantic states. Events below $5
million for the nine months ended September 30, 2011 are due primarily to spring storms. In the second quarter of 2011, the
United States experienced a high volume of spring storms, including a record level of tornadoes in April resulting in two events
in the $15 million to $20 million range and one event which was $32.1 million. In the third quarter of 2011, the Company
incurred claims related to one event in the $20 million to $25 million range which was Hurricane Irene. Catastrophe losses and
LAE for the nine months ended September 30, 2011 include $24.9 million related to Hurricane Irene, of which $23.7 million is
included in the Kemper Preferred segment.
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Catastrophes (continued)

In late October 2012, Sandy, a named superstorm and at one point a level two hurricane while over the Atlantic ocean, caused a
significant amount of damage in several northeastern states. The Company has received a substantial number of claims, largely
from exposures in the state of New York, and is in the early stages of assessing damage. Even though the Company has inspected
a small percentage of the claims reported to date and expects that it will take several weeks to inspect most of the affected areas
to reasonably estimate its losses from Sandy, the Company currently expects such losses to be material to its fourth quarter 2012
operating results.

Loss and LAE Reserve Development

Increases (decreases) in the Company’s property and casualty loss and LAE reserves for the nine and three months ended
September 30, 2012 and 2011 to recognize adverse (favorable) loss and LAE reserve development from prior accident years in
continuing operations, hereinafter also referred to as “reserve development” in the discussion of segment results, is presented
below:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Kemper Preferred:

NON-CAASTTOPNE. ....c..vcvievieieeceeetceetee ettt ettt et e v $ B.1) $ (@11.6) $ 0.8) $ (7.9)

(O 11 (0] o) s OSSR R (6.0) (3.8) (1.6) (1.5)

TOLALL ..ottt ©.D) (15.4) 2.4 9.4
Kemper Specialty:

NON-CAtASITOPRC. ...ttt ettt b s reeveeenens 2.5 (7.0) 2.9 3.2)

(O 11 (0] o) s SRR 0.1 0.1 — —

TOLALL .t 2.4 (6.9) 2.9 3.2)
Kemper Direct:

NON-CAtASITOPIC. .....ouvieeieiieeieite ettt ettt ettt s ae e esreeenens (11.3) 6.3) 5.3) 5.3)

(O 11 (0] o) s OSSR 0.2) 0.4 0.1) —

TOLALL .t (11.5) 5.9 5.4 5.3)
Life and Health Insurance:

NON-CAtASITOPIC. .....ouvieeieiieeieite ettt ettt ettt s ae e esreeenens 0.3) 0.9 — —

(O 11 (0] o) s SR 0.1 (1.0) 0.2) 0.3)

TOLALL .t 0.2) (1.9 0.2) 0.3)
Decrease in Total Loss and LAE Reserves Related to Prior Years:

NON-CAtASITOPIC. .....ouvieeieiieeieite ettt ettt ettt s ae e esreeenens (17.2) (25.8) 9.0) (16.4)

(O 11 (0] o) s ST (6.0) 4.3) (1.9 (1.8)
Decrease in Total Loss and LAE Reserves Related to Prior Years............ $§ (232) § (301) § (109 $§ (182

See MD&A, “Critical Accounting Estimates,” of the 2011 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.

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

The following discussions for the Kemper Preferred, Kemper Specialty and Kemper Direct segments use 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
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Non-GAAP Financial Measures (continued)

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 and Casualty
insurance businesses that may 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 (Losses) 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 (Losses) 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.

These non-GAAP financial measures should not be considered a substitute for the comparable GAAP financial measures, as
they do not fully recognize the overall underwriting profitability of the Company’s businesses.

A reconciliation of Consolidated Net Operating Income to Income from Continuing Operations for the nine and three months
ended September 30, 2012 and 2011 is presented below:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Consolidated Net Operating INCOME............cecvreeeriiecieriniienieiesieeie e $§ 572§ 230 $ 246 S 7.1
Net Income (Loss) From:
Net Realized Gains (Losses) on Sales of Investments.............cccccveevenueennnnne. 38.9 18.0 33.0 2.7
Net Impairment Losses Recognized in Earnings .............ccoccoevevivieecieennennen, (2.6) 4.3) 2.0) (3.3)
Income from Continuing OPErations ..........c.eceeeeerueervererieesreesreseesseneesseneensenns $§ 935 $§ 367 $ 556 9% 1.1

There were no applicable significant non-recurring items that the Company excluded from the calculation of Consolidated Net
Operating Income for the nine and three months ended September 30, 2012 and 2011.
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Kemper Preferred

Selected financial information for the Kemper Preferred segment follows:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Net Premiums WITtEN..........ooviviiieeiieeeieeeecceeee et $§ 6779 $ 6576 $ 2379 § 2333
Earned Premiums: -
AULOMODIIC......couiiiieiieiicicee et $ 3851 $§ 3830 $ 1305 $ 1285
HOMEOWNETS ...cvviiiiieiieeieeeeeee et 229.4 219.6 78.4 74.3
Other Personal...........ccoccviouieiiiiieiicieeieeeee et 41.4 40.2 14.0 13.7
Total Earned Premitums...........cccveeieciieiieniinieieeiee e 655.9 642.8 222.9 216.5
Net Investment INCOME ..........ccveeiiiciiiiieeiieie e 33.6 37.8 10.8 8.2
Other INCOME .....ocuveiiieieiieieiceeeeee et aeas 0.3 0.2 0.1 0.1
TOtal REVEIUES.......eouiiiieiiiiieieieie ettt 689.8 680.8 233.8 224.8
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ...........ccccooiveieniecienieieciee 448.8 435.8 154.0 148.9
Catastrophe Losses and LAE ...........ccccooooviiviiiiiicice e 62.7 137.8 9.4 40.9
Prior Years:
Non-catastrophe Losses and LAE ............ccccoooevevieiicieiecieee, 3.1 (11.6) (0.8) (7.9)
Catastrophe Losses and LAE ..........cccocovvieviiieniiiee e (6.0) (3.8) (1.6) (1.5)
Total Incurred Losses and LAE ..........ccooioieiiiiiiiicececeeceeeee 502.4 558.2 161.0 180.4
INSUrance EXPEnSes......c.oeecueeiieiiieniiiiieriiecie ettt 183.0 179.1 62.4 60.5
Operating Profit (LOSS) .....ccooieviiiieiieeeieeeee e 4.4 (56.5) 10.4 (16.1)
Income Tax Benefit (EXPENSe)........ccoevervieieriieienieiienieeieie e 4.1 26.2 (2.0) 7.8
Segment Net Operating Income (LOSS).........covveveeereeeeeeeereeeeeeereenenans $ 85 § (303) $ 84 § (83
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio...........c.ccoeeeene. 68.4% 67.8% 69.1% 68.7%
Current Year Catastrophe Losses and LAE Ratio...........ccccccoeveeveennennen. 9.6 21.4 4.2 18.9
Prior Years Non-catastrophe Losses and LAE Ratio............ccccevveeennen. 0.5) (1.8) 0.4) 3.6)
Prior Years Catastrophe Losses and LAE Ratio..........ccccceevieveiieennennen. 0.9) (0.6) 0.7) 0.7)
Total Incurred Loss and LAE Ratio........cccceevvvcieneiienienieiecieeeeene 76.6 86.8 72.2 83.3
Incurred EXpense Ratio........cccoccviivieiiiiieciiiieiiceee e 27.9 27.9 28.0 27.9
Combined Ratio........cccevuirieriieiicieieeieieecee et 104.5% 114.7% 100.2% 111.2%
Underlying Combined Ratio -
Current Year Non-catastrophe Losses and LAE Ratio...........c.ccceeenee 68.4% 67.8% 69.1% 68.7%
Incurred EXpense Ratio........cccoccviivieiiiiieciiiieiiceee e 27.9 27.9 28.0 27.9
Underlying Combined Ratio..........ccccevveviieieniieieiieieeeeee e 96.3% 95.7% 97.1% 96.6%
Non-GAAP Measure Reconciliation -
Underlying Combined Ratio..........ccccevierierieniieieiieieeeeee e 96.3% 95.7% 97.1% 96.6%
Current Year Catastrophe Losses and LAE Ratio...........ccccccoeevevveennennen. 9.6 21.4 4.2 18.9
Prior Years Non-catastrophe Losses and LAE Ratio............ccccevveeennene 0.5) (1.8) 0.4) 3.6)
Prior Years Catastrophe Losses and LAE Ratio..........ccccoeevveieiviennennen. 0.9) (0.6) 0.7) 0.7)
Combined Ratio as Reported ..........cccoeveviieieniiiienicieicciee e 104.5% 114.7% 100.2% 111.2%
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Kemper Preferred (continued)

Catastrophe Frequency and Severity

Nine Months Ended

Sep 30, 2012 Sep 30, 2011
Number of Losses and Number of Losses and

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

BelOW $5 ..o 20 $ 28.9 21 $ 33.0

85 = 10 e 4 33.8 2 14.6

10 = B LS et — — 3 35.2

820 = B2 et — — 1 23.7

Greater Than $25.........cviiiiiieieiiiceceeee et — — 1 31.3

TOTAL ..ot et e e st e be e taeeree e 24 $ 62.7 28 % 137.8

Insurance Reserves
Sep 30, Dec 31,

(Dollars in Millions) 2012 2011
Insurance Reserves:

AULOIMNIODIIE ..ottt ettt ettt ettt eas et ae et ae ettt e et te et ae et eaeetens $ 2742 § 2747

HOMEOWIIETS. ......ieiiiiieeie ettt ettt ettt et e st e e e s st estesseensesseensessaensesssenseennenseenneseenes 116.0 106.2

Other PErSONAL.........ceoivieiiiiieiicece ettt ettt ettt ettt sbeessesaeessesaeesbesssensesssesseesseseenns 38.5 353
INSUIANCE RESEIVES .....ocviuieviietiietiiteeietetteteat ettt ettt et ettt ettt se bt be st ete s ese b ese b eseebeseebessebessesessesassns § 4287 $ 4162
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 $§ 2670 $ 259.0
Incurred but NOt REPOITEd.......c.eoouiiuiiiiciiiii ettt ettt veea e et enaas 100.0 92.9

TOtal LOSS RESEIVES....c.uieuiiiieiiciieit ettt ettt ettt ettt et et ebesstesbessaesaeessessaessesssenseessenseessenseenns 367.0 351.9

LAE RESEIVES.....ccuvieiiiiiieiiieeiieestte et ette st e esteesveestteesteetaeasseessaessseessaessseesssaenseessseansaesssessseesssensseenes 61.7 64.3
INSUTANCE RESEIVES......voviivieiiiiietieiiitiitiet ettt ettt ettt est st teeteeseeseebeebeesebese s essessessessessessesseseeseeneesensas $ 4287 $ 4162

Earned Premiums in the Kemper Preferred segment increased by $13.1 million for the nine months ended September 30, 2012,
compared to the same period in 2011, due primarily to higher volume, partially offset by lower average premium. Earned
Premiums in the Kemper Preferred segment increased by $6.4 million for the three months ended September 30, 2012,
compared to the same period in 2011, due primarily to higher volume, and to a lesser extent, higher average premium. Earned
premiums on automobile insurance increased by $2.1 million and $2.0 million for the nine and three months ended
September 30, 2012, respectively, compared to the same periods in 2011, due primarily to higher volume, partially offset by
lower average premium. Earned premiums on homeowners insurance increased by $9.8 million and $4.1 million for the nine
and three months ended September 30, 2012, respectively, compared to the same periods in 2011, due primarily to higher
volume and, to a lesser extent, higher average premium. Earned premiums on other personal insurance increased by $1.2
million and $0.3 million for the nine and three months ended September 30, 2012, respectively, compared to the same periods
in 2011, due primarily to higher volume.

Net Investment Income in the Kemper Preferred segment decreased by $4.2 million for the nine months ended September 30,
2012, compared to the same period in 2011, due primarily to lower net investment income from Equity Method Limited
Liability Investments, lower dividend income from common stock and other equity interests, partially offset by a higher level
of allocated investments. Net investment income from Equity Method Limited Liability Investments was $2.7 million for the
nine months ended September 30, 2012, compared to $7.2 million for the same period in 2011.

Net Investment Income in the Kemper Preferred segment increased by $2.6 million for the three months ended September 30,
2012, compared to the same period in 2011, due primarily to higher net investment income from Equity Method Limited
Liability Investments. Net investment income from Equity Method Limited Liability Investments was $0.5 million for the three
months ended September 30, 2012, compared to a net investment loss of $2.1 million for the same period in 2011.
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Operating results in the Kemper Preferred segment increased by $60.9 million before taxes for the nine months ended
September 30, 2012, compared to the same period in 2011, due primarily to lower incurred catastrophe losses and LAE,
partially offset by lower levels of favorable loss and LAE reserve development, lower Net Investment Income and higher
underlying losses and LAE as a percentage of earned premiums. Underlying losses and LAE exclude the impact of catastrophes
and loss and LAE reserve development. Underlying losses and LAE as a percentage of earned premiums were 68.4% for the
nine months ended September 30, 2012, compared to 67.8% for the same period in 2011. Kemper Preferred continues to take
actions intended to improve profitability, including additional rate increases, enhanced pricing segmentation, higher
deductibles, in particular for wind or hail events, and other underwriting actions.

Operating results in the Kemper Preferred segment increased by $26.5 million before taxes for the three months ended
September 30, 2012, compared to the same period in 2011, due primarily to lower incurred catastrophe losses and LAE and
higher Net Investment Income, partially offset by lower levels of favorable loss and LAE reserve development.

Automobile insurance incurred losses and LAE were $292.1 million, or 75.9% of automobile insurance earned premiums, for
the nine months ended September 30, 2012, compared to $284.9 million, or 74.4% of automobile insurance earned premiums,
for the same period in 2011. Automobile insurance incurred losses as a percentage of automobile earned premiums increased by
1.5% due primarily to higher underlying losses and LAE as a percentage of automobile insurance earned premiums and an
unfavorable impact from a change in loss and LAE reserve development, partially offset by lower incurred catastrophe losses
and LAE (excluding development). Underlying losses and LAE as a percentage of automobile insurance earned premiums were
73.6% for the nine months ended September 30, 2012, compared to 71.4% for the same period in 2011. Underlying losses and
LAE as a percentage of automobile insurance earned premiums increased due primarily to higher severity in physical damage,
property damage and uninsured and underinsured motorist coverages and higher frequency in bodily injury coverages, partially
offset by lower frequency in comprehensive coverages and lower severity in personal injury protection and bodily injury
coverages. Unfavorable loss and LAE reserve development was $2.7 million for the nine months ended September 30, 2012,
compared to favorable loss and LAE reserve development of $2.4 million for the same period in 2011. Catastrophe losses and
LAE (excluding development) were $6.1 million for the nine months ended September 30, 2012, compared to $13.9 million in
2011.

Automobile insurance incurred losses and LAE were $100.6 million, or 77.1% of automobile insurance earned premiums, for
the three months ended September 30, 2012, compared to $95.4 million, or 74.2% of automobile insurance earned premiums,
for the same period in 2011. Automobile insurance incurred losses and LAE as a percentage of automobile earned premiums
increased by 2.9% due primarily to higher underlying losses and LAE as a percentage of automobile insurance earned
premiums and an unfavorable impact from a change in loss and LAE reserve development from prior years, partially offset by
lower incurred catastrophe losses and LAE (excluding development). Underlying losses and LAE as a percentage of
automobile insurance earned premiums were 75.8% for the three months ended September 30, 2012, compared to 73.2% in
2011. Underlying losses and LAE for the three months ended September 30, 2012 included $0.4 million of unfavorable
development from the first two quarters of 2012. Underlying losses and LAE for the three months ended September 30, 2011
included $1.1 million of favorable development from the first two quarters of 2011. Excluding such development, underlying
losses and LAE as a percentage of automobile insurance earned premiums were 75.5% for the three months ended

September 30, 2012, compared to 74.1% in 2011, an increase of 1.4%, due primarily to higher severity in physical damage and
uninsured and underinsured motorist coverages, partially offset by lower severity in personal injury protection coverages.
Unfavorable loss and LAE reserve development from prior years was $1.0 million for the three months ended September 30,
2012, compared to favorable loss and LAE reserve development from prior years of $2.9 million in 2011. Catastrophe losses
and LAE (excluding development) were $0.6 million for the three months ended September 30, 2012, compared to $4.3 million
in 2011.

Homeowners insurance incurred losses and LAE were $187.8 million, or 81.9% of homeowners insurance earned premiums,
for the nine months ended September 30, 2012, compared to $251.7 million, or 114.6% of homeowners insurance earned
premiums, for the same period in 2011. Homeowners insurance incurred losses and LAE as a percentage of homeowners
insurance earned premiums decreased due primarily to lower catastrophe losses and LAE (excluding development), the impact
of higher levels of favorable catastrophe loss and LAE reserve development, lower underlying losses and LAE as a percentage
of homeowners insurance earned premiums, partially offset by an unfavorable impact from a change in non-catastrophe loss
and LAE reserve development. Catastrophe losses and LAE (excluding development) on homeowners insurance were $53.6
million for the nine months ended September 30, 2012, compared to $118.3 million in 2011. Catastrophe losses and LAE
incurred for the nine months ended September 30, 2012 were due in part to several hail storms throughout the United States,
with the largest catastrophe losses and LAE incurred in Texas and Colorado. For the nine months ended September 30, 2011,
the catastrophe losses were primarily related to Hurricane Irene and several severe tornadoes and other storms throughout the
United States. Favorable catastrophe loss and LAE reserve development was $5.7 million for the nine months ended
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September 30, 2012, compared to $4.0 million in 2011. Underlying losses and LAE as a percentage of homeowners insurance
earned premiums were 62.6% for the nine months ended September 30, 2012, compared to 65.4% in 2011. Underlying losses
and LAE as a percentage of homeowners insurance earned premiums decreased by 2.8% due primarily to lower non-
catastrophe storm losses partially offset by higher fire losses. Favorable non-catastrophe loss and LAE reserve development
was $3.6 million for the nine months ended September 30, 2012, compared to $6.3 million in 2011.

Homeowners insurance incurred losses and LAE were $53.2 million, or 67.9% of homeowners insurance earned premiums, for
the three months ended September 30, 2012, compared to $79.2 million, or 106.6% of homeowners insurance earned
premiums, for the same period in 2011. Homeowners insurance incurred losses and LAE decreased by $26.0 million for the
three months ended September 30, 2012 due primarily to lower catastrophe losses and LAE (excluding development) and lower
underlying losses and LAE as a percentage of homeowners insurance earned premiums, partially offset by lower levels of
favorable non-catastrophe loss and LAE reserve development. Catastrophe losses and LAE (excluding development) were $8.7
million for the three months ended September 30, 2012, compared to $34.5 million in 2011. Underlying losses and LAE as a
percentage of homeowners insurance earned premiums were 61.0% for the three months ended September 30, 2012, compared
to 65.7% in 2011. Underlying losses and LAE as a percentage of homeowners insurance earned premiums decreased due
primarily to lower non-catastrophe storm losses and lower fire losses. Favorable non-catastrophe loss and LAE reserve
development was $1.6 million for the three months ended September 30, 2012, compared to $2.6 million in 2011.

Other personal insurance incurred losses and LAE were $22.5 million for the nine months ended September 30, 2012,
compared to $21.6 million for the same period in 2011. Other personal insurance incurred losses and LAE increased by $0.9
million due primarily to higher underlying losses and LAE, partially offset by lower catastrophe losses and LAE (excluding
reserve development). Underlying losses and LAE were $21.9 million for the nine months ended September 30, 2012,
compared to $18.6 million in 2011. Catastrophe losses and LAE (excluding development) were $3.0 million for the nine
months ended September 30, 2012, compared to $5.6 million in 2011. Favorable loss and LAE reserve development was $2.4
million for the nine months ended September 30, 2012, compared to $2.6 million for the same period in 2011.

Other personal insurance incurred losses and LAE were $7.2 million for the three months ended September 30, 2012, compared
to $5.8 million for the same period in 2011. Other personal insurance incurred losses and LAE increased by $1.4 million due
primarily to lower levels of favorable loss and LAE reserve development and higher underlying losses and LAE, partially offset
by lower catastrophe losses and LAE (excluding development). Favorable loss and LAE reserve development was $0.2 million
for the three months ended September 30, 2012, compared to $2.3 million in 2011. Underlying losses and LAE were $7.3
million for the three months ended September 30, 2012, compared to $6.0 million in 2011. Catastrophe losses and LAE
(excluding development) were $0.1 million for the three months ended September 30, 2012, compared to $2.1 million in 2011.

Insurance Expenses increased by $3.9 million for the nine months ended September 30, 2012, compared to the same period in
2011, due primarily to higher acquisition expenses related to increased new business production and a refund received in 2011
from a wind pool that did not recur in 2012. Insurance Expenses increased by $1.9 million for the three months ended
September 30, 2012, compared to the same period in 2011, due primarily to higher acquisition expenses related to increased
new business production.

The Kemper Preferred segment reported Segment Net Operating Income of $8.5 million and $8.4 million for the nine and three
months ended September 30, 2012, respectively, compared to Segment Net Operating Loss of $30.3 million and $8.3 million
for the same periods in 2011. The Kemper Preferred 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 $16.0 million for the nine months ended September 30, 2012, compared to
$18.6 million for the same period in 2011. Tax-exempt investment income and dividends received deductions were $4.6 million
for the three months ended September 30, 2012, compared to $6.1 million for the same period in 2011.
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Selected financial information for the Kemper Specialty segment follows:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Net Premiums W ......ccvivieiieieicceeie e $ 3202 $ 3382 $ 1039 § 1093
Earned Premiums: -
Personal AUtomobile...........ccevvieiinieiiinieieecee e $ 2856 $ 3069 $ 929 § 1009
Commercial AUutomOobDIle.........coccvivvieiieiieiieeeie e 31.7 29.8 11.0 10.1
Total Earned Premitlms..........c.oovevverienienienieeiesieeresieeve e sene e 317.3 336.7 103.9 111.0
Net Investment INCOME .........cceeviieiieeiiiiecieeee e 14.4 17.5 4.5 3.7
Other INCOME .....ooviiieiieiieiiceeie ettt esaaesseeneas 0.2 0.4 0.1 0.2
TOtal REVEIUES.......eouiieiiiieieieieeeet ettt 331.9 354.6 108.5 114.9
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ..........c.cccoovvvienincienieieieee 2594 270.9 84.2 86.8
Catastrophe Losses and LAE ...........cccccoooieviiiiiiiiee e, 4.7 3.7 0.9 0.7
Prior Years:
Non-catastrophe Losses and LAE ............ccccoooeveiieviiiciiceceee, 2.5) (7.0) 2.9) 3.2)
Catastrophe Losses and LAE ...........ccocoovieviiieniiiee s 0.1 0.1 — —
Total Incurred Losses and LAE ..........cccooovoiiiiiiieiicececeeeee e, 261.7 267.7 82.2 84.3
INSUrance EXPEnSes......ccucevuieriiiiiienieeiierieeieece ettt 67.7 68.0 23.1 23.5
Operating Profit .........ccoevieiiiiiiieicece et 2.5 18.9 32 7.1
Income Tax Benefit (EXPENSe).........cceevuerverierienieeieniieieeeeeeeeenee e 1.5 3.5) (0.5) (1.4)
Segment Net Operating INCOME..........coooveveeiivceeeieeeeeeeeeeeeeeee e, $ 40 $ 154 $ 27 $ 5.7
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio.........c.cccceceeeninnnne. 81.8% 80.5% 81.0% 78.2%
Current Year Catastrophe Losses and LAE Ratio...........ccccoveveevieiennnnen. 1.5 1.1 0.9 0.6
Prior Years Non-catastrophe Losses and LAE Ratio...........c.ccceevvevennnnen. (0.8) 2.1 2.8) 2.9
Prior Years Catastrophe Losses and LAE Ratio...........cccoccoeeveeeeciieienennen. — — — —
Total Incurred Loss and LAE Ratio.........cccccoeeveviecienieiinieeeeee e 82.5 79.5 79.1 75.9
Incurred EXpense Ratio.........cccocieviiiiiiiiiiiiiieciececeeeee e 21.3 20.2 22.2 21.2
Combined RaAtiO .......cccovieiiiieiiiieieceee et 103.8% 99.7% 101.3% 97.1%
Underlying Combined Ratio -
Current Year Non-catastrophe Losses and LAE Ratio........c.cccceceeeninnnne. 81.8% 80.5% 81.0% 78.2%
Incurred EXpense Ratio.........cccocieiiiiiiiiiicicciececceeeee e 21.3 20.2 22.2 21.2
Underlying Combined Ratio..........ccccevieriirieniieieiieieieeeee e 103.1% 100.7% 103.2% 99.4%
Non-GAAP Measure Reconciliation -
Underlying Combined Ratio..........ccccevierieiieniinieiieieieeeeie e 103.1% 100.7% 103.2% 99.4%
Current Year Catastrophe Losses and LAE Ratio.........c..cccceeeveevieienennen. 1.5 1.1 0.9 0.6
Prior Years Non-catastrophe Losses and LAE Ratio...........c.ccceevvevennnnen. (0.8) 2.1 2.8) 2.9
Prior Years Catastrophe Losses and LAE Ratio...........cccoccoeevieieeiieienennen. — — — —
Combined Ratio as Reported ...........cceeviveeiiinieniieiecieieeeeeeeee e 103.8% 99.7% 101.3% 97.1%
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Insurance Reserves

Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Insurance Reserves:
Personal AULOMODILE ..........covieuiieiiieiieieeecteeiet ettt ettt ettt b s s s s s b ess et asese s esessesesens § 1674 $ 166.6
Commercial AUtOMODILE .........c..ccviiiiiiiiiiiciececceee ettt et b e te b e re e b e e ae e reens 40.8 51.5
L1151, TSP 7.4 7.8
INSUTANCE RESETVES....cuuiieiiiiiieeiieiie ettt ettt sttt e bt e st e e be e tbessbeessaeenbaessseenseessseensaenseenn $§ 2156 § 2259
Insurance Reserves:
Loss Reserves:
CASE ettt ettt ettt ettt ettt et et et et et eae et ent et ent et et ete s ere s eneenens $ 1327 § 1351
Incurred but NOt REPOITEd.......ceeviieiiiiieieiieieie ettt st a et aessaeaesenesesnees 45.6 47.7
TOtAl LOSS RESEIVES....c.uicuiiiieiiictecie ettt ettt ettt ettt ettt et et eatesbe e e e s teesaesbeesbeeseeaseerseareenseseenns 178.3 182.8
LLAE RESEIVES.....ceiutieiieiiiiiiteeiit ettt sttt e st estte sttt e st et e s beesatesabeesstesabeensbeenseensaesnseenssesabeesasesnseens 373 43.1

INSUTANCE RESEIVES.....eeiiiiiiiiiiiie et e ettt e e e e et e e e e e aae e e e s e e aaaeeesseennaaeeeessnnnaeeeas $ 2156 $ 225.9

Earned Premiums in the Kemper Specialty segment decreased by $19.4 million and $7.1 million for the nine and three months
ended September 30, 2012, respectively, compared to the same periods in 2011, due to lower earned premiums on personal
automobile insurance, partially offset by higher earned premiums on commercial automobile insurance. Personal automobile
insurance earned premiums decreased by $21.3 million and $8.0 million for the nine and three months ended September 30,
2012, respectively, due to lower volume, partially offset by higher average premium. Personal automobile insurance policies in
force were approximately 275,000 at September 30, 2012, compared to 302,000 at the beginning of 2012. Commercial
automobile insurance earned premiums increased by $1.9 million and $0.9 million for the nine and three months ended
September 30, 2012, respectively, due primarily to higher volume.

Net Investment Income in the Kemper Specialty segment decreased by $3.1 million for the nine months ended September 30,
2012, compared to the same period in 2011, due primarily to lower net investment income from Equity Method Limited
Liability Investments and lower dividend income from common stocks and other equity interests. Net Investment Income
increased by $0.8 million for the three months ended September 30, 2012, compared to the same period in 2011, due primarily
to higher net investment income from Equity Method Limited Liability Investments. The Kemper Specialty segment reported
net investment income of $1.2 million from Equity Method Limited Liability Investments for the nine months ended
September 30, 2012, compared to $3.3 million in 2011. The Kemper Specialty segment reported net investment income of $0.3
million from Equity Method Limited Liability Investments for the three months ended September 30, 2012, compared to a loss
of $1.0 million in 2011.

The Kemper Specialty segment reported Operating Profit of $2.5 million and $3.2 million for the nine and three months ended
September 30, 2012, respectively, compared to $18.9 million and $7.1 million for the same periods in 2011. Operating Profit in
the Kemper Specialty segment decreased for both the nine and three months ended September 30, 2012, compared to the same
periods in 2011, due primarily to lower levels of favorable loss and LAE reserve development, higher underlying losses and
LAE as a percentage of earned premiums and higher underwriting expenses as a percentage of earned premiums.

Personal automobile insurance incurred losses and LAE were $249.9 million, or 87.5% of personal automobile insurance
earned premiums, for the nine months ended September 30, 2012, compared to $248.2 million, or 80.9% of personal
automobile insurance earned premiums, for the same period in 2011. Personal automobile insurance incurred losses and LAE as
a percentage of personal automobile insurance earned premiums increased due primarily to an unfavorable impact from a
change in loss and LAE reserve development and higher underlying losses and LAE as a percentage of personal automobile
earned premiums. Unfavorable loss and LAE reserve development on personal automobile insurance was $10.4 million for the
nine months ended September 30, 2012 and was related primarily to the 2011 and 2010 accident years. Favorable loss and LAE
reserve development was $4.3 million for the nine months ended September 30, 2011. Catastrophe losses and LAE (excluding
development) were $4.6 million for the nine months ended September 30, 2012, compared to $3.7 million in 2011. Underlying
losses and LAE as a percentage of personal automobile insurance earned premiums were 82.2% for the nine months ended
September 30, 2012, compared to 81.1% in 2011, and increased due primarily to higher LAE as a percentage of personal
automobile earned premiums.
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Personal automobile insurance incurred losses and LAE were $75.6 million, or 81.4% of personal automobile insurance earned
premiums, for the three months ended September 30, 2012, compared to $78.6 million, or 77.9% of personal automobile
insurance earned premiums, for the same period in 2011. Personal automobile insurance incurred losses and LAE as a
percentage of personal automobile insurance earned premiums increased due primarily to lower levels of favorable loss and
LAE reserve development and higher underlying losses and LAE as a percentage of personal automobile insurance earned
premiums. Loss and LAE reserve development from prior years had a favorable effect of $0.9 million for the three months
ended September 30, 2012 and was related primarily to the 2011 and 2010 accident years. Loss and LAE reserve development
from prior years had a favorable effect of $2.4 million for the three months ended September 30, 2011. Catastrophe losses and
LAE were $0.9 million for the three months ended September 30, 2012, compared to $0.6 million in 2011. Underlying losses
and LAE as a percentage of personal automobile insurance earned premiums were 81.4% for the three months ended
September 30, 2012, compared to 79.7% for the same period in 2011. Underlying loss and LAE for the three months ended
September 30, 2012 included unfavorable development of $1.1 million from the first two quarters of 2012. Underlying loss and
LAE for the three months ended September 30, 2011 included $2.1 million of favorable development from the first two
quarters of 2011. Excluding the impact of such development, underlying losses and LAE as a percentage of personal
automobile insurance earned premiums were 80.1% for the three months ended September 30, 2012, compared to 81.7% in
2011, and decreased due primarily to improved bodily injury results resulting from the rate of increase in average earned
premiums outpacing the rate of increase in average claim cost, partially offset by an increase in the underlying loss ratio for
collision driven by increased frequency.

Commercial automobile insurance incurred losses and LAE were $11.8 million for the nine months ended September 30, 2012,
compared to $19.1 million for the same period in 2011. Commercial automobile insurance incurred losses and LAE decreased
by $7.3 million for the nine months ended September 30, 2012, compared to the same period in 2011, due primarily to higher
levels of favorable 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 $12.8 million for the
nine months ended September 30, 2012, of which $6.7 million related to 2011 and 2010 accident years, with the balance of
$6.1 million dispersed over several older accident years. Favorable loss and LAE reserve development was $3.0 million for the
nine months ended September 30, 2011. Underlying losses and LAE as a percentage of commercial automobile insurance
earned premiums were 77.3% for the nine months ended September 30, 2012, compared to 73.8% in 2011, and increased due
primarily to higher frequency associated with most coverages.

Commercial automobile insurance incurred losses and LAE were $6.6 million for the three months ended September 30, 2012,
compared to $5.7 million for the same period in 2011. Commercial automobile insurance incurred losses and LAE increased by
$0.9 million for the three months ended September 30, 2012, compared to the same period in 2011, due primarily to higher
underlying losses and LAE, partially offset by higher levels of favorable development. Underlying losses and LAE as a
percentage of commercial automobile insurance earned premiums were 77.7% for the three months ended September 30, 2012,
compared to 65.3% in 2011, and increased due primarily to higher frequency of bodily injury claims and higher frequency and
severity of property damage and collision claims. Favorable loss and LAE reserve development was $2.0 million for the three
months ended September 30, 2012, of which $1.1 million related to 2011 and 2010 accident years, with the balance of $0.9
million dispersed over several older accident years. Favorable loss and LAE reserve development was $0.8 million for the three
months ended September 30, 2011.

Other insurance consists of certain reinsurance pools in run-off and other personal insurance in run-off. Unfavorable loss and
LAE reserve development on certain reinsurance pools in run-off was $0.4 million for the nine months ended September 30,
2011. There was no loss and LAE reserve development on reinsurance pools in run-off for the nine and three months ended
September 30, 2012.

Insurance expenses as a percentage of earned premiums was 21.3% for the nine months ended September 30, 2012, compared
to 20.2% in 2011. Insurance expenses as a percentage of earned premiums was 22.2% for the three months ended

September 30, 2012, compared to 21.2% in 2011. Insurance expenses as a percentage of earned premiums increased for the
nine and three months ended September 30, 2012, compared to the same periods in 2011, due primarily to higher expenses
associated with information technology initiatives.

Kemper Specialty reported Segment Net Operating Income of $4.0 million and $2.7 million for the nine and three months
ended September 30, 2012, respectively, compared to $15.4 million and $5.7 million for the nine and three months ended
September 30, 2011, respectively. The Kemper Specialty 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 $6.8 million and $1.9 million for the nine and three months ended

September 30, 2012, respectively, compared to $8.5 million and $2.7 million for the same periods in 2011.
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Selected financial information for the Kemper Direct segment follows:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Net Premitums WITHEN..........oovivieieeeieceeeeeeeeececeeceee ettt 1155 § 1635 § 359 § 520
Earned Premiums: -
AULOMODIIE. ... 1239 § 1648 § 379 § 520
HOMEOWINETS ...couiiiiiieiieeiteeeeee et 7.2 6.8 2.4 2.3
Other Personal...........ccocovievieiieiieeiieececeeeee ettt 0.1 0.2 — 0.1
Total Earned Premitums...........c.ccveveriieienieieneeieceeie e 131.2 171.8 40.3 54.4
Net Investment INCOME .........cccuieviieiiiiiieiecie e 10.7 13.6 34 2.8
Other INCOME .....ocviieeiiciieieeeeieeeee ettt ese s — 0.1 — 0.1
Total REVENUES.......ocvieiiitieeiietieieeteete ettt ettt 141.9 185.5 43.7 57.3
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ..........ccccooceviieieniicieneeieeene 111.5 145.7 33.8 449
Catastrophe Losses and LAE ...........cccoocooviiieiiiiceceeeeee, 4.8 6.2 0.4 2.2
Prior Years:
Non-catastrophe Losses and LAE ............ccccoooeeiiiiiiiiecicieiee, (11.3) (6.3) (5.3) (5.3)
Catastrophe Losses and LAE ...........cccoovvvenincieneeecieeeeen, 0.2) 0.4 (0.1) —
Total Incurred Losses and LAE ..........cccoooieiiiiiiiiieeeeeceeeee, 104.8 146.0 28.8 41.8
INSUrance EXPEnSes.......ceevueeriieiiiinieiiieriecieerite et 44.0 59.1 13.3 19.3
Operating Profit (LOSS) .....ccecveviieieiiieeeee et (6.9) (19.6) 1.6 (3.8)
Income Tax Benefit (EXPENSe)........ccvevverieierieeiienieeiesieeieeieeieeeeeie e 4.2 9.2 (0.1) 2.1
Segment Net Operating Income (LOSS)........cc.oeeveveeeereeeereeeereeeeeeiee e 27 $ @104) § 15 $ (1.7)
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio........c.cccceceeeeennen. 85.0% 84.9% 83.9% 82.5%
Current Year Catastrophe Losses and LAE Ratio...........ccccceeevvevierennnn. 3.7 3.6 1.0 4.0
Prior Years Non-catastrophe Losses and LAE Ratio...........cccceevenvennenne. (8.6) 3.7 (13.2) .7
Prior Years Catastrophe Losses and LAE Ratio...........cccccceveveeveenennnn 0.2) 0.2 0.2) —
Total Incurred Loss and LAE Ratio..........cccooveeeievieciesieiecieieceeeeenn, 79.9 85.0 71.5 76.8
Incurred EXpense Ratio.........ccceuieieiiieiiniiciecececce et 33.5 34.4 33.0 355
Combined Ratio .......ccccveviieiiiieiieieie e 113.4% 119.4% 104.5% 112.3%
Underlying Combined Ratio -
Current Year Non-catastrophe Losses and LAE Ratio........c.ccccececenenee. 85.0% 84.9% 83.9% 82.5%
Incurred EXpense Ratio.........ccceuieieiiieiiniiciecececce et 33.5 34.4 33.0 355
Underlying Combined Ratio..........ccocvevirieciinieiieieieciee e 118.5% 119.3% 116.9% 118.0%

Non-GAAP Measure Reconciliation

Underlying Combined Ratio..........ccceecevirininininineneeieeeececee
Current Year Catastrophe Losses and LAE Ratio...........cccocceeevvevienennnn.
Prior Years Non-catastrophe Losses and LAE Ratio........c.ccccccecveenenen.
Prior Years Catastrophe Losses and LAE Ratio.........cccccoeveieieieincnens
Combined Ratio as Reported ..........cccoecvevieieniiienieieceeeceeeeeee e
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Insurance Reserves

Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Insurance Reserves:
AULOMODILE .. ...veiiieitcect ettt ettt ettt b et bt b s seas b essete s ete b ete b eseesens $§ 1917 $§ 2165
HOMEOWIIETS......eeciieeiiecit ettt ettt sttt e e e et e e beestaessbeessaeeaseessbeenseeasseansaanssesnseesssennseenes 4.3 4.8
L1151, TSP 2.0 2.6
INSUTANCE RESETVES....cuuiieiiiiiieeiieiie ettt ettt sttt e bt e st e e be e tbessbeessaeenbaessseenseessseensaenseenn $ 198.0 $§ 2239
Insurance Reserves:
Loss Reserves:
S c.utieuieeeite et ettt et e et e et e ettt e e e e tte e beeesa e et e e et e e baeaa bt e tteeabe e taeabeeteeeabeeaaaeeabeeatbeebeensaeenreennaennres $ 126.0 $ 140.9
Incurred but NOt REPOITEd.......ceeviieiiiiieieiieieie ettt st a et aessaeaesenesesnees 46.8 54.0
TOtAl LOSS RESEIVES....c.uicuiiiieiiictecie ettt ettt ettt ettt ettt et et eatesbe e e e s teesaesbeesbeeseeaseerseareenseseenns 172.8 194.9
LLAE RESEIVES.....ceiutieiieiiiiiiteeiit ettt sttt e st estte sttt e st et e s beesatesabeesstesabeensbeenseensaesnseenssesabeesasesnseens 25.2 29.0

INSUTANCE RESEIVES.....eeiiiiiiiiiiiie et e ettt e e e e et e e e e e aae e e e s e e aaaeeesseennaaeeeessnnnaeeeas $ 198.0 $ 223.9

Earned Premiums in the Kemper Direct segment decreased by $40.6 million and $14.1 million for the nine and three months
ended September 30, 2012, respectively, compared to the same periods in 2011, due primarily to lower volume, partially offset
by higher average premium. On July 19, 2012, Kemper announced that it was reviewing strategic options for Kemper Direct
and that Kemper Direct would cease direct marketing activities. The Kemper Direct segment expects that its policies in-force
will decline 25% to 35% over the next twelve months as a result of this action and other actions related to this announcement.
Kemper Direct is continuing to process policy renewals, as well as fulfillment via the web, affinity groups and worksite
arrangements while the Company evaluates the best options internally and externally for these channels.

Net Investment Income in the Kemper Direct segment decreased by $2.9 million for the nine months ended September 30,
2012, compared to the same period in 2011, due primarily to lower net investment income from Equity Method Limited
Liability Investments and lower dividend income from common stocks and other equity interests. Net investment income from
Equity Method Limited Liability Investments was $0.8 million for the nine months ended September 30, 2012, compared to
$2.6 million in 2011.

Net Investment Income in the Kemper Direct segment increased by $0.6 million for the three months ended September 30,
2012, compared to the same period in 2011, due primarily to higher net investment income from Equity Method Limited
Liability Investments. Net investment income from Equity Method Limited Liability Investments was $0.1 million for the three
months ended September 30, 2012, compared to a net investment loss of $0.8 million in 2011.

The Kemper Direct segment reported an Operating Loss of $6.9 million for the nine months ended September 30, 2012,
compared to $19.6 million for the same period in 2011. Operating results improved in the Kemper Direct segment for the nine
months ended September 30, 2012, compared to 2011, due primarily to higher levels of favorable reserve development, lower
levels of unprofitable business and lower underwriting expenses, partially offset by lower net investment income.

The Kemper Direct segment reported Operating Profit of $1.6 million for the three months ended September 30, 2012,
compared to an Operating Loss of $3.8 million for the same period in 2011. Operating results improved in the Kemper Direct
segment for the three months ended September 30, 2012, compared to 2011, due primarily to lower levels of unprofitable
business, lower incurred catastrophe losses and LAE (excluding development) and lower underwriting expenses.

Incurred losses and LAE were $104.8 million, or 79.9% as a percentage of earned premiums, for the nine months ended
September 30, 2012, compared to $146.0 million, or 85.0% as a percentage of earned premiums, for the same period in 2011.
Incurred losses and LAE decreased for the nine months ended September 30, 2012 due primarily to the impact of lower earned
premiums and higher levels of favorable loss and LAE reserve development. Favorable loss and LAE reserve development was
$11.5 million for the nine months ended September 30, 2012, compared to $5.9 million in 2011. Underlying losses and LAE as
a percentage of earned premiums were 85.0% for the nine months ended September 30, 2012, compared to 84.9% in 2011.
Underlying losses and LAE as a percentage of earned premiums increased due primarily to higher underlying losses as a
percentage of earned premiums on automobile insurance, partially offset by lower underlying losses as a percentage of earned
premiums on homeowners insurance.
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Kemper Direct (continued)

Incurred losses and LAE were $28.8 million, or 71.5% as a percentage of earned premiums, for the three months ended
September 30, 2012, compared to $41.8 million, or 76.8% as a percentage of earned premiums, for the same period in 2011.
Incurred losses and LAE decreased for the three months ended September 30, 2012 due primarily to the impact of lower earned
premiums and lower incurred catastrophe losses and LAE (excluding development), partially offset by higher underlying losses
and LAE as a percentage of earned premiums. Favorable loss and LAE reserve development was $5.4 million for the three
months ended September 30, 2012, compared to $5.3 million in 2011. Catastrophe losses and LAE (excluding development)
was $0.4 million for the three months ended September 30, 2012, compared to $2.2 million in 2011. Underlying losses and
LAE as a percentage of earned premiums was 83.9% for the three months ended September 30, 2012, compared to 82.5% in
2011. Underlying losses and LAE as a percentage of earned premiums increased due primarily to higher loss adjustment
expenses as a percentage of earned premiums, higher underlying losses as a percentage of earned premiums on automobile
insurance, partially offset by lower underlying losses as a percentage of earned premiums on homeowners insurance.

Insurance Expenses as a percentage of earned premiums were 33.5% for the nine months ended September 30, 2012, compared
to 34.4% for the same period in 2011. Insurance Expenses as a percentage of earned premiums decreased for the nine months
ended September 30, 2012, compared to 2011, due primarily to reduced acquisition and marketing related expenses, partially
offset by other underwriting costs not declining at the same pace as earned premiums. Insurance Expenses as a percentage of
earned premiums were 33.0% for the three months ended September 30, 2012, compared to 35.5% in 2011. Insurance Expenses
as a percentage of earned premiums decreased for the three months ended September 30, 2012, compared to 2011, due
primarily to reduced acquisition and marketing related expenses.

The Kemper Direct segment reported a Segment Net Operating Loss of $2.7 million for the nine months ended September 30,
2012, compared to $10.4 million for the same period in 2011. The Kemper Direct segment reported Segment Net Operating
Income of $1.5 million for the three months ended September 30, 2012, compared to a Segment Net Operating Loss of $1.7
million for the same period in 2011. The Kemper Direct 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 $5.1 million for the nine months ended September 30, 2012, compared to $6.6
million for the same period in 2011. Tax-exempt investment income and dividends received deductions were $1.4 million for
the three months ended September 30, 2012, compared to $2.0 million for the same period in 2011.
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Selected financial information for the Life and Health Insurance segment follows:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Earned Premiums:
L ettt b et enaens $§ 2960 $ 2971 § 984 § 98.0
Accident and Health.............cccoouieiiiiiiiiiiciecceeeceeeee e 124.2 124.6 41.3 41.9
PIOPEILY ..ottt 61.7 64.1 20.5 21.2
Total Earned Premiums..........c.ccvevviivieoiiieeeiieeiesieceecieereeve e 481.9 485.8 160.2 161.1
Net Investment INCOME .........coouiiiiiriiiiieieeeee e 153.5 147.3 48.1 42.5
Other INCOME .....oouviiieiiciicieeeeeteee ettt ettt v e e 0.1 0.1 — —
TOtal REVENUES.......ecvieiieeieiieiieeie ettt ste et sesanesseeneas 635.5 633.2 208.3 203.6
Policyholders’ Benefits and Incurred Losses and LAE.............cccceene..e. 300.2 297.1 96.7 93.0
INSUrance EXPEnSes......cceevuieriiiiiierieiiierieeitece ettt 232.6 231.5 82.2 80.7
Operating Profit .........ccoevieiiiiiiiieicececeee et 102.7 104.6 29.4 29.9
Income Tax EXPENSe.......cccveiirieniirienieiieriesiesieetesie et sre e (36.2) (36.9) (10.2) (10.2)
Segment Net Operating INCOME.........ccocoveveeieveeeeieeeeeeeeeeeeeeee e, $ 665 § 677 $ 192 $ 19.7
Insurance Reserves
Sep 30, Dec 31,
(Dollars in Millions) 2012 2011
Insurance Reserves:
Future Policyholder BENETItS........c.coiviiiiiiiiieiiciieeeeeete ettt ettt e eve v $ 3,09034 $ 3,046.8
Incurred Losses and LAE Reserves:
55 PR RSS PR 347 33.8
Accident and Health ...........coooviiiiiiiiiiiciceeceee ettt re e 21.7 22.1
D53 (0] 0153 2SS 10.5 8.3
Total Incurred Losses and LAE RESEIVES ......ccvevuiriiriieiieiieiieieit ettt ens 66.9 64.2
TIISUTAIICE RESEIVES .....eviieiiiiie ettt et ettt et e et e st e e et e e ae e e st e eatesteesasesaneesaseeaeesanean $ 3,1603 $ 3,111.0

Earned Premiums in the Life and Health Insurance segment decreased by $3.9 million and $0.9 million for the nine and three
months ended September 30, 2012, respectively, compared to the same periods in 2011. Earned premiums on life insurance
decreased by $1.1 million for the nine months ended September 30, 2012, compared to 2011, due primarily to lower volume of
insurance. Earned premiums on life insurance increased by $0.4 million for the three months ended September 30, 2012,
compared to 2011. Earned premiums on life insurance for the three months ended September 30, 2011 included an adjustment
of $0.7 million to reclassify the change in deferred profit reserves for the first two quarters of 2011 from earned premiums to
policyholders’ benefits on life insurance. Excluding the reclassification adjustment, earned premiums on life insurance
decreased by $0.3 million for the three months ended September 30, 2012, compared to 2011, due primarily to lower volume,
partially offset by higher average premium. Earned premiums on property insurance decreased by $2.4 million and $0.7 million
for the nine and three months ended September 30, 2012, respectively, compared to the same periods in 2011, due primarily to
lower volume of insurance from the run-off and, in certain geographical areas, the non-renewal of dwelling coverage. Earned
premiums on accident and health insurance decreased by $0.4 million and $0.6 million for the nine and three months ended
September 30, 2012, respectively, compared to the same periods in 2011, due primarily to lower volume of insurance resulting
from the suspension of sales of certain health insurance products described below and, to a lesser extent, lower volume of
Medicare supplement insurance, partially offset by higher volume of supplemental health insurance products and higher
average premium.

Approximately 39%, or $48.2 million, of the Life and Health Insurance segment’s accident and health insurance earned
premiums for the nine months ended September 30, 2012 were derived from health insurance products that may be adversely
impacted by the Patient Protection and Affordable Care Act (“PPACA”), compared to approximately 44%, or $54.3 million, for
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the same period in 2011. At the end of 2011, Reserve National Insurance Company (“Reserve National”) suspended sales of
such affected health insurance products. During 2011, Reserve National also began transitioning its sales to other health
insurance products that are not expected to be as severely impacted by PPACA. There can be no assurance that the transition
will fully offset the impact from suspending sales of the affected health insurance products.

Net Investment Income increased by $6.2 million for the nine months ended September 30, 2012, compared to the same period
in 2011, due primarily to higher investment income from Equity Method Limited Liability Investments, partially offset by
lower book yields on fixed maturities. Net investment income from Equity Method Limited Liability Investments was $2.1
million for the nine months ended September 30, 2012, compared to a loss of $7.1 million in 2011. Net Investment Income
increased by $5.6 million for the three months ended September 30, 2012, compared to the same period in 2011, due primarily
to lower investment losses from Equity Method Limited Liability Investments. Net investment loss from Equity Method
Limited Liability Investments was $1.5 million for the three months ended September 30, 2012, compared to $9.3 million in
2011.

Operating Profit in the Life and Health Insurance segment was $102.7 million for the nine months ended September 30, 2012,
compared to $104.6 million for the same period in 2011. Policyholders’ Benefits and Incurred Losses and LAE increased by
$3.1 million in 2012 due primarily to higher policyholders’ benefits on life insurance and the impact of Loss and LAE reserve
development on property insurance, partially offset by lower catastrophe losses and LAE and lower underlying losses on
property insurance. Policyholders’ benefits on life insurance were $200.2 million for the nine months ended September 30,
2012, compared to $193.0 million in 2011, an increase of $7.2 million. Policyholder benefits on life insurance increased due
primarily to a reserve adjustment in the first quarter of 2011 associated with correcting expiry dates for certain extended term
life insurance policies and a lower level of net lapse, partially offset by better mortality experience. Incurred accident and
health insurance losses were $67.1 million, or 54.0% of accident and health insurance earned premiums, for the nine months
ended September 30, 2012, compared to $67.7 million, or 54.3% of accident and health insurance earned premiums, in 2011.
Incurred accident and health insurance losses decreased due primarily to lower frequency of Medicare supplement insurance
claims and, to a lesser extent, lower frequency of hospitalization and limited benefit insurance products, partially offset by a
higher average incurred claim cost for Medicare supplement insurance and, to a lesser extent, a higher average incurred claim
cost for hospitalization and limited benefit insurance products. Incurred Losses and LAE on property insurance were $32.9
million for the nine months ended September 30, 2012, compared to $36.3 million in 2011. Underlying losses and LAE on
property insurance were $25.8 million, or 41.8%, for the nine months ended September 30, 2012, compared to $29.2 million, or
45.6%, in 2011. Catastrophe losses and LAE were $7.3 million for the nine months ended September 30, 2012, compared to
$9.0 million in 2011. Favorable loss reserve development on property insurance for the nine months ended September 30, 2012
was $0.2 million, compared to $1.9 million in 2011.

Operating Profit in the Life and Health Insurance segment was $29.4 million for the three months ended September 30, 2012,
compared to $29.9 million for the same period in 2011. Operating Profit decreased for the three months ended September 30,
2012 due primarily to higher policyholders’ benefits on life insurance, higher catastrophe losses and LAE on property insurance
and higher insurance expenses, partially offset by higher net investment income and lower underlying losses as a percentage of
earned premiums on property insurance. Policyholders’ Benefits and Incurred Losses and LAE increased by $3.7 million for
the three months ended September 30, 2012 due primarily to higher catastrophe losses and LAE and higher policyholders’
benefits on life insurance, partially offset by lower underlying losses on property insurance and lower incurred losses and LAE
on accident and health insurance. Policyholders’ benefits on life insurance were $64.5 million for the three months ended
September 30, 2012, compared to $61.9 million in 2011, an increase of $2.6 million. Incurred accident and health insurance
losses were $22.1 million, or 53.5% of accident and health insurance earned premiums, for the three months ended

September 30, 2012, compared to $22.5 million, or 53.7% of accident and health insurance earned premiums, in 2011. Incurred
accident and health insurance losses decreased due primarily to a lower frequency of Medicare supplement insurance claims
and, to a lesser extent, lower frequency of hospitalization and limited benefit insurance products, partially offset by a higher
average incurred claim cost for Medicare supplement insurance. Incurred Losses and LAE on property insurance were $10.1
million for the three months ended September 30, 2012, compared to $8.5 million in 2011. Underlying losses and LAE on
property insurance were $8.7 million, or 42.4%, for the three months ended September 30, 2012, compared to $9.9 million, or
46.7%, in 2011. Catastrophe losses and LAE were $1.6 million for the three months ended September 30, 2012 and included a
loss of $4.1 million from Hurricane Isaac, partially offset by a benefit of $2.6 million due to a change in the Company’s
reinsurance agreement with Capitol that capped the losses that the Company assumed from Capitol in the second quarter of
2012 . See Note 15, “Relationships with Mutual Insurance Companies,” to the Condensed Consolidated Financial Statements.
Catastrophe losses and LAE for the three months ended September 30, 2011 were a benefit of $1.1 million and included $1.9
million of favorable development from catastrophes that occurred in the first two quarters of 2011, partially offset by $0.8
million of losses and LAE from catastrophes that occurred in the third quarter of 2011.
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Segment Net Operating Income in the Life and Health Insurance segment was $66.5 million for the nine months ended
September 30, 2012, compared to $67.7 million for the same period in 2011. Segment Net Operating Income in the Life and
Health Insurance segment was $19.2 million for the three months ended September 30, 2012, compared to $19.7 million for the
same period in 2011.

Certain state insurance regulators, legislators and treasurers are involved in an array of initiatives that could result in significant
changes to unclaimed property laws and 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 authority to establish new procedures that change existing contracts. See the
Company’s Risk Factor set forth in Item 1A. of Part II of this Quarterly Report on Form 10-Q, Note 13, “Contingencies,” to the
Condensed Consolidated Financial Statements, and the section of this MD&A entitled “Liquidity and Capital Resources” for
additional information about these matters.

Investment Results
Investment Income

Net Investment Income for the nine and three months ended September 30, 2012 and 2011 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,

(Dollars in Millions) 2012 2011 2012 2011
Investment Income:

Interest and Dividends on Fixed Maturities..........cccoovvevieeevreieeereennnns $§ 1857 $ 1838 $ 59.7 § 61.8

Dividends on EqQUity SECUTIHIES........cccveeieiieieiiiieie e 18.7 19.2 7.3 6.0

Short-term INVESTMENLS .........cccvieeiiiiiieciieeie et 0.2 0.1 0.1 —

Loans to Policyholders...........cceeveriieciinieiieieie et 14.0 13.1 4.7 4.4

REAL ESTALC......cveiiviieiiiiciicieeeeete ettt ettt e ae e 20.0 19.4 7.0 6.7

Equity Method Limited Liability Investments............c.ccccccvevervenreennnns 7.2 7.2 (0.6) (13.7)

N ..ottt ettt ettt et e reeeae e teeaaens — 0.1 0.1) —
Total Investment INCOME...........ccocovirieriiiierieiieseetee e 245.8 242.9 78.1 65.2
Investment Expenses:

REAL ESTALC......ueevieiieiiciieieetecte ettt se e beeeaens 18.8 19.0 6.4 6.2

Other Investment EXPEnses.........c.covevvieieiiieecciieeeiee e 4.0 1.2 1.3 0.4
Total Investment EXPEnses ..........cccevveruirieniiiienieeienieereeeeveeeesve e e 22.8 20.2 7.7 6.6

Net InveStment INCOME .........eiiieiiieeieeeeeeeeeee ettt eee e $ 2230 § 2227 % 704 $ 58.6

Net Investment Income was $223.0 million and $222.7 million for the nine months ended September 30, 2012 and 2011,
respectively. Net Investment Income increased by $0.3 million in 2012 due primarily to higher Interest and Dividends on Fixed
Maturities, partially offset by higher investment expenses. Interest and Dividends on Fixed Maturities increased by $1.9 million
in 2012 due primarily to higher book yields due in part to a change in the mix of lower rated corporate and higher rated
municipal investments, partially offset by a lower level of investments in fixed maturities.

Net Investment Income was $70.4 million and $58.6 million for the three months ended September 30, 2012 and 2011,
respectively. Net Investment Income increased by $11.8 million in 2012 due primarily to lower net investment losses from
Equity Method Limited Liability Investments and higher Dividends on Equity Securities, partially offset by lower Interest and
Dividends on Fixed Maturities and higher investment expenses. Net investment losses from Equity Method Limited Liability
Investments decreased by $13.1 million in 2012 due primarily to improved investment returns. Net investment income from
Interest and Dividends on Fixed Maturities decreased by $2.1 million in 2012 due to a lower level of investments in fixed
maturities, partially offset by higher book yields due in part to a change in the mix of lower rated corporate and higher rated
municipal investments.
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Net Realized Gains on Sales of Investments

The components of Net Realized Gains on Sales of Investments for the nine and three months ended September 30, 2012 and
2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Fixed Maturities:

GaINS ON SAIES .....ouvcviiceiieeicieeeeteet ettt $ 552§ 129 §$ 50.7 $ 7.1

LOSSES ON SIS ...ttt et 0.1 0.1 0.1 —
Equity Securities:

GaINS 0N SAICS ...c.viiviiiieiiciieietecee ettt 4.7 29.2 0.1 2.8

L0SSES ON SALES ....ccuviiiiieiiecciie ettt ettt et e re e (0.2) (13.5) — (13.4)
Real Estate:

GAINS 0N SAIES ...c.viiiiiiieieiieieceee ettt — 0.1 — —
Net Gains (Losses) on Trading Securities..........cceevieeevrieeenreeeenreeeeereennn. 0.3 (0.8) 0.2 0.7)
Net Realized Gains (Losses) on Sales of Investments..............ccccceevennenne. $ 599 $ 278 $ 509 $ “4.2)
Gross Gains 0N SAIES ........cocveuieviieriietiiereeeete ettt $ 599 § 422 $ 508 $ 9.9
Gross LoSSES 0N SaAlES......oooviiuiiiiieiiciecie ettt 0.3) (13.6) 0.1 (13.4)
Trading Securities Net Gains (LOSSES).......cccvvcvereeverieienienieeienieeeeneeennas 0.3 (0.8) 0.2 (0.7)
Net Realized Gains (Losses) on Sales of Investments...............ccccceveueee. $ 599 § 278 $ 509 § 4.2)

In the third quarter of 2012, the Company sold $320.1 million of municipal securities to take advantage of attractive pricing for
such securities and for tax planning and other portfolio management purposes. Realized Gains on Sales of Fixed Maturities for
both nine and three months ended September 30, 2012 include realized gains of $44.9 million from such sales. Realized Losses
on Sales of Equity Securities for both the nine and three months ended September 30, 2011 include a loss of $5.7 million on the
sale of an exchange traded fund that the Company wrote down to its fair value at June 30, 2011, a loss of $7.0 million on the
contribution of the Company’s remaining holdings of Intermec common stock to the Company’s defined benefit pension plan in
the third quarter of 2011 and a loss of $0.7 million on sales of Intermec common stock in the open market. The fair value of the
Company’s investment in Intermec common stock exceeded the Company’s carrying value at June 30, 2011 and, accordingly,
was not impaired at June 30, 2011. Realized Gains on Sales of Equity Securities for the nine and three months ended
September 30, 2011 included realized gains of $9.1 million and $2.1 million, respectively, from sales of the Company’s
investment in Intermec common stock in the open market.
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Net Impairment Losses Recognized in Earnings

The components of Net Impairment Losses Recognized in Earnings in the Condensed Consolidated Statements of Income for
the nine and three months ended September 30, 2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
FIX€d MAtULILIES ..ottt sene e $ 04) $ — 3 — 3 —
EQUILY SECUIIHIES ...veviiivieeiiiiceiieteete ettt eee e (0.6) (1.8) 0.1 0.1
REAL ESTALE .....eeiieieeiieiieee ettt 3.1 4.9) 3.1 4.9)
Net Impairment Losses Recognized in Earnings ............ccocceveveveeevennnne. $ 4.1 s 6.7) $ (32) $ (5.0)

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. Net
Impairment Losses Recognized in the Condensed Consolidated Statements of Income for the nine months ended September 30,
2012 include losses of $0.4 million due to the Company’s intent to sell bonds of one issuer. Net Impairment Losses Recognized
in the Condensed Consolidated Statements of Income for the nine months ended September 30, 2012 include losses of $0.6
million from other-than-temporary declines in the fair values of investments in equity securities of three issuers. The Company
classified certain investments in real estate as held for sale in the third quarter of 2012. In connection with such classification,
the Company wrote down five properties to their respective estimated net sales prices and recognized impairment losses of $3.1
million in the third quarter of 2012.

Net Impairment Losses Recognized in the Condensed Consolidated Statements of Income for the nine and three months ended
September 30, 2011 include OTTI losses of $1.8 million and $0.1 million, respectively, from other-than-temporary declines in
the fair values of investments in equity securities. In May 2011, the Company purchased an exchange traded fund that
subsequently declined in value. At June 30, 2011, the Company intended to sell such exchange traded fund in the near term,
which the Company expected might occur before the investment fully recovered in value. Accordingly, the Company wrote
down the investment to its fair value at June 30, 2011. Net Impairment Losses Recognized in Earnings on Investments in
Equity Securities for the nine months ended September 30, 2011 include a loss of $1.2 million related to such write-down. In
connection with the Company’s periodic review of the recoverability of its investments in real estate, the Company wrote down
four properties to their respective fair values and recognized an impairment loss of $4.9 million during the third quarter of
2011.
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Total Comprehensive Investment Gains

Total Comprehensive Investment Gains are comprised of Net Realized Gains (Losses) on Sales of Investments and Net
Impairment Losses Recognized in Earnings that are 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 Statement of Comprehensive Income. The components of Total Comprehensive
Investment Gains, including comprehensive investment gains (losses) reported in discontinued operations, for the nine and

three months ended September 30, 2012 and 2011 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2012 2011 2012 2011
Fixed Maturities:
Recognized in Condensed Consolidated Statements of Income:
GaINS 0N SALES ....eoieiiiiieiieeeee e 552 $ 133 § 50.7 $ 7.1
L 0SSES ON SAIES....cuviieiiiieiieiieiierieeteete ettt see e seeanens 0.1 0.1 0.1 —
Net Impairment Losses Recognized in Earnings ..........ccccccceevenneene 0.4) — — —
Total Recognized in Condensed Consolidated Statements of Income.. 54.7 13.2 50.6 7.1
Recognized in Other Comprehensive Gains ...........ocooceeververierveniennnns 88.9 260.7 26.9 203.8
Total Comprehensive Investment Gains on Fixed Maturities.................... 143.6 273.9 77.5 210.9
Equity Securities:
Recognized in Condensed Consolidated Statements of Income:
GaINS 0N SALES ....eeuiiiiiiiiiieieeeeeecee e 4.7 29.2 0.1 2.8
L0SSES 0N SAlES....cuiiiiiieiieiieieeie et (0.2) (13.5) — (13.4)
Net Impairment Losses Recognized in Earnings ..........c.ccccccvevennenns (0.6) (1.8) 0.1 0.1
Total Recognized in Condensed Consolidated Statements of Income.. 3.9 13.9 — (10.7)
Recognized in Other Comprehensive Gains (L0SSES)......c.ccevvereerurnnns 34.2 (95.4) 21.0 (62.4)
Total Comprehensive Investment Gains (Losses) on Equity Securities.... 38.1 (81.5) 21.0 (73.1)
Real Estate:
Recognized in Condensed Consolidated Statements of Income:
GaiNs 0N SAIES ...c.eoviriiiiiiiriiiereee e — 0.1 — —
Net Impairment Losses Recognized in Earnings ..........ccccccccevennene 3.1) 4.9) 3.1) 4.9)
Total Recognized in Condensed Consolidated Statements of Income....... 3.D 4.8) 3.D 4.9)
Other Investments:
Recognized in Condensed Consolidated Statements of Income:
Trading Securities Net Gains (LOSSES).....cccovrvereerierieriererieriennnnns 0.3 (0.8) 0.2 (0.7)
Total Recognized in Condensed Consolidated Statements of Income....... 0.3 (0.8) 0.2 0.7)
Total Comprehensive Investment Gains.........c..coeeererieniecieneeeeenencnenne 1789 $ 186.8 $ 956 $ 1322
Recognized in Condensed Consolidated Statements of Income................ 558 § 215§ 477 S 9.2)
Recognized in Other Comprehensive INCOme .........ccccoevveveeecrenccncnenne. 123.1 165.3 47.9 141.4
Total Comprehensive Investment Gains............cceecveveerveeeenieeeenresceenennnns 1789 $ 956 $ 1322
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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 September 30, 2012, 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 & Poors (“S&P”); a rating of Aaa, Aa, A or Baa
from Moody’s Investors Services (“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 Company has not made significant investments
in securities that are directly or indirectly related to sub-prime mortgage loans including, but not limited to, collateralized debt
obligations and structured investment vehicles.

The following table summarizes the credit quality of the Company’s fixed maturity investment portfolio at September 30, 2012
and December 31, 2011:

Sep 30, 2012 Dec 31, 2011
NAIC Fair Value Percentage Fair Value Percentage
Rating S & P Equivalent Rating in Millions of Total in Millions of Total
1 AAA,; AA, Ao $ 3,286.3 69.6% $ 3,591.8 75.2%
2 BBB ... e 1,106.5 23.4 839.4 17.6
3 BB e 75.6 1.6 108.6 23
4 B e 94.7 2.0 89.1 1.9
5 CCC ettt 157.2 33 127.8 2.7
6 In or Near Default .........cccoeoiiiiiiniicicccceeceeee 5.3 0.1 16.7 0.3
Total Investments in Fixed Maturiti€s ..........cocoveveiiiiieieeeieieeeeeee e $ 4,725.6 100.0% $ 4,773.4 100.0%

Gross unrealized losses on the Company’s investments in below-investment-grade fixed maturities were $5.1 million and $5.4
million at September 30, 2012 and December 31, 2011, respectively. At September 30, 2012, the Company had $324.1 million
of bonds issued by states and political subdivisions that had been pre-refunded with U.S. Government and Government
Agencies and Authorities obligations held in trust for the full payment of principal and interest. At September 30, 2012, the
Company had $1,111.9 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 $107.4 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 nearly 96% 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 September 30,
2012 and December 31, 2011:

Sep 30, 2012 Dec 31, 2011
Percentage Percentage
of Total of Total

(Dollars in Millions) Fair Value Investments Fair Value Investments
U.S. Government and Government Agencies and Authorities.................. § 456.6 72% $§ 4917 7.9%
Pre-refunded with U.S. Government and Government Agencies and

Authorities Held in TIusSt.........cooveviiiiieeicce et 324.1 5.1 275.2 44
SHALES ottt ettt ettt e e e b e e e e aa e e stteeeareeenaraeeateaaan 549.5 8.7 937.8 15.1
Political SUDAIVISIONS ......ccveevuiiivieeeieeiee ettt e s 128.9 2.0 178.9 2.9
Revenue BONdS ........c.oooviiiiiiiiiiiecee et 433.5 6.8 460.7 7.4
Total Investments in Governmental Fixed Maturities .......ccovvveeeeeeeeueeenen. $ 1,892.6 29.8% $ 2,344.3 37.7%

The Company’s short-term investments primarily consist of overnight repurchase agreements and money market funds. At
September 30, 2012, the Company had $157.1 million invested in overnight repurchase agreements primarily collateralized by
securities issued by the U.S. government and $129.2 million invested in money market funds which primarily invest in U.S.
Treasury securities. 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. The Company does not have any
investments in sovereign debt securities issued by foreign governments.
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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 September 30, 2012 and December 31, 2011:

Sep 30, 2012 Dec 31, 2011
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 $ 1,283.8 20.3% $ 1,153.1 18.5%
Finance, Insurance and Real EState ..........c...occceeviiiiiieiiicieeeee e 764.8 12.1 590.4 9.5
SEIVICES ..euvieutitienieeeieteete et ete st etesteentesttesseeseenseeseesseensesseensesseensesseensensaens 264.8 4.2 233.8 3.8
Transportation, Communication and Utilities............cccceevevrieeenrieeennennen. 262.6 4.1 252.2 4.1
IMIIUIIE .ttt ettt ettt e b e s e st e enbesseensesseenseeneensesnnenseennas 116.4 1.8 89.6 1.4
Retail Trade........ccovievieiieieiiciecece ettt 70.4 1.1 50.1 0.8
Wholesale Trade...........ccovieiierierieiieie e 49.0 0.8 41.5 0.7
Agriculture, Forestry and Fishing............cccccooivvievieiinieiccceceeeen, 17.8 0.3 17.8 0.3
(011515, TP SUR 34 0.1 0.6 —
Total Investments in Non-governmental Fixed Maturities........................ $ 2,833.0 448% $ 2,429.1 39.1%

Sixty-seven companies comprised over 75% of the Company’s fixed maturity exposure to the Manufacturing industry at
September 30, 2012, with the largest single exposure, Merck & Co., comprising 3.4%, or $43.8 million, of the Company’s fixed
maturity exposure to such industry. Thirty-two companies comprised over 75% of the Company’s exposure to the Finance,
Insurance and Real Estate industry at September 30, 2012, with the largest single exposure, Goldman Sachs Group Inc.,
comprising 4.7%, or $36.4 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 at September 30, 2012:

Percentage
Fair of Total
(Dollars in Millions) Value Investments
Fixed Maturities:
States and Political Subdivisions:
TEXAS 1.veuteteeeetetete et ettt et et et st et et et e te st et et e te e et et ese st ese s s e s et ese b e st e b e Rt b e st e ke st ke nt e b et et et ete s esensesensesensene $ 83.3 1.3%
(6T ) o T PSR RPSRRP 73.4 1.2
(070) 103 ¢ o [« J0 ST SU SO RO PRSP 59.1 0.9
WASHINZEON ...ttt ettt ettt st e b e st e st e esae st e enb et eenseeseenseeneenseennenseennas 54.6 0.9
LLOUISTANIA. ...ttt etttk e bttt et e bt b e s e et et e b e e et et et en e en e eneeseebeebeeneeneenas 48.4 0.8
Equity Securities:
iShares® iBoxx $ Investment Grade Corporate Bond Fund...............c.ccoovieviviiiiieicicieieeeeee, 101.7 1.6
iShares® Barclays Intermediate Credit Bond Fund ...........cc.cocoviiininininininiiicicecce 50.1 0.8
Equity Method Limited Liability Investments:
Tennenbaum Opportunities Fund V, LLC..........coccoiiiiiieiiieee e 75.5 1.2
Goldman Sachs Vintage Fund IV, L.P........cccooiiiiiioiicceee ettt 61.2 1.0
Special Value Opportunities Fund, LLC..........ccocceviiiiiiiieieeceeeeeeeee e 60.3 1.0
TOTAL ettt ettt ettt a e a e et eh e bt etk h et et et et et et enteneenteneeneeaeeaeenes § 667.6 10.7%
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Investments in Limited Liability Investment 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 September 30, 2012 and December 31, 2011 is presented below:

Unfunded Stated
Commitment Reported Value Fund
Sep 30, Sep 30, Dec 31, End
(Dollars in Millions) Asset Class 2012 2012 2011 Date
Reported as Equity Method Limited Liability Investments at
Cost Plus Cumulative Undistributed Earnings:
Tennenbaum Opportunities Fund V, LLC..............cccc.co....... Distressed Debt $ — § 755 % 75.6 10/10/2016
Goldman Sachs Vintage Fund IV, LP .. Secondary Transactions 18.3 61.2 64.2 12/31/2016
Special Value Opportunities Fund, LLC...............c.ccocvennee. Distressed Debt — 60.3 67.8 7/13/2014
BNY Mezzanine - Alcentra Partners III, LP......................... Mezzanine Debt 15.9 21.5 22.7 2021-2022
NYLIM Mezzanine Partners I, LP..............cccocoevvvvivvrnennn. Mezzanine Debt 4.0 124 13.5 7/31/2016
Ziegler Meditech Equity Partners, LP..............cccocoevrnnns Growth Equity 0.8 10.2 133 1/31/2016
BNY Mezzanine Partners, LP.............ccccooveieviviiceiieinnn Mezzanine Debt 1.3 9.7 12.9 4/17/2016
Special Value Continuation Fund, LLC.............cccecervnnenen. Distressed Debt — — 224 -
Other Funds . 8.9 16.5 13.9 Various
Total for Equity Method Limited Liability Investments............. 49.2 267.3 306.3
Reported as Other Equity Interests and Reported at Fair Value:
Highbridge Principal Strategies Mezzanine Partners, LP..... Mezzanine Debt 2.5 21.3 20.8 1/23/2018
Goldman Sachs Vintage Fund V, LP..........cccccooourvirrrenrnnenen. Secondary Transactions 7.1 13.8 13.9 12/31/2018
Highbridge Principal Strategies Credit Opportunities Fund,
L o Hedge Fund — 10.8 — None
GS Mezzanine Partners V, LP............ccocooovevivviiiiccieecne Mezzanine Debt 15.3 8.8 8.2 12/31/2021
ORI . 67.2 65.0 50.2 Various
Total Reported as Other Equity Interests and Reported at Fair
VAlUE. ..ot 92.1 119.7 93.1

TOtAL ..t $ 1413 § 3870 § 399.4

In April 2012, Special Value Continuation Fund, LLC, which was previously accounted for under the equity method of
accounting and reported in Equity Method Limited Liability Investments, converted from a Delaware limited liability company
to a Delaware corporation and became a publicly-traded company. Accordingly, the Company’s investment was converted to
common stock and is now reported in Equity Securities at September 30, 2012.

Interest and Other Expenses

Interest and Other Expenses was $65.4 million for the nine months ended September 30, 2012, compared to $62.0 million for
the same period in 2011. Interest and Other Expenses increased by $3.4 million for the nine months ended September 30, 2012,
compared to the same period in 2011, due primarily to higher salary and postretirement benefit costs. Interest and Other
Expenses was $22.7 million for the three months ended September 30, 2012, compared to $21.4 million for the same period in
2011. Interest and Other Expenses increased by $1.3 million for the three months ended September 30, 2012, compared to the
same period in 2011, due primarily to higher postretirement benefit costs.
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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 $31.7 million and $8.9 million for the nine and three months ended September 30,
2012, respectively, compared to $38.4 million and $12.3 million for the same periods in 2011, respectively.

The Company’s effective income tax rate from discontinued operations differs from the Federal statutory income tax rate due
primarily to the net effects of state income taxes. State income tax expense, net of federal benefit, from discontinued operations
was $0.7 million for the nine months ended September 30, 2012. State income tax expense from discontinued operations was
insignificant for the three months ended September 30, 2012. State income tax expense from discontinued operations for the
nine months ended September 30, 2012 included a benefit of $0.2 million, net of federal taxes, for decreases in the deferred tax
asset valuation allowance related to Fireside. State income tax benefit, net of federal expense, from discontinued operations
was $1.0 million and $0.6 million for the nine and three months ended September 30, 2011, respectively. State income tax
expense for the nine and three months ended September 30, 2011 included benefits of $2.9 million and $1.1 million, net of
federal taxes, respectively, for decreases in the deferred tax asset valuation allowance related to Fireside.

Recently Issued Accounting Pronouncements

In the first quarter of 2012, the Company adopted ASU 2010-26, Accounting for Costs Associated with Acquiring or Renewing
Insurance Contracts, ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements,
ASU 2011-08, Testing Goodwill for Impairment and ASU 2011-12, Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in Accounting Standards Update
No. 2011-05. There have been seven ASUs issued in 2012 that amend the original text of the ASC. The ASUs are not expected
to have an impact on the Company. See Note 1, “Basis of Presentation,” to the Condensed Consolidated Financial Statements
included in this Quarterly Report on Form 10-Q.

Liquidity and Capital Resources

On March 7, 2012, the Company entered into the 2016 Credit Agreement, a four-year, $325.0 million, unsecured, revolving
credit agreement, expiring March 7, 2016, with a group of financial institutions and terminated the Former Credit Agreement.
The 2016 Credit Agreement provides for fixed and floating rate advances for periods up to six months at various interest rates.
The 2016 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 and Trinity.
Proceeds from advances under the 2016 Credit Agreement may be used for general corporate purposes, including repayment of
existing indebtedness. There were no outstanding borrowings under the 2016 Credit Agreement at September 30, 2012.

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 paid dividends
of $70.0 million to Kemper during the first nine months of 2012. Kemper estimates that its direct insurance subsidiaries would
be able to pay $107.0 million in dividends to Kemper during the remainder of 2012 without prior regulatory approval. On
March 31, 2012, Kemper’s subsidiary, Fireside, converted from an industrial bank to a general business corporation.
Accordingly, Fireside is no longer regulated by the Federal Depository Insurance Corporation or the California Department of
Financial Institutions and may pay dividends or make other distributions without prior regulatory approval. On April 5, 2012,
Fireside distributed $20 million of its capital to its parent company, Fireside Securities Corporation, who then, in turn,
distributed the same amount to its parent company, Kemper.

During the first nine months of 2012, Kemper repurchased 2.0 million shares of its common stock at an aggregate cost of $60.7
million in open market transactions.

Kemper paid a quarterly dividend to shareholders of $0.24 per common share in each of the first three quarters of 2012.
Dividends paid were $42.9 million for the nine months ended September 30, 2012.

Kemper directly held cash and investments totaling $214.7 million at September 30, 2012, compared to $217.0 million at
December 31, 2011. 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 include cash and investments directly held by
Kemper, receipt of dividends from Kemper’s subsidiaries and borrowings under the 2016 Credit Agreement.
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Liquidity and Capital Resources (continued)

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 state
enforcement of 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
escheatment of such benefits 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 and Note 13 “Contingencies,” to the Condensed Consolidated
Financial Statements and section of this MD&A entitled “Life and Health 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 either result in 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. Prior to the sale of its active portfolio of automobile
loan receivables, the primary sources of funds for Fireside also included the repayments of automobile loans, interest on
automobile loans, investment income and proceeds from the sales and maturity of investments. The primary uses of funds for
Fireside are general expenses and purchase of investments. Prior to the redemption of its Certificates of Deposits, the primary
uses of funds for Fireside also included the repayment of customer deposits and interest paid to depositors.

Net Cash Provided by Operating Activities was $99.6 million for the nine months ended September 30, 2012, compared to Net
Cash Used by Operating Activities of $10.1 million for the same period in 2011.

Net Cash Used by Financing Activities decreased by $221.7 million for the nine months ended September 30, 2012, compared
to the same period in 2011. The Company did not use cash for Repayments of Certificates of Deposits for the nine months
ended September 30, 2012, compared to net cash used of $321.8 million for the same period in 2011. Kemper used $57.7
million of cash during the first nine months of 2012 to repurchase shares of its common stock, compared to $21.7 million of
cash used to repurchase shares of its common stock in the same period of 2011. Kemper used $42.9 million of cash to pay
dividends for the nine months ended September 30, 2012, compared to $43.7 million of cash used to pay dividends in the same
period of 2011. The quarterly dividend rate was $0.24 per common share for each of the first three quarters of 2012 and 2011.

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 Provided by Investing Activities decreased by $617.7 million
for the nine months ended September 30, 2012, compared to the same period of 2011. Sales of Fixed Maturities exceeded
Purchases of Fixed Maturities by $210.7 million for the nine months ended September 30, 2012. Purchases of Fixed Maturities
exceeded Sales of Fixed Maturities by $29.3 million in the same period of 2011. Purchases of Equity Securities exceeded Sales
of Equity Securities by $87.9 million for the nine months ended September 30, 2012. Sales of Equity Securities exceeded
Purchases of Equity Securities by $55.3 million for the nine months ended September 30, 2011. Net cash used by acquisitions
of short-term investments was $49.9 million for the nine months ended September 30, 2012, compared to net cash of $282.1
million provided by dispositions of short-term investments in the same period of 2011. Net proceeds from the sale of Fireside’s
inactive portfolio of automobile loan receivables provided $17.7 million of cash for the nine months ended September 30,
2012. Net proceeds from the sale of Fireside’s active loan portfolio provided $220.7 million of cash for the nine months ended
September 30, 2011. Receipts from automobile loan receivables provided $2.0 million of cash for the nine months ended
September 30, 2012, compared to $158.6 million of cash provided in the same period of 2011.

Critical Accounting Estimates

Kemper’s subsidiaries conduct their continuing 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
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Critical Accounting Estimates (continued)

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 2011 Annual Report. There has been no
material change, subsequent to December 31, 2011, to the information previously disclosed in the 2011 Annual Report with
respect to these critical accounting estimates and the Company’s critical accounting policies.

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 September 30, 2012 and December 31, 2011 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)Notes Payable.

Investments in Fixed Maturities and Notes Payable 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 September 30, 2012 and December 31, 2011 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 September 30, 2012 and December 31, 2011. All other variables were held constant. For Notes
Payable, the Company assumed an adverse and instantaneous decrease of 100 basis points in market interest rates from their
levels at both September 30, 2012 and December 31, 2011. 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
5007) from its levels at September 30, 2012 and December 31, 2011, 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 0.89 and 0.92 at September 30, 2012 and December 31, 2011, respectively. The portfolio’s weighted-average
beta was calculated using each security’s beta for the five-year periods ended September 30, 2012 and December 31, 2011,
respectively, and weighted on the fair value of such securities at September 30, 2012 and December 31, 2011, respectively. For
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Quantitative Information About Market Risk (continued)

equity securities without observable market inputs the Company assumed a beta of 1.00 at September 30, 2012 and
December 31, 2011. 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.

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
September 30, 2012
Assets:

Investments in Fixed Maturities........c..cccueeeveeiieeciieiieeeieeeee e $ 47256 $ (325.0) $ — $ (325.0)

Investments in Equity SeCUIIties........cccveviiirieeiiieieieeieceeie e 545.7 (20.4) (78.6) (99.0)
Liabilities:

NoOtes Payable.........coeviiiiiiiiiiiicieeceeeeeee et 678.5 24.7 — 24.7
December 31, 2011
Assets:

Investments in Fixed Maturities $ 47734 $§ (3484) $ — § (348.4)

Investments in Equity SECUIItIeS........c.cccvevvivieviiiieieieeieceeeecieereeeens 397.3 (10.4) (63.3) (73.7)
Liabilities:

NoOtes Payable........ccoevviiiiiiiiiiiiceececeeeeeeeee e 638.7 26.9 — 26.9

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 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 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 13, “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 [ of the 2011 Annual Report, as updated by Item
1A. of Part IT of the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2012, except for the risk factor
added in such Form10-Q, which is amended and restated in its entirety as follows:

Changes in the legal environment relative to state enforcement of unclaimed property laws and related insurance
claims handling practices could result in changes to 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 an acceleration of, the payment and/or escheatment of such benefits relative to what is currently
contemplated by Kemper and significantly increase claims handling costs.

In recent years, many states have begun to aggressively enforce compliance with their respective unclaimed property laws
to assure that companies are properly reporting and remitting such property. Among various affected industries, many life
insurers are currently the subject of examination by the treasurers of at least 30 states, which have engaged private firms to
examine such companies’ practices and procedures for handling unclaimed insurance benefits under life insurance policies,
annuity contracts and retained asset accounts.

Certain other measures are also being taken or considered by state insurance regulators, both individually and collectively,
through the auspices of the National Association of Insurance Commissioners. Some state insurance regulators have held
administrative hearings and/or have initiated market conduct examinations focused on claims handling and escheatment
practices of life insurers. Based on published reports, at least six companies have entered into settlement agreements in
which they commit to change their historic claims practices by agreeing to periodically search for deceased insureds, 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 (the “SSA Death Master File”). All but one of these settlement agreements also
provide for monetary penalties. At least one state’s insurance regulator has issued a compliance bulletin that similarly
purports to modify longstanding life insurance industry claims handling practices. Separately, state legislators, through the
auspices of the National Council of Insurance Legislators, have proposed model legislation which, if enacted by various
states, could require life insurers to compare their in-force policy records against the SSA Death Master File, for the
purpose of proactively identifying potentially deceased insureds for whom the life insurer has not yet received a death
claim. Kentucky, Maryland and Alabama have each enacted legislation of this type, with effective dates of January 1, 2013,
October 1, 2013 and January 1, 2014, respectively. These statutes, if construed to apply to life insurance policies in force
on the statutes’ effective dates, 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 escheatment of such
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benefits to the states.

Kemper’s life insurance companies are currently the subject of an unclaimed property compliance examination by a private
firm retained by the treasurers of thirty-five states. The Kemper life insurance companies have provided a significant
amount of information to such firm. The results of this examination are not likely to be known for some time. One state
insurance regulator has also commenced a market conduct exam of Kemper’s life insurance companies for the purpose of
verifying such companies’ compliance with relevant regulations governing life insurance claims handling and escheatment
practices.

Should these various efforts by state officials succeed in applying new claims handling and escheatment practices to
existing life insurance policies, they could have a material adverse effect on the Company’s profitability and financial
position.

See Note 13 “Contingencies,” to the Condensed Consolidated Financial Statements and the sections of the MD&A entitled
“Life and Health Insurance” and “Liquidity and Capital Resources” for additional information on these matters.

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

Information pertaining to purchases of Kemper common stock for the three months ended September 30, 2012 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)
July 1-July 31 oo 344,000 $ 31.26 344,000 $ 221.2
August 1 - August 31, ..o, 203,192 § 30.83 191,862 $ 214.9
September 1 - September 30 ..........ccceecvevreevenrennnns 111,952 $ 30.55 109,801 $ 211.5

(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.

During the quarter ended September 30, 2012, 2,548 shares were withheld or surrendered, either actually or constructively, to
satisfy the exercise price and/or tax withholding obligations relating to the exercise of stock options or stock appreciation rights
under Kemper’s long-term equity-based compensation plans. During the quarter ended September 30, 2012, 11,330 shares were
withheld or surrendered, either actually or constructively, to satisfy the tax withholding obligations on the vesting of restricted
stock under Kemper’s long-term equity-based compensation plans.

Item 6. Exhibits

3.1 Restated Certificate of Incorporation (Incorporated herein by reference to Exhibit 3.1 to Kemper’s Current Report
on Form 8-K filed August 29, 2011).

3.2 Amended and Restated Bylaws (Incorporated herein by reference to Exhibit 3.2 to Kemper’s Current Report on
Form 8-K filed August 29, 2011).

4.1 Rights Agreement between Kemper and Computershare Trust Company, N.A. as successor Rights Agent, including
the Form of Certificate of Designation, Preferences and Rights of Series A Junior Participating Preferred Stock,
the Form of Rights Certificate and the Summary of Rights to Purchase Preferred Stock, dated as of August 4,
2004 and amended May 4, 2006 and October 9, 2006. (Incorporated herein by reference to Exhibit 4.1 to
Kemper’s Quarterly Report on Form 10-Q filed August 3, 2009).

4.2 Indenture dated as of June 26, 2002, by and between Kemper and The Bank of New York Trust Company, N.A., as
successor trustee to BNY Midwest Trust Company, as Trustee (Incorporated herein by reference to Exhibit 4.2
to Kemper’s Quarterly Report on Form 10-Q filed May 7, 2012).

4.3 Officers’ Certificate, including form of Senior Note with respect to Kemper’s 6.00% Senior Notes due May 15,
2017 (Incorporated herein by reference to Exhibit 4.3 to Kemper’s Quarterly Report on Form 10-Q filed May 7,
2012).

4.4 Officers’ Certificate, including the form of Senior Note with respect to Kemper’s 6.00% Senior Notes due
November 30, 2015 (Incorporated herein by reference to Exhibit 4.2 to Kemper’s Current Report on Form 8-K
filed November 24, 2010).
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

Kemper 1995 Non-Employee Director Stock Option Plan, as amended and restated effective February 3, 2009
(Incorporated herein by reference to Exhibit 10.2 to Kemper’s Annual Report on Form 10-K filed February 4,
2009).

Kemper 1997 Stock Option Plan, as amended and restated effective February 1, 2006 (Incorporated herein by
reference to Exhibit 10.2 to Kemper’s Quarterly Report on Form 10-Q filed May 4, 2011).

Kemper 2002 Stock Option Plan, as amended and restated effective February 3, 2009 (Incorporated herein by
reference to Exhibit 10.4 to Kemper’s Annual Report on Form 10-K filed February 4, 2009).

Kemper 2005 Restricted Stock and Restricted Stock Unit Plan, as amended and restated effective February 3, 2009
(Incorporated herein by reference to Exhibit 10.5 to Kemper’s Annual Report on Form 10-K filed February 4,
2009).

Kemper 2011 Omnibus Equity Plan, as amended and restated effective August 25, 2011 (Incorporated herein by
reference to Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November 2, 2011).

Form of Stock Option Agreement under the Kemper 1995 Non-Employee Director Stock Option Plan, as of
February 1, 2006 (Incorporated herein by reference to Exhibit 10.6 to Kemper’s Quarterly Report on Form 10-Q
filed May 4, 2011).

Form of Stock Option Agreement under the Kemper 1995 Non-Employee Director Stock Option Plan, as of
February 3, 2009 (Incorporated herein by reference to Exhibit 10.7 to Kemper’s Annual Report on Form 10-K
filed February 4, 2009).

Form of Stock Option and SAR Agreement under the Kemper 1997 Stock Option Plan, as of February 1, 2006
(Incorporated herein by reference to Exhibit 10.8 to Kemper’s Quarterly Report on Form 10-Q filed May 4,
2011).

Form of Stock Option and SAR Agreement under the Kemper 2002 Stock Option Plan, as of February 1, 2006
(Incorporated herein by reference to Exhibit 10.9 to Kemper’s Quarterly Report on Form 10-Q filed May 4,
2011).

Form of Stock Option Agreement (including stock appreciation rights) under the Kemper 2002 Stock Option Plan,
as of February 1, 2011 (Incorporated herein by reference to Exhibit 10.9 to Kemper’s Annual Report on Form
10-K filed February 3, 2011).

Form of Time-Vested Restricted Stock Award Agreement under the Kemper 2005 Restricted Stock and Restricted
Stock Unit Plan, as of February 1, 2011 (Incorporated herein by reference to Exhibit 10.10 to Kemper’s Annual
Report on Form 10-K filed February 3, 2011).

Form of Performance-Based Restricted Stock Award Agreement under the Kemper 2005 Restricted Stock and
Restricted Stock Unit Plan, as of February 1, 2011 (Incorporated herein by reference to Exhibit 10.11 to
Kemper’s Annual Report on Form 10-K filed February 3, 2011).

Form of Stock Option and SAR Agreement for Non-Employee Directors under the Kemper 2011 Omnibus Equity
Plan, as of August 25, 2011 (Incorporated herein by reference to Exhibit 10.13 to Kemper’s Annual Report on
Form 10-K filed February 17, 2012).

Kemper Pension Equalization Plan, as amended and restated effective August 25, 2011 (Incorporated herein by
reference to Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November 2, 2011).

Kemper Defined Contribution Supplemental Retirement Plan, as amended and restated effective August 25, 2011
(Incorporated herein by reference to Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November
2,2011).

Kemper Non-Qualified Deferred Compensation Plan, as amended and restated effective August 25, 2011
(Incorporated herein by reference to Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November
2,2011).

Kemper is a party to individual severance agreements (the form of which, as amended and restated effective August
25,2011, is incorporated by reference to Exhibit 10.17 to Kemper’s Quarterly Report on Form 10-Q filed
November 2, 2011) with the following officers:

Donald G. Southwell (Chairman, President and Chief Executive Officer)
John M. Boschelli (Vice President and Chief Investment Officer)

Lisa M. King (Vice President — Human Resources)

Edward J. Konar (Vice President)

Christopher L. Moses (Vice President and Treasurer)

Scott Renwick (Senior Vice President and General Counsel)

Richard Roeske (Vice President and Chief Accounting Officer)

Dennis J. Sandelski (Vice President — Tax)

James A. Schulte (Vice President)

Frank J. Sodaro (Vice President — Planning and Analysis)
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10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

31.1
31.2
321

322

101.1
101.2
101.3
101.4
101.5

Dennis R. Vigneau (Senior Vice President and Chief Financial Officer)

Each of the foregoing agreements is identical except that the severance compensation multiple is 3.0 for Mr.
Southwell and 2.0 for the other officers.

Kemper Severance Plan, as amended and restated effective August 25, 2011 (Incorporated herein by reference to
Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November 2, 2011).

Kemper 2009 Performance Incentive Plan, as amended and restated effective August 25, 2011 (Incorporated herein
by reference to Exhibit 10.5 to Kemper’s Quarterly Report on Form 10-Q filed November 2, 2011).

Form of Annual Incentive Award Agreement under the Kemper 2009 Performance Incentive Plan, as of January 31,
2012 (Incorporated herein by reference to Exhibit 10.20 to Kemper’s Annual Report on Form 10-K filed
February 17, 2012).

Form of Multi-Year Incentive Award Agreement under the Kemper 2009 Performance Incentive Plan, as of January
31, 2012 (Incorporated herein by reference to Exhibit 10.21 to Kemper’s Annual Report on Form 10-K filed
February 17, 2012).

Form of Stock Option and SAR Agreement under the Kemper 2011 Omnibus Equity Plan, as of August 25, 2011
(Incorporated herein by reference to Exhibit 10.22 to Kemper’s Annual Report on Form 10-K filed February 17,
2012).

Time-Vested Restricted Stock Award Agreement under the Kemper 2011 Omnibus Equity Plan, as of August 25,
2011 (Incorporated herein by reference to Exhibit 10.23 to Kemper’s Annual Report on Form 10-K filed
February 17, 2012).

Form of Performance-Based Restricted Stock Award Agreement under the Kemper 2011 Omnibus Equity Plan, as
of January 31, 2012 (Incorporated herein by reference to Exhibit 10.24 to Kemper’s Annual Report on Form 10-
K filed February 17,2012).

Kemper is a party to individual Indemnification and Expense Advancement Agreements with each of its directors,
as amended and restated effective February 1, 2012 (Incorporated herein by reference to Exhibit 10.25 to
Kemper’s Current Report on Form 8-K filed February 6, 2012).

Credit Agreement, dated as of March 7, 2012, by and among Kemper, the lenders party thereto, JP Morgan Chase
Bank, N.A., as administrative agent, swing line lender and issuing bank, and Wells Fargo Bank, National
Association and Fifth Third Bank, as co-syndication agents (Incorporated by reference to Exhibit 10.1 to
Kemper’s Current report on Form 8-K filed March 12, 2012).

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

Certification of Chief Executive Officer 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).

Certification of Chief Financial Officer 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).

XBRL Instance

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document
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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: November 8, 2012 /S/ DONALD G. SOUTHWELL

Donald G. Southwell

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

Date: November 8, 2012 /S/" DENNIS R. VIGNEAU

Dennis R. Vigneau

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

Date: November 8, 2012 /S/" RICHARD ROESKE

Richard Roeske

Vice President and Chief Accounting Officer
(Principal Accounting Officer)
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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: November 8, 2012

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




Exhibit 31.2
CERTIFICATIONS
I, Dennis R. Vigneau, 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: November 8, 2012

/S/ DENNIS R. VIGNEAU
Dennis R. Vigneau

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 Quarterly Report on Form 10-Q of Kemper Corporation (the “Company”) for the nine months ended
September 30, 2012 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: November 8, 2012




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 Quarterly Report on Form 10-Q of Kemper Corporation (the “Company”) for the nine months ended
September 30, 2012 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Dennis R.

Vigneau, 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/ DENNIS R. VIGNEAU
Name:  Dennis R. Vigneau

Title: Senior Vice President and Chief Financial Officer
Date: November 8, 2012
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