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Caution Regarding Forward-Looking Statements

This 2012 Annual Report on Form 10-K (the “ 2012n&ial Report”), including the accompanying consdidafinancial statements of Kemper Corporation
(“Kemper”) and its subsidiaries (individually andllectively referred to herein as the “Company”§iahe notes thereto appearing in Item 8 herein (the
“Consolidated Financial Statements”), the Managdtaddiscussion and Analysis of Financial Conditeomd Results of Operations appearing in ltem 7 herei
(the “MD&A") and the other Exhibits and Financialsfement Schedules filed as a part hereof or iraratpd by reference herein, may contain or incaigoby
reference information that includes or is basefboward-looking statements within the meaning @& safe-harbor provisions of the Private Securltiggation
Reform Act of 1995.

Forward-looking statements give expectations cedasts of future events. The reader can identifgdlstatements by the

fact that they do not relate strictly to historicalcurrent facts. They use words such as “bel@ye(goal(s),” “target(s),” “estimate(s),” “antipate(s),” “forecast
(s),” “project(s),” “plan(s),” “intend(s),” “expe€s),” “might,” “may” and other words and terms afdlar meaning in connection with a discussionugtife
operating, financial performance or financial cdiogi. Forward-looking statements, in particulaglide statements relating to future actions, prcibpe
services or products, future performance or resifltsirrent and anticipated services or produetiessefforts, expenses, the outcome of contingsrstieh as
legal proceedings, trends in operations and firsdmesults.

Any or all forward-looking statements may turn tmbe wrong, and, accordingly, readers are cautiom to place undue reliance on such statemehishw
speak only as of the date of this 2012 Annual Refitrese statements are based on current expestatial the current economic environment. They ireval
number of risks and uncertainties that are diffitmlpredict. These statements are not guaranfdetuoe performance; actual results could diffeaterially from
those expressed or implied in the forward-lookitegesments. Forward-looking statements can be affeay inaccurate assumptions or by known or unknown
risks and uncertainties. The reader should congligefollowing list of general factors that coulifieat the Company'’s future results and financialdition, as
well as those discussed below under Item 1A., “Riaktors,” in this 2012 Annual Report.

Among the general factors that could cause acesallts and financial condition to differ materiafitpm estimated results and financial condition are

¢ The incidence, frequency, and severity of cadp$tes occurring in any particular reporting perodjeographic concentration, including natural
disasters, pandemics and terrorist attacks or otlagrmade events;

¢ The frequency and severity of insurance claimdygting those associated with catastrophe lossesjreair impact on the adequacy of loss rese
« Changes in facts and circumstances affectingnagsons used in determining loss and loss adjustmepense (‘LAE"yeserves

¢ The impact of inflation on insurance claims,liting, but not limited to, the effects attributedscarcity of resources available to rebuild daadag
structures, including labor and materials and thewnt of salvage value recovered for damaged ptgper

¢ Changes in the pricing or availability of reinsuranor in the financial condition of reinsurers @mdounts recoverable therefrc
e Orders, interpretations or other actions by regutathat impact the reporting, adjustment and paymkclaims

e The impact of residual market assessments andsassets for insurance industry insolvenc

¢ Changes in industry trends and significant indudeyelopment:

¢ Uncertainties related to regulatory approval ofinasice rates, policy forms, license applicatiors similar matter:

« Developments related to insurance policy claims@nerage issues, including, but not limited téeiipretations or decisions by courts or regulatioat
may govern or influence such issues arising witipeet to losses incurred in connection with hunésaand other catastrophes;

¢ Changes in ratings by credit ratings agen
¢ Adverse outcomes in litigation or other legal gukatory proceedings involving Kemper or its sulzsi@s or affiliates

« Developments in, and outcomes of, initiativestate officials that could result in significamtamges to unclaimed property laws and claims hagdli
practices with respect to life insurance policeEspecially to the extent that such initiatives leisuretroactive application of new standards x@&sgng
life insurance policies;

« Regulatory, accounting or tax changes that nff@gthe cost of, or demand for, the Companytoducts or service




Governmental actions, including, but not limitedimplementation of the provisions of the Patierotection and Affordable Care Act, the HealtheCa
and Education Reconciliation Act of 2010 (the “HeaCare Acts”) and the Dodd-Frank Act (the “DFAfgw laws or regulations or court decisions
interpreting existing laws and regulations or pplicovisions;

Changes in distribution channels, methods or gestslting from changes in laws or regulations, laitgsor market force

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

The level of success and costs expended in regle@onomies of scale and implementing significarsitess consolidations and technology initiati

Heightened competition, including, with respecpricing, entry of new competitors and the depaient of new products by new and existing
competitors;

Increased costs and risks related to data sec
Absolute and relative performance of the Compsupyoducts or services; ¢
Other risks and uncertainties described fronetimtime in Kemper’s filings with the U.S. Secigstand Exchange Commission (“SBC”

No assurances can be given that the results cotgdpn any forwar-looking statements will be achieved or will be iasled in any particular timetable. The
Company assumes no obligation to publicly correatpmate any forward-looking statements as a resu@vents or developments subsequent to the datéso
2012 Annual Report. The reader is advised, howeagarpnsult any further disclosures Kemper makesetated subjects in its filings with the SEC.




PART |
Item 1. Business.

Kemper is a diversified insurance holding compamh subsidiaries that provide life, health, autdsit®, homeowners and other insurance products to
individuals and small businesses. Kemper's anre@dnts on Form 10-K, quarterly reports on Form 1@&@rent reports on Form 8-K and amendments theret
are accessible free of charge through Kemper’s ileetlemper.com, as soon as reasonably practieditglesuch materials are filed with, or furnishedthe

SEC.

(a) GENERAL DEVELOPMENT OF BUSINESS
Kemper Direct

During the third quarter of 2012, Kemper Directseshdirect-to-consumer marketing activities, ared@ompany began an evaluation of strategic opfomnthe
business. In the fourth quarter of 2012, the Compamcluded its evaluation and determined thabptimize the value for the business, Kemper Diventlld
continue to solicit business for its worksite, @iffy and renters programs and would place its tHir@consumer operations in run-off.

Conversion of Fireside to General Business Corporain

On March 31, 2012, Kemper's subsidiary, FiresidalB@onverted from an industrial bank to a genkusiness corporation and changed its name to &&esi
Auto Finance, Inc. (“FAF"). Accordingly, FAF is Honger regulated by the Federal Depository Insugabarporation or the California Department of Ficiah
Institutions and may pay dividends or make othstritiiutions without prior regulatory approval. OpriA 5, 2012, FAF distributed $20 million of its mital to its
parent company, Fireside Securities CorporatiosCH, which then, distributed the same amountg@é#rent company, Kemper. On June 22, 2012, FAF
merged with FSC, with FAF being the surviving entRireside Bank, FAF and FSC hereinafter are reteto as “Fireside.Fireside is reported as a discontin
operation in the Company’s Consolidated Financiaténents.

Credit Agreements

On March 7, 2012, Kemper entered into a new, faary$325.0 million , unsecured, revolving creditsgement, expiring March 7, 2016 (the “2016 Credit
Agreement”), with a group of financial institutianhe 2016 Credit Agreement replaced Kemper's $24illion , unsecured, revolving credit agreeméuatt t
was scheduled to expire on October 30, 2012 (tloertier Credit Agreement”) and was terminated on Matc2012. There were fmrrowings under the Form
Credit Agreement at either December 31, 2011 d@s &rmination. The 2016 Credit Agreement proviftedixed and floating rate advances for periogga six
months at various interest rates. The 2016 Cregliedment contains various financial covenantsyilioly limits on total debt to total capitalizatiamynsolidater
net worth and minimum risk-based capital ratioskemper’s largest insurance subsidiaries, Unitestdifance Company of America (“United Insurance”) and
Trinity Universal Insurance Company (“Trinity”). 8¢eeds from advances under the 2016 Credit Agreeemay be used for general corporate purposes,
including repayment of existing indebtedness. Thexse no outstanding borrowings under the 2016 i€Aggteement at December 31, 2012 , and, accorging|
$325.0 million was available for future borrowings.

Kemper Common Stock Repurchases

In 2011, the Board of Directors approved a new comistock repurchase program. Under this prograrmpée is authorized to repurchase up to $300 million
worth of its common stock. The repurchase progragsdot have an expiration date. Repurchases manatle from time to time at prevailing prices in tpen
market or in privately-negotiated transactions jectto market conditions and other factors. Relpases will be financed through Kemper’s generghaate
funds. During 2012 , Kemper repurchased 2.0 milibares of its common stock at an aggregate cé&&@¥ million in open market transactions.

(b) BUSINESS SEGMENT FINANCIAL DATA

Financial information about Kemper's business saegmor the years ended December 31, 2012 , 2042010 is contained in the following sections d$ th
2012 Annual Report and is incorporated herein figremce: (i) Note 19, “ Business Segments ,/hto€onsolidated Financial Statements; and (i) MD&A




(c) DESCRIPTION OF BUSINESS

Kemper is a diversified insurance holding compamh subsidiaries that provide automobile, homeawnife, health, and other insurance products to
individuals and small businesses. The Companydaged, through its subsidiaries, in the property @asualty insurance and life and health insurance
businesses. The Company conducts its operatioosghrfour operating segments: Kemper Preferred,péer8pecialty, Kemper Direct and Life and Health
Insurance. The Company’s operations are conducietysn the United States.

Kemper's subsidiaries employ approximately 6,07btfme associates supporting its operations, oiclwtapproximately 350 are employed in the Kemper
Preferred segment, 200 are employed in the Kempexi&8lty segment, 100 are employed in the KemperdDsegment, 1,300 are shared by the Kemper
Preferred, Kemper Specialty and Kemper Direct segsn&,925 are employed in the Life and Health fasoe segment and the remainder are employed in
various corporate and other staff functions.

Property and Casualty Insurance Business
General

The Companys property and casualty insurance business opesati@ conducted primarily through the Kemper Prefe Kemper Specialty, and Kemper Dit
segments. In addition, the Life and Health Insueasegment’s career agents also sell property insari its customers. Collectively, these segmemntgide
automobile, homeowners, renters, fire, and otheegyof property and casualty insurance to indiM&laad commercial automobile insurance to busirsesse

Automobile insurance in these segments accountes2fdh , 54% and 56% of the Company’s consolidatsdriance premiums earned in 2012 , 2011 and 2010,
respectively. Automobile insurance in these segmactounted for 44% , 47% and 49% of Kemper's dafeted revenues from continuing operations in 2012
2011 and 2010, respectively. Homeowners insurantteese segments accounted for 15% , 14% and I3B& €ompany’s consolidated insurance premiums
earned in 2012 , 2011 and 2010 , respectively. Howners insurance in these segments accounted J6r, 12% and 11% of the Company’s consolidated
revenues from continuing operations in 2012 , 281d 2010 , respectively.

Property insurance indemnifies an insured withraerest in physical property for loss of, or damtgesuch property. Casualty insurance primarilyers
liability for damage to property of, or injury ta,person or entity other than the insured. In roases, casualty insurance also obligates the insei@mpany to
provide a defense for the insured in litigatiorseng out of events covered by the policy.

Kemper Preferred and Kemper Specialty distribugdr throducts through independent agents who adeqmnmissions for their services. Kemper Direct
distributes its products through employer-sponseadntary benefit programs and other affinity tedaships and formerly marketed its products dlyett
consumers. Kemper Direct ceased direct-to-consuamagketing activities in the third quarter of 2012 .

Kemper Preferred

Kemper Preferred, based in Jacksonville, Floridadacts business in 38 states and the Districoddri@bia. In 2012 , the following states provideeéohalf of
the premium revenues in this segment: New York% 39North Carolina ( 13% ), California ( 12% )dfiexas ( 9% ).

Kemper Preferred primarily sells preferred and ééad risk automobile and homeowners insurance. Kempeferred’s insurance products accounted for 67%
the aggregate insurance premium revenues of thep@uyis property and casualty insurance busine2812 . Its insurance products are marketed by
approximately 2,900 independent insurance agentslteiduals who have demonstrated favorable riskracteristics and loss history.

Kemper Specialty

Kemper Specialty, based in Dallas, Texas, conducigess in 21 states, principally in the southwestwestern United States. In 2012 , the follovatages
provided more than three-fourths of the premiuneneies in this segment: California (41% ), Tex&8% ), Washington ( 7% ), Louisiana ( 6% ) and Cadiio
(4%).

Kemper Specialty provides personal and commerci@raobile insurance to value-minded consumers vewe had difficulty obtaining standard or preferred
risk insurance, usually because of their drivingpres, claims experience or premium payment




history. Kemper Specialty’s insurance products anted for 27% of the aggregate insurance premiwamees of the Company’s property and casualty
insurance business in 2012 . Kemper Specialty’dyts are marketed through approximately 8,900pgaddent agents and brokers.

Kemper Direct

Kemper Direct, based in Chicago, lllinois, undetesia broad spectrum of personal automobile insergasks, ranging from preferred to non-standaremier
Direct also offers homeowners and renters insuranoglementing its automobile insurance businéssirtently distributes its products through empgley
sponsored voluntary benefit programs and othenigffrelationships. Prior to ceasing direct-to-aemer marketing activities in the third quarter 6112 ,
Kemper Direct also marketed its products direailgdansumers through a variety of direct-to-consuwessites, including its own websites. The Kempize@
segment’s insurance products are available in@&@sand the District of Columbia. In 2012 , thiéofeing states provided approximately two-thirdstioé
premium revenues in this segment: New York ( 17%9rida ( 12% ), California ( 11% ), Georgia ( §%Connecticut ( 6% ), Washington ( 6% ), Pennsyi@a
(5% ) and Texas ( 4% ). Kemper Direct’s insurapiucts accounted for 11% of the aggregate inseraremium revenues of the Company’s property and
casualty insurance business in 2012 .

Property and Casualty Loss and Loss Adjustment Expese Reserves

The Company'’s reserves for losses and LAE for ptgmnd casualty insurance (“Property and Casualtyrance Reserves”) are reported using the Con'pany
estimate of its ultimate liability for losses andE for claims that occurred prior to the end of @iyen accounting period but have not yet been.g&idperty
and Casualty Insurance Reserves by business segtri@atember 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011
Business Segments:
Kemper Preferred $ 4520 % 416.2
Kemper Specialty 215.¢ 225.¢
Kemper Direct 177.¢ 223.¢
Life and Health Insurance 7.C 8.2
Total Business Segments 853.( 874.%
Discontinued Operations 100.% 133.(
Unallocated Reserves 16.€ 21.¢
Total Property and Casualty Insurance Reserves $ 970.6 $ 1,029.

Certain reserves acquired in connection with arfass acquisition from SCOR Reinsurance Company@®¢in 2002 (the “Unallocated Reserves”) are
reinsured 100% by an insurance subsidiary of SC&R Note 6 , “ Property and Casualty InsurancerResg” to the Consolidated Financial Statemeritsg
Company does not allocate these reserves to itlsdasssegments.

In estimating the Company’s Property and Casuakydance Reserves, the Company’s actuaries ex@rafeEssional judgment and must consider, and are
influenced by, many variables that are difficulgieantify. Accordingly, the process of estimatimgl @stablishing the Company’s Property and Casualty
Insurance Reserves is inherently uncertain anddheal ultimate net cost of claims may vary matigriaom the estimated amounts reserved. The résgrv
process is particularly imprecise for claims invotyasbestos, environmental matters, constructfect and other emerging and/or long-tailed expestirat
may not be discovered or reported until years affteinsurance policy period has ended. PropedyGasualty Insurance Reserves related to the Coytgpan
Discontinued Operations are predominantly longethéxposures, of which $45.2 million was relatedgbestos, environmental matters and construcééecd
exposures at December 31, 2012 . See MD&A, “Ctitexounting Estimates,” under the captidPrbperty and Casualty Insurance Reserves for L@smbos!
Adjustment Expenses” beginning on page 54 for eudision of the Company'’s reserving process anéhtiters considered by the Company’s actuaries in
estimating the Company’s Property and Casualtyrarsze Reserves.




The Company'’s goal is to ensure that its totalmesefor property and casualty insurance lossed Afitlare adequate to cover all costs, while miningz
variation from the time reserves for losses and la&& initially estimated until losses and LAE aulyf developed. Changes in the Company’s estimaftéisese
losses and LAE, also referred to as “developmaenit|"occur over time and may be material. Favorad#dgelopment is recognized and reported in the
Consolidated Financial Statements when the Comganseases its previous estimate of ultimate lossd4d AE and results in an increase in net incorrtaén
period recognized, whereas adverse developmeet@gnized and reported in the Consolidated FinaBtéements when the Company increases its previou
estimate of ultimate losses and LAE and resultsdecrease in net income. The Company recognizaldfaworable development of $31.5 millio33.1 million
and $24.9 million before tax in 2012 , 2011 and®fespectively. Development for each of the Camgfsacontinuing business segments and Unitrin Bessn
Insurance in 2012 , 2011 and 2010 was:

Favorable (Adverse) Development

DOLLARS IN MILLIONS 2012 2011 2010
Continuing Operations:
Kemper Preferred $ 48 % 191 $ 23.¢
Kemper Specialty 2.3 9.4 4.3
Kemper Direct 17.¢ 3.¢ 6.8
Life and Health Insurance 0.3 2.€ (4.5
Total Favorable Development from Continuing Operagi Net 252 35.C 22.C
Discontinued Operations:
Unitrin Business Insurance 6.2 (2.9 2.¢
Total Favorable Development, Net $ 31t $ 331 % 24.¢

See MD&A, “Catastrophes,” “Kemper Preferred,” “KeengSpecialty,” “Kemper Direct,” and “Life and Helallnsurance” for the impact of development on the
results reported by the Company’s business segmalists see MD&A, “Critical Accounting Estimates,hder the caption “Property and Casualty Insurance
Reserves for Losses and Loss Adjustment Expeneesitilitional information about the Company’s reseg practices.

Development in Unitrin Business Insurance compralédf the Company development reported in discontinued operatiomsJune 1, 2008, the Company s
its Unitrin Business Insurance operations. The Camypretained Property and Casualty Insurance Reséov unpaid insured losses that occurred pritineo
effective date of the sale. Development in UniBumsiness Insurance in 2012 is due primarily todtvamutation of certain insurance liabilities thatltbeen
previously assumed.

See Note 6, “ Property and Casualty InsurancerRese’ to the Consolidated Financial Statementsfabular reconciliation for the three most rée@mual
periods setting forth the Company’s Property andu@#y Insurance Reserves as of the beginningaf yaar, incurred losses and LAE for insured evehtee
current year, changes in incurred losses and LAl&ured events of prior years, payments of loasesLAE for insured events of the current yeaynpents of
losses and LAE for insured events of prior yeasthe Company’s Property and Casualty InsurancerRes at the end of the year and additional inféiona
regarding the nature of adjustments to incurresdesgnd LAE for insured events of prior years.

Catastrophe Losses

Catastrophes and storms are inherent risks ofrthygepty and casualty insurance business. Thesstiagihic events and natural disasters include,ouith
limitation, hurricanes, tornadoes, earthquakedstuams, wildfires, high winds and winter stormsi.c8 events result in insured losses that are, endxected t
be, a material factor in the results of operatiang financial position of Kemper's property anduzty insurance companies. Further, because tle¢ ¢év
insured losses that could occur in any one yeanatare accurately predicted, these losses congriioutnaterial year-to-year fluctuations in the hesof the
operations and financial position of these comparggecific types of catastrophic events are niketylto occur at certain times within the yearrthahers.
This factor adds an element of seasonality to ptg@ad casualty insurance claims. The occurrendesaverity of catastrophic events cannot be atelyra
predicted in any year. However, some geographitions are more susceptible to these events tt@nsofThe Company has endeavored to manage itd dire
insurance exposures in certain regions that amneeptm naturally occurring catastrophic events tghoa combination of geographic diversificationtriesons on
the amount and location of new business produdticuch regions, and reinsurance. The Companyd@sed the industry-wide catastrophe classificatioh
storms and other events promulgated by Insurancecge Office, Inc. (“ISO”) to track and report k&s related to catastrophes. ISO classifies atdisas a
catastrophe when




the event causes $25 million or more in directdsg® property and affects a significant numbeguadicyholders and insurers. ISO-classified catadtes are
assigned a unique serial number recognized thraughe insurance industry. The discussions througtios 2012 Annual Report utilize ISO’s definitioh
catastrophes.

The process of estimating and establishing resdoremtastrophe losses is inherently uncertaintbadctual ultimate cost of a claim, net of remasiee
recoveries, may vary materially from the estimaatbunt reserved. See Note 20 , “ Catastrophe Reinse ,” to the Consolidated Financial Statementta f
discussion of the factors that influence the preagestimating and establishing reserves for taigises.

Reinsurance

The Company manages its exposure to catastropkestlaer natural disasters through a combinatiogesfraphical diversification, restrictions on timecaint
and location of new business production in centegions, and reinsurance. To limit its exposuresatastrophic events, the Company maintains a pyima
catastrophe reinsurance program for its propentiycasualty insurance businesses. Coverage foritihany catastrophe reinsurance program is provided
various layers. In addition to this program, therier Preferred segment purchases reinsurancetfmticgphe losses in North Carolina at retentiongtahan
the Company'’s primary catastrophe reinsurance progirhe Company also purchases reinsurance frofldhiela Hurricane Catastrophe Fund (the “FHCF”)
for hurricane losses in Florida at retentions lothan those described below for the Company’s pyroatastrophe reinsurance program. See Note 20, “
Catastrophe Reinsurance ,” to the Consolidatedn€inhStatements for information pertaining to @@mpany’s primary catastrophe reinsurance progfams
2012, 2011 and 2010 . The Company’s catastrophsumance program for 2013 is described below.

Coverage for the catastrophe reinsurance progréeutize January 1, 2013 is provided in various tayas presented below:

Catastrophe Losses

and LAE Percentage

DOLLARS IN MILLIONS In Excess of Up to of Coverage
Kemper Preferred, Kemper Direct and Kemper Specidigments

Retained $ —  $ 50.C —%

1st Layer of Coverage 50.C 100.( 65.C

2nd Layer of Coverage 100.( 200.( 95.C

3rd Layer of Coverage 200.( 350.( 90.C

4th Layer of Coverage 350.( 450.( 50.C

The estimated aggregate annual premium in 201théprogram presented in the preceding table isA%28lion for the Kemper Preferred, Kemper Diracd
Kemper Specialty catastrophe reinsurance prognatie event that the Company’s incurred catastriggses and LAE covered by its catastrophe reinsera
program exceed the retention for a particular layer program requires one reinstatement of suehrege. In such an instance, the Company is regjtirpay &
reinstatement premium to the reinsurers to reiagte full amount of reinsurance available undehdayer. The reinstatement premium is a percersage
original premium based on the ratio of the lossemxicess of the Company’s retention to the reimsuceverage limit.

Prior to 2013, companies operating in the Life beglth Insurance segment participated in a cagaiséroeinsurance program separate and apart from the
catastrophe reinsurance programs covering the KeRmederred, Kemper Direct and Kemper Specialtyremgs. Over the last several years, the Life aralthle
Insurance segment has been reducing its exposuegastrophic events through the intentional ruirebits dwelling insurance business. Accordindhg Life
and Health Insurance segment did not renew itstazhe reinsurance program for 2013. See Note' Zatastrophe Reinsurance ,” to the Consolidated
Financial Statements for information pertaininghe Life and Health Insurance segment’s participaitn the Company’s catastrophe reinsurance progfam
2012, 2011 and 2010 .

In addition to the catastrophe loss exposures chlogg@atural events described above, Kemper's ptpp&d casualty insurance companies are exposedges
from catastrophic events that are not the resudicts of nature, such as acts of terrorism, thereand level of which in any period cannot be aataly
predicted. While there were no reported lossesréxpeed by Kemper's property and casualty insuraerepanies in relation to the terrorist attacks on
September 11, 2001, the companies have reinsucanegage to address certain exposures to potdutiak terrorist attacks. The reinsurance covefage
certified events, as designated by the federalmowent, is from the Terrorist Risk Insurance Aot éime coverage for non-certified events is avadablthe
catastrophe reinsurance program for Kemper's ptgerd casualty




insurance companies. However, certain perils, sisdbiological, chemical, nuclear pollution or contaation, are excluded from the Company’s reinscean
coverage for non-certified events.

In addition to the catastrophe reinsurance progressribed above, Kemper's property and casuadtyrance companies utilize other reinsurance arragts
to limit their maximum loss, provide greater divification of risk and minimize exposures on largsks.

Under the various reinsurance arrangements, Kesipesperty and casualty insurance companies aegriniied by reinsurers for certain losses incuurder
insurance policies issued by the reinsurers. Asnmuty reinsurance does not discharge an insuver fts direct obligations to policyholders on risksured,
Kemper's property and casualty insurance compaei@sin directly liable. However, so long as theserers meet their obligations, the net liability f
Kemper's property and casualty insurance compasimited to the amount of risk that they retéfiemper’s property and casualty insurance companies
purchase their reinsurance only from reinsureedr&f-" or better by A. M. Best Co., Inc. (“A.M. B#), at the time of purchase. A.M. Best is an oigation
that specializes in rating insurance and reins@aompanies.

For further discussion of the reinsurance prograes,Note 6 , “ Property and Casualty Insurancemes ,” Note 20 , “ Catastrophe Reinsurance ,” otk
21, “ Other Reinsurance ,” to the ConsolidatechRaial Statements.

Pricing

Pricing levels for property and casualty insuraaceinfluenced by many factors, including the frerry and severity of claims, state regulation agislation,
competition, general business and economic comditimcluding market rates of interest, inflatierpense levels, and judicial decisions. In addjtioany state
regulators require consideration of investmentimeavhen approving or setting rates, which reducelemwriting margins. See MD&A under the captions
“Kemper Preferred,” “Kemper Specialty” and “Kempgirect.”

Competition

Based on the most recent annual data published My Best as of the end of 2011 , there were 1,32f¢grty and casualty insurance groups in the UrStedes.
Kemper's property and casualty group was amondahd 0% of property and casualty insurance gronphe United States as measured by net written
premiums, policyholders’ surplus and admitted asge2011 . Among all personal lines automobileiasce writers, Kemper's property and casualty proas
the 20 th largest writer as measured by net wrigfemiums in 2011 .

In 2011 , the property and casualty insurance imgissestimated net premiums written were $447dill, of which nearly 80% were accounted for byt 50
groups of property and casualty insurance compaliisiper’s property and casualty insurance companiete less than 1% of the industry’s estimatetil20
premium volume.

Property and casualty insurance is a highly cortipetbusiness, particularly with respect to per$andomobile insurance. Kemper's property and ciéagua
insurance companies compete on the basis of, amtheg measures, (i) using suitable pricing segntiemta(ii) maintaining underwriting discipline, ifiiselling
to selected markets, (iv) utilizing technologiaahovations for the marketing and sale of insurafgegontrolling expenses, (vi) maintaining adeguatings
from A.M. Best and other ratings agencies and (igviding quality services to agents and policgdess. See Item 1A., “Risk Factors,” under the captirhe
insurance industry is highly competitive.”

Life and Health Insurance Business

The Company’s Life and Health Insurance segmensistsof Kemper's wholly-owned subsidiaries, Unitesurance, The Reliable Life Insurance Company
(“Reliable™), Union National Life Insurance Compaff{Jnion National Life"), Mutual Savings Life Insance Company (“Mutual Savings Life"), United
Casualty Insurance Company of America (“United Gitgt), Union National Fire Insurance Company (“OniNational Fire”), Mutual Savings Fire Insurance
Company (“Mutual Savings Fire”) and Reserve Natidnsurance Company (“Reserve National”). As diseusbelow, United Insurance, Reliable, Union
National Life, Mutual Savings Life, United Casualtynion National Fire and Mutual Savings Fire (“Kemper Home Service Companies”) distribute their
products through a network of employee, or “cafemgents. Reserve National distributes its prodtiutsugh a network of exclusive independent agéfritsse
career agents and independent agents are paid esians for their services.

In 2012 , the following states provided approxirhate/o-thirds of the premium revenues in this segtn&exas ( 21% ), Louisiana ( 11% ), Alabama (){%
Mississippi ( 6% ), lllinois ( 4% ), Florida ( 4% Georgia ( 4% ), North Carolina ( 4% ) and Miss@u% ). Life insurance accounted for 19% , 1846d 17%
of the Company’s consolidated insurance premiumseebin




2012, 2011 and 2010, respectively. Life insuraammunted for 16% , 16% and 15% of the Compamy'salidated revenues from continuing operations in
2012, 2011 and 2010, respectively.

Kemper Home Service Companies

The Kemper Home Service Companies, based in Sts]blissouri, focus on providing individual life dsupplemental accident and health insurance ptedc
customers of modest incomes who desire basic pioteor themselves and their families. Their legdproduct is ordinary life insurance, includingmpeanent
and term insurance. Face amounts of these policeelwer than those of policies typically solchtgher income customers by other companies inifiae |
insurance industry. Approximately 79% of the LifedeHealth Insurance segment’s premium revenuegearerated by the Kemper Home Service Companies.

The Kemper Home Service Companies employ nearly02¢@areer agents to distribute their products istages and the District of Columbia. These cargenta
are full-time employees who call on customers girthomes to sell insurance products, provide sesvielated to policies in force and collect premsu
typically monthly. Premiums average about $18 mdicp per month. Permanent and term policies aferefl primarily on a non-participating, guaranteedt
basis. These career agents also distribute cgntaperty insurance products for the Kemper HomeiSeiCompanies.

Reserve National

Reserve National, based in Oklahoma City, Oklahagligensed in 35 states throughout the souththseest and midwest, and specializes in the sale of
Medicare Supplement insurance and limited heakbrance coverages such as fixed indemnity, denthi&ion, and accident-only plans, primarily to
individuals in rural areas who often do not haveeas to a broad array of accident and health insergroducts tailored to meet their individual &auahily
needs. See MD&A, “Life and Health Insurance,” “REdgion,” under this Item 1 beginning on page 10 &adh 1A., “Risk Factors,” under the caption “Reser
Nationa’s response to American health care reform mayrseiccessful,” for a discussion of the impact of Aicen health care reform on Reserve National.

Reserve National has approximately 260 indeperaigenits appointed to market and distribute its prtsd@These independent agents typically represént o
Reserve National.

Reinsurance

Consistent with insurance industry practice, then@any’s life and health insurance companies uti@asurance arrangements to limit their maximussJo
provide greater diversification of risk and minimiexposures on larger risks. Prior to 2013, thensegj's reinsurance arrangements included excdss®f
reinsurance coverage specifically designed to pt@tgainst losses arising from catastrophic evemdier the property insurance policies distributgdhe

Kemper Home Service Companies’ agents and writyelddmper’s subsidiaries, United Casualty, Unioniblal Fire and Mutual Savings Fire, and reinsungd b
Kemper's subsidiary, Trinity, or written by Capit@bunty Mutual Fire Insurance Company (“Capitofl)mutual insurance company owned by its policyhslde
and its subsidiary, Old Reliable Casualty Compd@RCC”), and reinsured by Trinity. Over the lasterl years, the segment has been intentionallyciad

its exposure to catastrophic events through theoffif its dwelling insurance business. Accordingixcept for catastrophe reinsurance providechbyFHCF,
the Kemper Home Service Companies, Capitol and ORiG@ot renew the primary catastrophe reinsurgmogram for 2013. The FHCF provides reinsurance
for catastrophe losses in Florida. See Note 2CGatastrophe Reinsurance ,” to the Consolidatedn€inhStatements for additional information pertagnto the
segment’s primary catastrophe reinsurance progfan#)12 , 2011 and 2010 .

Lapse Ratio

The lapse ratio is a measure of a life insurerss lof inforce policies. For a given year, this ratio is ecoomly computed as the total face amount of indisidifie
insurance policies lapsed, surrendered, expireddanteased during such year, less policies incdesarse revived during such year, divided by thel tiatee
amount of policies at the beginning of the yeashe face amount of policies issued and reinserassumed in the prior year. The Life and Healgudance
segment’s lapse ratio for individual life insuramneas 8% , 9% and 8% in 2012 , 2011 and 2010 , ctispéy.

The customer base served by the Kemper Home Se@anganies and competing life insurance compaeigdstto have a higher incidence of lapse than other
demographic segments of the population. Thus, totaia or increase the level of its business, tieenikier Home Service Companies must write a highmwelo!
new policies.




Pricing

Premiums for life and health insurance productsased on assumptions with respect to mortalityprddy, investment yields, expenses, and lapsesaae
also affected by state laws and regulations, asasetompetition. Pricing assumptions are basetth@®experience of Kemper's life and health insueanc
subsidiaries, as well as the industry in genegpetiding on the factor being considered. The agtadit or loss produced by a product will varyrfighe
anticipated profit if the actual experience diffén@m the assumptions used in pricing the product.

Premiums for policies sold by the Kemper Home Ser@@ompanies are set at levels designed to cogaethtively high cost of “in home” servicing ofcu
policies. As a result of such higher expenses,riecliclaims as a percentage of earned premiumstédne lower for companies utilizing this method of
distribution than the life insurance industry awgra

Premiums for Medicare supplement and other accigedithealth policies must take into account thagisosts of medical care. The annual rate of nzdiost
inflation has historically been higher than the grahrate of inflation, necessitating frequent iatzeases, most of which are subject to approyatéate
regulatory agencies.

Competition

Based on the most recent data published by A.Mt &esf the end of 2011 , there were 497 life agalth insurance company groups in the United States
Company'’s Life and Health Insurance segment raikéioe top 20% of life and health insurance compgmups, as measured by admitted assets ( 86 ), net
premiums written (91 ) and capital and surplu8 § &r 2011 .

Kemper's life and health insurance subsidiariesegaly compete by using appropriate pricing, sgllio selected markets, controlling expenses, mainta
adequate ratings from A.M. Best and providing cotitipe services to agents and policyholders.

Investments

The quality, nature, and amount of the various sypfenvestments that can be made by insurance aoiep are regulated by state laws. Depending ostéte,
these laws permit investments in qualified assetfuding, but not limited to, municipal, state alederal government obligations, corporate boneks, estate,
preferred and common stocks, investment partnesshipited liability investment companies and liedtpartnerships and mortgages where the valueeof th
underlying real estate exceeds the amount of #e lo

The Company employs a total return investmentesgsgtwith an emphasis on yield, while maintainiiggiidity to meet both its short and long-term irewre
obligations. See the discussions of the Compamysstments under the headings “Investment Restilts;&stment Quality and Concentrations,” “Inveshtse
in Limited Liability Investment Companies and Liext Partnerships,” “Liquidity and Capital Resourcast] “Critical Accounting Estimates,” in the MD&A,
“Quantitative and Qualitative Disclosures about k&drRisk,” in Item 7A and Note 4 , “ InvestmentdNbdte 14 , “ Income from Investments ,” and Note, 22
Fair Value Measurements ,” to the Consolidated fdia Statements.

Regulation
Insurance Regulation

Kemper is subject to the insurance holding compawg of a number of states. Certain dividends asigilbutions by an insurance subsidiary are suliject
approval by the insurance regulators of the sthbecorporation of such subsidiary. Other signifit&ransactions between an insurance subsidiarytahadlding
company or other subsidiaries of the holding congpaay require approval by insurance regulatordignstate of incorporation of each of the insurance
subsidiaries participating in such transactions.

Kemper's insurance subsidiaries are subject tonekte regulation in the states in which they doimess. Such regulation pertains to a variety oftenst
including, but not limited to, policy forms, premiurate plans, licensing of agents, licenses testanbusiness, trade practices, claims practicessiments and
solvency. The majority of Kemper's insurance ogereat are in states requiring prior approval by tatgus before proposed rates for property, casuaithealth
insurance policies may be implemented. Howeveesrptoposed for life insurance generally becomectffe immediately upon filing with a state, evaough
the same state may require prior rate approvaltfeer types of insurance. Insurance regulatoryaitiés perform periodic examinations of an insigenarket
conduct and other affairs. Kemper’s health insuessubsidiaries are also subject to certain reguidiy the federal government. For example, the tHe&2ére
Acts, and the regulations promulgated thereundere lalready established or will establish minimossliratios, rating restrictions, mandates for dggdrealth
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benefit coverages, and restrictions or prohibitiongre-existing condition exclusions and annudll&atime policy limits for health insurance paés.

Insurance companies are required to report theainfiial condition and results of operation in adeoce with statutory accounting principles prestibr
permitted by state insurance regulators in conjanatith the National Association of Insurance Coissioners (the “NAIC”). State insurance regulaiiso
prescribe the form and content of statutory finahsfatements, perform periodic financial examaragiof insurers, set minimum reserve and loss ratio
requirements, establish standards for the typesamalints of investments and require minimum cagpital surplus levels. Such statutory capital anglssr
requirements include risk-based capital (“RBC”eripromulgated by the NAIC. These RBC standardm#erded to assess the level of risk inherentin a
insurance company'’s business and consider itentsasiasset risk, credit risk, underwriting risk atiter business risks relevant to its operatiamsiccordance
with RBC formulas, a company’s RBC requirementscaleulated and compared to its total adjustedtabim determine whether regulatory intervention is
warranted. At December 31, 2012 , the total adfustmital of each of Kemper’s insurance subsidiagieceeded the minimum levels required under RB&Sru

Kempers insurance subsidiaries are required under theagtyafund laws of most states in which they trahbaisiness to pay assessments up to prescribés
to fund policyholder losses or liabilities of ingeht insurance companies. Kemper’s insurance sialbgisl also are required to participate in variowsluntary
pools or assigned risk pools, principally involviwgndstorms and high risk drivers. In most staties,involuntary pool participation of Kemper's imaoce
subsidiaries is in proportion to their voluntaryitmgs of related lines of business in such states.

In addition to the regulatory requirements desctiabove, a number of legislative and regulatorysuess pending or recently approved may signifigeedfiect
the insurance business in a variety of ways. Itiqdar, the NAIC adopted extensive modificationsts Model Insurance Holding Company System Regoya
Act and related regulation in December 2010. Séwates have already adopted legislation thatrparates the principal aspects of the NAIC’s prembs
revisions, and it is reasonable to assume thatatieus other state legislatures and regulatorisaméct conforming revisions into law to maintdieit accredite
status with the NAIC. These modifications will, angoother things, substantially expand the oversigiot examination powers of state insurance regislatok
only with respect to licensed insurance compaiiesalso with respect to their presently unregualaten-insurance affiliates, and impose new repgrtin
requirements on the ultimate controlling personsuzh insurance companies in respect of, among ttimgs, enterprise risk to the organization ashale,
affiliated transactions, and any divestiture oftcolfing interests in an insurer. Other significamtasures enacted in recent years include, ambeg things, tort
reform, the Health Care Acts, the DFA, consumergay requirements, credit score regulation, prodaompensation regulations, corporate governance
requirements and financial services deregulati@ratives.

State insurance laws intended primarily for thetgrtion of policyholders contain certain requiretsethat must be met prior to any change of comifain
insurance company or insurance holding companyigtdamiciled or, in some cases, an insurance cagnpaving such substantial business that it is éeem
commercially domiciled, in that state. These regmients may include the advance filing of speciffoiimation with the state insurance regulatorsylalip
hearing on the matter, and the review and appmividle change of control by such regulators. Them@any has insurance subsidiaries domiciled in Atza
California, lllinois, Louisiana, Missouri, New YorkOklahoma, Oregon, Texas or Wisconsin. In thesest except Alabama, “control” generally is preedrto
exist through the direct or indirect ownership 6#d.or more of the voting securities of an insuracm@pany. Control is presumed to exist in Alabanith & 5%
or more ownership interest in such securities. paschase of Kemper's shares that would resultérpilivchaser owning Kemper’s voting securities @& th
foregoing percentages for the states indicated dvbelpresumed to result in the acquisition of adrdf Kemper's insurance subsidiaries in thoseestat
Therefore, acquisitions subject to the 10% thratigeherally would require the prior approval of theurance regulatory authorities in each statehich
Kemper's insurance subsidiaries are domiciled entsd to be commercially domiciled, including thasdlabama, while acquisitions subject to the 5%
threshold generally would require the prior appt@fanly Alabama regulatory authorities. Similaronsistent with the changes the NAIC adoptetiéoMode
Insurance Holding Company System Regulatory Actesd states have enacted legislation that reqeither the acquiring and/or divesting companydtfn
and receive insurance regulatory authority appréwad change in control. Other states are expdctadopt similar provisions to their holding compacts.

In addition, many states require pre-acquisitiotification to the state insurance regulators oharge of control of an insurance company licensedtat state if
specific market concentration thresholds wouldrigggered by the acquisition. While those eguisition notification statutes generally do aothorize the sta
insurance regulators to disapprove the changendfaothey do authorize the issuance of a ceadalasist order with respect to the insurance comgarertain
conditions, such as undue market concentrationdvasult from the acquisition. These insuranceil&gry requirements
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may deter, delay or prevent transactions effeatingrol of the Company or the ownership of Kempeodtng securities, including transactions thatlddae
advantageous to Kemper’s shareholders.

Dodd-Frank Act

In July 2010, the DFA was enacted into law. The Offigs about a profound increase in the regulatfahe financial services industry. Among othengs,
the DFA forms within the Treasury Department a Faldesurance Office that is charged with monitgrail aspects of the insurance industry, gatheditg,
and conducting a study on methods to modernizéraptbve the insurance regulatory system in the ééhtates. A report on this study that was to tieeted
to Congress within 18 months after enactment oftR4 is still forthcoming, and could be influential reshaping the current state-based insurancgategy
system and/or introducing a direct federal rolsuoh regulation.

Item 1A. Risk Factors.

Most issuers, including Kemper, are exposed to mauogerisk factors that could cause actual resaltiffer materially from recent results or antidipe future
results. The following discussion details the digant risk factors that are more specific to ttmmpany. In addition to those described below, tbenfany’s
business, financial condition and results of openatould be materially affected by other factoos$ presently known by, or considered materiallie, Company
Readers are advised to consider these factors alithghe other information included in this 2012rual Report, and to consult any further disclositemper
makes on related subjects in its filings with tHeCS

Catastrophe losses, whether resulting from natucésasters, terrorism or other man-made events, aethsurance risks could adversely affect the Compan
results of operations, liquidity or financial condon.

Kemper's property and casualty insurance subseliare subject to claims arising out of catastrsphat may have a significant effect on their ressof
operations, liquidity and financial condition. Csttephes can be caused by various events, includingot limited to, hurricanes, tornadoes, windsis,
earthquakes, hail storms, explosions, severe wwintather and wildfires and may include maade events, such as terrorist attacks and hazardaterial spills
The incidence, frequency and severity of catas&egtre inherently unpredictable, and may be impauyethe uncertain effects of climate change. Titere of
the Company’s losses from a catastrophe is a famcii both the total amount of insured exposurthénarea affected by the event and the severitiyeoévent.

Kemper's Life and Health Insurance subsidiariespamticularly exposed to risks of catastrophic ralitst, such as pandemic or other events that rasldtrge
numbers of deaths. In addition, the occurrenceici sn event in a concentrated geographic ared tawie a severe disruptive effect on the Company’s
workforce and business operations. The likelihood severity of such events cannot be predictecaaadifficult to estimate.

Kemper's insurance subsidiaries seek to reduce éipbsure to catastrophe losses through undemgstirategies and the purchase of catastropheuraimse.
Reinsurance does not relieve Kemper’s insurancsidialies of their direct liability to their politylders. As long as the reinsurers meet their abtigs, the net
liability for Kemper’s insurance subsidiaries imited to the amount of risk that they retain. While Company’s principal reinsurers are each réaetior

better by A.M. Best at the time reinsurance is pased, the Company cannot be certain that reirswi#mpay the amounts due from them either nowthim
future, or on a timely basis. A reinsurer’s insaleg or inability to make payments under the terfrissaeinsurance agreement with Kemper’s insurance
subsidiaries could have a material adverse effie¢the Company’s financial position, results of @tiens and liquidity.

In addition, market conditions beyond the Comparwg'strol determine the availability and cost of temsurance protection that Kempeinsurance subsidiari
may purchase. A decrease in the amount of reineanarotection that Kemper’s insurance subsidigiigshase generally should decrease their cost of
reinsurance, but increase their risk of loss. Aaréase in the amount of reinsurance protectionkbatper’s insurance subsidiaries purchase genesadiyld
increase their cost of reinsurance, but decreaseribk of loss. However, if the amount of avallabkeinsurance is reduced, Kemperisurance subsidiaries co
pay more for the same level, or a lower level,adfisurance coverage. Accordingly, the Company neafptred to incur additional expenses for reinsceaor
may not be able to obtain sufficient reinsurancecceptable terms, which could adversely affecathity of Kemper's insurance subsidiaries to wifiiture
insurance policies or result in their retaining mask with respect to such insurance policies.
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Estimating losses and LAE for determining properyd casualty insurance reserves, or determiningmpiem rates, is inherently uncertain, and tt
Company'’s results of operations may be materiatiypiacted if the Company’s insurance reserves or prgmrates are insufficient.

The Company establishes loss and LAE reservesvier estimated liabilities, which remain unpaid &the end of each accounting period, and to ingesti and
settle all claims incurred under the property aasb@lty insurance policies that it has issued. laossLAE reserves are established for claims thaé fbeen
reported to the Company as of the end of the ade@period, as well as for claims that have oceditout have not yet been reported to the Compamy. T
estimates of loss and LAE reserves are based cddhmany’s assessment of the facts and circumstdmeevn to it at the time, as well as estimatethef
impact of future trends in the severity of clainte frequency of claims and other factors. See MD&Zxitical Accounting Estimates,” under the captio
“Property and Casualty Insurance Reserves for lsoasd Loss Adjustment Expenses” beginning on pddersa discussion of the Company'’s reserving psece
and the factors considered by the Company’s a@siamiestimating the Company’s Property and Cagliadurance Reserves.

As the process of estimating property and casurzdtyrance reserves is inherently uncertain, therves established by the Company are not precisaagss of
liability and could prove to be inadequate to cateultimate losses and expenses for insured swhat have occurred. The process of estimatirgrieserves is
complex and imprecise. The estimate of the ultinsatt of claims for insured events that have oetlimust take into consideration many factors theat a
dependent on the outcome of future events assdaidth the reporting, investigation and settlemeintlaims. The impacts on the Company’s estimates o
property and casualty insurance reserves from tiaesers are difficult to assess accurately. A gjeaim any one or more of the factors is likelyasult in a
projected ultimate loss that is different than phevious projected ultimate loss, and may have &@mahimpact on the Company’s estimate of the gutgd
ultimate loss. Increases in the estimates of utensses and LAE will decrease earnings, whileetses in such estimates will increase earninggpasted by
the Company in the results of its operations fergkriods in which the changes to the estimatemarde by the Company.

The Company’s actuaries also consider trends is¢herity and frequency of claims and other facteren determining the premium rates to chargésor
property and casualty insurance products. An ucigatied change in any one or more of these factonrends, as well as a change in competitive dimd,
may also result in inadequate premium rates chai@eddsurance policies issued by Kemper’s propartyl casualty insurance subsidiaries in the futsueh
pricing inadequacies could have a material impadhe Company’s operating results.

Reserve Nationés response to American health care reform may besuccessful.

Reserve National’s business model, which focusgsrowiding limited benefit and supplemental accidemd health insurance coverages to persons wko lac
access to traditional private options, is likelyb®adversely affected by the Health Care Actsesponse, Reserve National has begun adaptingsisdss
model by placing emphasis on designing and sedlimplemental health insurance products that arexpected to be as severely impacted by the HEalth
Acts and ceasing to issue health insurance prodhatsire expected to be severely impacted. Iricpdat, Reserve National has ceased issuing haathance
products that are subject to certain provisionselgablish minimum loss ratios for health insueapolicies significantly above the levels histoliic@xperience:
by Reserve National. While this action is likelymitigate Reserve National’s risk, the minimum lpssvisions could adversely impact its ability whaeve an
adequate return on its renewal book of these a&ffiggtoducts. The creation of health insurance exgdmbeginning in 2014 may result in Reserve Nation
losing a significant number of customers.

If Reserve National’s sales of supplemental haakbrance products are insufficient to offset th&slof business impacted by the Health Care Adgraficant
loss of business for Reserve National may resutiighificant loss of business could have a matewdakerse effect on the financial condition, theuhssof
operations and the valuation of Reserve National.

Kemper is dependent on receiving dividends fromsitsidiaries to service its debt and to pay dinidieto its shareholder:

As a holding company with no business operatiorissaiwn, Kemper depends on the dividend incomeithiaceives from its subsidiaries as the primsoyrce
of funds to pay interest and principal on its casiing debt obligations and to pay dividends talitareholders. Kemper's insurance subsidiariesugct to
significant regulatory restrictions under stataiiasice laws and regulations that limit their apitid declare and pay dividends. These laws andaggos impos
minimum solvency and liquidity requirements on demds between affiliated companies and require potce to, and may require approval from, state
insurance regulators before dividends can be géie.inability of one or more of Kemper's insurastisidiaries to pay sufficient dividends to Kemmexy
materially affect Kemper’s ability to timely paitiebt obligations or to pay dividends to its shalgers.
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A significant downgrade in the ratings of Kemper @s insurance subsidiaries could adversely afféo¢ Company

Third-party rating agencies assess the finanaiahgth and rate the claims-paying ability of insiwe companies based on criteria established byathmg
agencies. Third-party ratings are important contipetfactors in the insurance industry. Financtedisgth ratings are used to assess the financéadgth and
quality of insurers. A significant downgrade byegagnized rating agency in the ratings of Kempe@ssrance subsidiaries, particularly those opegatirthe
preferred and standard market or offering homeosvimsurance, could result in a substantial logsusfness if agents or policyholders of such subsis move
to other companies with higher claims-paying andricial strength ratings. Any substantial lossusibess could have a material adverse effect ofirtaecial
condition and results of operations of such subsiels. A downgrade in Kemper’s credit rating byr8ard & Poor’s (“S&P”), Moody's Investors Services
(“Moody’s”) or Fitch Ratings (“Fitch”) may reducedfnper’s ability to access the capital markets &aregal corporate purposes or refinance existing deb

Kempe's insurance subsidiaries are subject to signifidgargulation by state insurance departments.

Kemper's insurance subsidiaries are subject tonsite regulation in the states in which they daitess. Current regulations encompass a wide vaofety
matters, including policy forms, premium ratesefising, trade practices, claims practices, investistandards, statutory capital and surplus remergs,
reserve and loss ratio requirements, restrictionsansactions among affiliates and consumer pyivac

Insurance regulatory agencies conduct periodic éxations of Kemper’s insurance subsidiaries andireche filing of annual and other reports relgtio
financial condition, holding company issues anceothatters. If an insurance company fails to obteguired licenses or approvals, or if any of Kerigpe
insurance subsidiaries fail to comply with othegulatory requirements, the regulatory agenciesscapend or delay their operations or licenses,imequ
corrective action, and impose penalties or otheredies available under the applicable laws andia¢guos.

These laws and regulations, and their interpreatdiiothe various regulatory agencies and courésuadergoing continual revision and expansion. regalatory
structures in the financial services industry hewme under intense scrutiny as a result of thediiexperienced by the financial markets. Whilesihot
possible to predict how new legislation or regualasi or new interpretations of existing laws andufetipns may impact the operations of Kemper's gliages,
two recent developments have the potential to Bagmitly impact such operations.

In July 2010, the DFA was enacted into law. For enaformation about the potential impact of the Dé#\the Company’s operations, see “Dodd-Frank Act”
under “Regulation” in Item 1, beginning on page. 12

In addition, the NAIC adopted extensive modificaido its Model Insurance Holding Company SysterguRetory Act and related regulation in December®
Several states have already adopted legislatidrirtb@rporates the principal aspects of the NAl@sposed revisions, and it is reasonable to asshat¢he
various other state legislatures and regulatorsanéct conforming revisions into law to maintdieit accredited status with the NAIC. These modifans will,
among other things, substantially expand the ogbtgind examination powers of state insurance atond, not only with respect to licensed insurance
companies, but also with respect to their presanthegulated non-insurance affiliates, and will @8@ new reporting requirements on the ultimaterodintg
persons of such insurance companies with respeatrtong other things, enterprise risk to the orzgtion as a whole, affiliated transactions, and diagstiture
of controlling interests in an insurer.

These new developments (including regulationstiaae been or that are required to be promulgatddnthe DFA), as well as significant changes imew
interpretations of, existing laws and regulationsld make it more expensive for Kemmesubsidiaries to conduct their businesses andiecoaterially affect th
profitability of their operations and the Companfjisgancial results. See the discussion in the faskor above entitled “Reserve National's respdnsémerican
health care reform may be unsuccessful” regardiegbtential effect of the Health Care Acts on Res®lational’s business model. For a more detailed
discussion of the regulations applicable to Kengsetbsidiaries, see “Insurance Regulation” undegtRation” in Iltem 1, beginning on page 10 .
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The Company is subject to interest rate risk ane@dit risk in its fixed maturity investment portfali

One of the Company’s primary market risk exposisés changes in interest rates. A decline in miarikerest rates could have an adverse effecten th
Company'’s investment income as it invests casleim imvestments that may yield less than the paotfohverage rate. In a declining interest rateiremment,
borrowers may seek to refinance their borrowingswer rates and, accordingly, prepay or redeerarges the Company holds as investments more tuick
than the Company initially expected. Such prepaytroenedemption action may cause the Company tvesi the redeemed proceeds in lower yielding
investments. An increase in market interest radeddcalso have an adverse effect on the valueeo€bmpany’s investment portfolio, for example, legi@tasing
the fair values of the fixed income securities tt@nprise a substantial majority of its investmgartfolio.

The Company’s fixed maturity investment portfolsosubject to credit risk from the issuers of theusées in the portfolio. Deterioration in the incial
conditions of the issuers could result in a decimthe fair value of the Compars/fixed maturity investment portfolio. Deteriorati the financial conditions
the issuers could also result in issuer defaulisiapact the Company’s ability to recover the régdvalue of its fixed maturity investment portéoli
Accordingly, deterioration in the credit quality the Company’s investment portfolio could adversdfgct the Company’s operating results and financi
position.

The Company'’s investments in limited liability insgnent companies and limited partnerships are camcated in companies and partnerships that invest i
distressed and mezzanine debt and secondary trammae

At December 31, 2012 , Kemper’s insurance subsedidrad $253.0 million invested in limited liabjlinvestment companies and limited partnershipsatied
for under the equity method of accounting (“Equitgthod Limited Liability Investments”) that inveist distressed and mezzanine debt of other companigs
secondary transactions. In addition, Kemper’s iasoe subsidiaries had unfunded commitments to irareadditional $141.5 million at December 31, 2012
including $88.7 million of unfunded commitmentsateld to investments reported as Other Equity Ister@nd included in Equity Securities in the Codstéd
Balance Sheet, in limited liability investment ccampes and limited partnerships. Such unfunded camerits generally may be used to fund additional
investments made, or losses incurred, by suchdariability investment companies and limited parships. The underlying investments of such limiiability
investment companies and limited partnerships gdlygerovide opportunities for higher returns, latia higher risk than investment-grade investmésgseral
economic swings influence the performance of théedying investments in distressed and mezzanibeatel secondary transactions. Kemper's insurance
subsidiaries have also made direct investmentseisame or similar distressed and mezzanine detitises of certain issuers in which such limitebllity
investment companies and limited partnerships naage investments, which could exacerbate any |l@gtdsutable to poor performance of any such
investments. A severe and continued downturn iretemomy may result in deterioration in the busima®spects of the issuers of the underlying imaests
that could adversely affect the Company’s operatasylts and financial position.

The insurance industry is highly competitive.

The Companys insurance businesses face significant competiiod its ability to compete is affected by a vgrigf issues relative to others in the industngh
as product pricing, service quality, financial aggth and name recognition. Competitive succesasgd on many factors, including, but not limitectie
following:

¢ Competitiveness of prices charged for insurancieigsl
« Selection of agents, web portals and other busipaaers
« Compensation paid to ager

¢ Underwriting discipline

* Selectiveness of sales mark

« Effectiveness of marketing materi

e Product and technological innovati

¢ Ability to detect and prevent fraudulent insuractz@ms
¢ Ability to control operating expens:

« Financial strength ratings; a

¢ Quality of services provided to agents and polidgters

The inability to compete effectively in any of tiempany’s insurance businesses could materiallyoethe Company’s customer base and revenues aidl co
adversely affect the future results and finanadaldition of the Company.
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See “Competition” in Item 1 of Part | beginning page 8 and page 10, for more information on thepsgitive rankings in the property and casualtyiiaace
markets and the life and health insurance markespectively, in the United States.

The effects of an evolving legal and regulatory @stape on Kemper's insurance subsidiaries are unair.

The legal and regulatory landscape within which iger’s insurance subsidiaries conduct their buseseissoften unpredictable. As industry practiced an
regulatory, judicial, political, social and othemdlitions change, unexpected and unintended issag®emerge. These emerging practices, conditioth$sanes
could adversely affect Kemper's insurance subsilan a variety of ways, including by expansiorcoferages beyond their underwriting intent, byeéasing
the number or size of claims or accelerating them@nt of claims. Industry practices that were coesid legally-compliant and reasonable for yeang ma
suddenly be deemed unacceptable by virtue of axpameed court or regulatory ruling or changes gutatory enforcement policies and practices. Aptting
such shifts in the law and the impact they may lavéhe Company and its operations is a diffiasktand there can be no assurances that the Comiangt
encounter such shifts in the future. The effectsuafh changes are hard to predict, but could nadliesffect the financial results of the Company.

Legal and regulatory proceedings are unpredictak

Kemper and its subsidiaries are from time to timelved in lawsuits, regulatory inquiries, and atlegyal proceedings arising out of the ordinaryrsewf their
businesses. Some of these proceedings may invatens particular to Kemper or one or more of itssidiaries, while others may pertain to busineastires
in the industry in which Kemper and its subsidiarperate. Some lawsuits may seek class actiarsdtat, if granted, could expose the Company tergilly
significant liability by virtue of the size of thrutative classes. These matters raise difficutufeicand legal issues and are subject to uncegaiand
complexities, and the outcomes of these matterdifffeult to predict, and the amounts or rangepaofential loss at particular stages in the procegdare in
most cases difficult or impossible to ascertaifusher complication is that even where the posigjbof an adverse outcome is deemed to be remsitegu
traditional legal analysis, juries sometimes cath @n substitute their subjective views in placéaots and established legal principles. Given thgredictability
of the legal and regulatory landscape in whichGbenpany operates, there can be no assurance thatr omore of these matters will not produce a tebat
could have a material adverse effect on the Compamnsolidated financial results for any giveniper

For information about the Company’s pending litigat see Item 3, “Legal Proceedings,” beginningoege 18 .

Changes in state enforcement of unclaimed propdews and related insurance claims handling practiceould have a significant effect on (including an
acceleration of) the payment and/or escheatmenlifefinsurance death benefits relative to what isreently contemplated by Kemper and significantly
increase claims handling costs.

In recent years, many states have begun to aggegsenforce compliance with their respective umoked property laws to assure that companies angeplso
reporting and remitting such property. The treasuoé a large majority of states have engaged f&ifiems to examine the practices and procedurdifeof
insurance companies for the handling of unclainmsdriance benefits under life insurance policieapén contracts and retained asset accounts.

Certain other measures are also being taken ord=yesl by state insurance regulators, both indadighiand collectively, through the auspices of N&IC.
Some state insurance regulators have held adnaitiv&rhearings and/or have initiated market condwatminations focused on claims handling and esctesd
practices of life insurers. Based on published rspat least six companies have entered intcesettht agreements in which they commit to change firstoric
claims practices by agreeing to periodically sedoctdeceased insureds, prior to the receipt dfattdclaim, by comparing their in-force policy retoagainst a
database of reported deaths maintained by the |S®etarrity Administration (the “SSA Death MasteleF). Separately, state legislators, through thep@es of
the National Council of Insurance Legislators, hpr@posed model legislation which, if enacted bsiowss states, could require life insurers to coragheir in-
force policy records against the SSA Death Masilet for the purpose of proactively identifying patially deceased insureds for whom the life inshes not
yet received a death claim. Kentucky, New York, Mand and Alabama have each enacted legislatithi®fype, with effective dates of January 1, 20lLBe
17, 2013, October 1, 2013 and January 1, 2014ectisply. These statutes, if construed to applyfeéansurance policies in force on the statutd&eive dates,
could have a significant effect on, including acederation of, the payment of life insurance beseb beneficiaries or, in instances where beregfies could no
be located, the escheatment of such benefits tetéttes. A declaratory judgment action filed by @mmpany in November 2012 is pending in state dourt
Kentucky asking the court to construe the Kentustiggute such that it would only apply prospectiyely., only with respect to life insurance poli&issued on «
after the statute’s effective date, consistent Withrequirements of applicable Kentucky statutawy and Kentucky and federal constitutional pramis.
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Kemper's life insurance companies are currentlystligiect of an unclaimed property compliance exation by a private firm retained by the treasurdrs
thirty-eight states. Kemper’s life insurance coniparhave provided a significant amount of informatfo such firm. The results of this examinatioa aot
likely to be known for some time. One state insaearegulator has also commenced a market condant ek Kempess life insurance companies for the purg
of verifying such companies’ compliance with releveegulations governing life insurance claims Hemgdand escheatment practices.

Should these various efforts by state officialsceed in applying new claims handling and eschedtpractices to existing life insurance policiesgticould
have a material adverse effect on the Companytabdity and financial position.

See Note 23, “Contingencies,” to the Consolid&iedncial Statements and the sections of the MD&tlled “Life and Health Insurance” and “Liquidignd
Capital Resources” for additional information oegh matters.

Managing technology initiatives to address busineks/elopments and increasing data security reguat and risks present significant challenges to 1
Company.

While technological developments can streamlineyrarsiness processes and ultimately reduce theotogierations, technology initiatives can presiurt-
term cost and implementation risks. In additiorjg@etions of expenses, implementation schedulesuglity of results may be inaccurate and can edeabver
time. The financial services industry is highly ukged, and the Company faces rising costs and etingptime constraints in meeting compliance regpients
of new and proposed regulations. Companies operatithe financial services industry obtain andeteast amounts of personal data. The expandingnel
and sophistication of computer viruses, hackersather external hazards may increase the vulnésabfithe Company’s data systems, including, kot n
limited to, the personal data used in and storesuch systems, to security breaches. These increis&s and expanding regulatory requirementsuitiog
requirements related to personal data securitypgxthe Company to potential data loss and danaagksignificant increases in compliance and litayatosts.

In addition, non-compliance with the Payment Cardlistry Data Security Standard, an information sgcstandard for organizations that handle cardeol
information for the major debit, credit, prepaieherse, ATM and point-of-sale cards, could resulffimes from such organizations or the inabilitytrensact
business with customers using these cards.

Item 1B. Unresolved Staff Comments.
Not applicable

Item 2. Properties.

Owned Properties

The Company owns the 41-story office building ae@ast Wacker Drive, Chicago, lllinois, that houtsesexecutive offices of Kemper and the home efti€
its Kemper Direct operations, which together occapgroximately 58,000 square feet of the 527,00€ai#e square feet in the building. In additionpifeer's
subsidiaries together own and occupy 13 buildingatied in seven states consisting of approximaf@J§00 square feet in the aggregate. Kemper’'s dialigis
hold additional properties solely for investmentgmses that are not utilized by Kemper or its dlibsies.

Leased Facilities

Kemper Preferred leases facilities with an aggeeggtiare footage of approximately 89,000 at 8 iooatin eight states. The latest expiration datihefexisting
leases is in September of 2018 . Kemper Speckdtyds facilities with an aggregate square foothgpproximately 20,000 at two locations in two egatThe
latest expiration date of the existing leases iduine of 2018 . Kemper Direct leases facilitiedwaih aggregate square footage of approximately0630five
locations in four states. The latest expiratioredstthe existing leases is in October of 2016 mider Preferred, Kemper Specialty and Kemper Dsbete
leased facilities with an aggregate square footdggproximately 329,000 at 15 locations in 10estafhe latest expiration date of the existingdsas in
September of 2018 . Kemper's Life and Health Insceassegment leases facilities with aggregate sdoatage of approximately 496,000 at 124 location26
states. The latest expiration date of the exidiages is in October of 2019 . Kemper's corporata grocessing operation leases facilities withreggte square
footage of approximately 36,000 square feet atlbeations in two states. The latest expiration dditine existing leases is in September of 201i8eskle leases
facilities with an aggregate square footage of agipnately 48,000 at one location in one state. &gration date of the lease is in August of 2014 .

The properties described above are in good comdilibe properties utilized in the Compamgperations consist of facilities suitable for greth office space, ci
centers and data processing operations.
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Item 3. Legal Proceedings.

Proceedings

Information concerning pending legal proceedingadsrporated herein by reference to Note 23 , ‘‘@mencies,” to the Consolidated Financial Stateimien
Item 4. Mine Safety Disclosures

Not applicable
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Item 5.

Market Information

PART II

Market for Registrant’ s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie

Kemper's common stock is traded on the New YorlcEt®xchange (the “NYSE”) under the symbol of “KMPRuarterly information pertaining to market

prices of Kemper common stock in 2012 and 201tesgnted below.

Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2012 2012 2012 2012 2012
Common Stock Market Prices:
High 30.9¢ 31.2:% 33.00 % 31.9¢ % 33.0C
Low 27.71 28.1¢ 30.0¢ 28.2( 27.71
Close 30.2¢ 30.7¢ 30.71 29.5( 29.5(
Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2011 2011 2011 2011 2011
Common Stock Market Prices:
High 31.11 31.6¢ 30.11 % 29.71  $ 31.6¢
Low 30.6¢ 27.8( 22.2¢ 22.07 22.01%
Close 30.8¢ 29.61 23.9¢ 29.21 29.21
Holders
As of January 17, 2013 , the number of record hsldéKemper's common stock was 4,690 .
Dividends
Quarterly information pertaining to payment of diends on Kemper's common stock is presented below.
Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2012 2012 2012 2012 2012
Cash Dividends Paid to Shareholders (per share) $ 022 $ 024 $ 024 $ 022 $ 0.9€
Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2011 2011 2011 2011 2011
Cash Dividends Paid to Shareholders (per share) $ 022 % 024 $ 024 $ 022 $ 0.9¢€

Kemper's insurance subsidiaries are subject tmuarstate insurance laws that restrict the aldfithese insurance subsidiaries to pay dividendsowt prior
regulatory approval. See MD&A, “Liquidity and CagliResources” and Note 9 , “ Shareholders’ Equity the Consolidated Financial Statements for

information on Kemper’s ability and intent to payidends.
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Issuer Purchases of Equity Securities

On February 2, 2011, Kemper's Board of Directortharized the repurchase of up to $300 million offer's common stock. The repurchase program dades no
have an expiration date. No shares were repurchas#et the repurchase program during the fourtitguaf 2012. The maximum dollar value of shares of
Kemper's common stock that may yet be repurchasddnthe program was $211.9 million at Decembe2812 .

There were 31,379 shares withheld to satisfy takhwiding obligations relating to the exercise tafck appreciation rights under Kemper’s long-termuity-
based compensation plans during the quarter endedriiber 31, 2012 . No restricted stock awards destder Kemper's long-term equibased compensati
plans during the quarter ended December 31, 2012 .

Kemper Common Stock Performance Graph

The following graph assumes $100 invested on Deee®b, 2007 in (i) Kemper common stock, (ii) theFS&idCap 400 Index and (i) the S&P Composite
1500 Insurance Index, in each case with divideads/ested. Kemper is a constituent of each of theseandices.

The comparisons in the graph below are based ¢oric&l data and are not intended to forecast dssiple future performance of Kemper common stock.

Comparison of Cumulative Five Year Total Return

$150

S&P MidCap 400
Index

$100

Kemper Corporation

S&P Composite 1500
Insurance Index

$50

$0 T T T T )
12/31/07 12/31/08 12/31/09 12/31/10 12/31/11 12/31/12

Company / Index 2007 2008 2009 2010 2011 2012

Kemper Corporation $ 100.0¢ $ 355¢ $ 53.11 $ 61.2¢ $ 7548 $ 78.71
S&P MidCap 400 Index 100.0( 63.71 87.61 110.9¢ 109.0: 128.5:
S&P Composite 1500 Insurance Index 100.0( 46.7¢ 51.8( 60.11 55.9¢ 66.6¢
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Item 6.  Selected Financial Data.

Selected financial information as of and for thargeended December 31, 2012 , 2011, 2010 , 200208 is presented below.

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS
FOR THE YEAR

Earned Premiums

Net Investment Income

Other Income

Net Realized Gains on Sales of Investments
Net Impairment Losses Recognized in Earnings
Total Revenues

Income (Loss) from Continuing Operations
Income (Loss) from Discontinued Operations
Net Income (Loss)

Per Unrestricted Share:

Income (Loss) from Continuing Operations
Income (Loss) from Discontinued Operations
Net Income (Loss)

Per Unrestricted Share Assuming Dilution:
Income (Loss) from Continuing Operations
Income (Loss) from Discontinued Operations
Net Income (Loss)

Dividends Paid to Shareholders (per share)

AT YEAR END

Total Assets

Insurance Reserves

Unearned Premiums

Certificates of Deposits

Notes Payable

All Other Liabilities

Total Liabilities

Shareholders’ Equity

Total Liabilities and Shareholders’ Equity

Book Value Per Share

2012 2011* 2010* 2009* 2008*
$ 2107. $ 2173¢ $ 2289. $  2455¢ $ 2,376
295.¢ 298.( 325.7 319.¢ 208.
0.8 1. 2 2.E 4.1
65.4 33.7 42.€ 24.€ 59.2
(6.9) (11.9) (16.5) (50.2) (152.9)
$ 24620 $ 2495( $ 2642%! $ 2,752. $ 2495
$ 91.c $ 617 $ 162 $ 1616 $ (15.6)
11.€ 12.€ 15. (2.9) (13.9
$ 1032 $ 745 $ 1776 $ 159.C $ (29.7)
$ 158 $ 1.0: $ 262 $ 260 $ (0.25)
0.2¢ 0.21 0.2t (0.0 (0.22)
$ 178 $ 1.2: $ 287 $ 258§ (0.47)
$ 15, $ .02 $ 262 $ 260 $ (0.25)
0.2C 0.21 0.2t (0.05) (0.22)
$ 174 $ 12: $ 287 $ 258§ (0.47)
$ 0.9 $ 0.9 $ 0.8t $ 1.07 $ 1.8¢
$ 8009. $ 79347 $ 8260¢ $ 8489¢ $ 8740
$ 4132. $ 4131¢ $ 4182: $  4239° $ 4,241
650.¢ 666.2 678.€ 724. 733.F
— — 321. 682.4 1,110.¢
611.c 610.¢ 609.¢ 561.4 560.¢
452.¢ 409.F 445.¢ 447.¢ 523.¢
5,847« 5,818. 6,237.¢ 6,655.¢ 7,170.:
2,161.] 2,116.¢ 2,023.( 1,833.¢ 1,570.¢
$ 8009. $ 79347 $ 8260¢ $ 8489¢ $ 8740
$ 36.9¢ $ 35.1: $ 33.1: $ 2941 $ 25.2(

* Effective January 1, 2012, the Company adoptetd 2810-26 Accounting for Costs Associated with Acquiring enBwing Insurance Contractaind
retrospectively applied its provisions to the pperiods presented. The retrospective applicagdngced Shareholders’ Equity by $77.9 million atuzanp 1,
2008. See Note 2, “Summary of Accounting Policied Accounting Changes,” to the Consolidated Firelri8iatements.
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Item 7. Management’s Discussion and Analysis &inancial Condition and Results of Operations.

Index to
Management's Discussion and Analysis of
Financial Condition and Results of Operations

Summary of Results

Catastrophes

Non-GAAP Financial Measures

Kemper Preferred

Kemper Specialty

Kemper Direct

Life and Health Insurance

Investment Results

Investment Quality and Concentrations
Investments in Limited Liability Investment Compasiand Limited Partnerships
Interest and Other Expenses

Income Taxes

Liquidity and Capital Resources

Off-Balance Sheet Arrangements

Contractual Obligations

Critical Accounting Estimates

Recently Issued Accounting Pronouncements
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Kemper Corporation and Subsidiaries
Management’s Discussion and Analysis of Financial @dition and Results of Operations

SUMMARY OF RESULTS

Net Income wa$103.4 million ( $1.75 per unrestricted common shéor the year ended December 31, 2012 , compgar$d4.5 million ( $1.23 per unrestricted
common share) for the year ended December 31, 2Btbme from Continuing Operations was $91.8 wonill{ $1.55 per unrestricted common share) in 2012 ,

compared to $61.7 million ( $1.02 per unrestrictechmon share) in 2011 .

Catastrophe losses and LAE from continuing opematiexcluding loss and LAE reserve development fpoior accident years) were $124.5 million befape t
for the year ended December 31, 2012 , compar§68.8 million in 2011 , a decrease of $39.3 millilkemper Preferred contributed $38.8 millionhe t
decrease in catastrophe losses and LAE beforevitixthe Life Health Insurance segment contributh®gl million to the decrease. The Company reported
Income from Discontinued Operations of $11.6 millend $12.8 million for the years ended Decembeg812 and 2011 , respectively.

A reconciliation of Total Segment Net Operatingdne to Net Income for the years ended Decembe2@IL2 , 2011 and 2010 is presented below:

2012 2011
Increase Increase

DOLLARS IN MILLIONS 2012 2011 (Decrease) 2010 (Decrease)
Segment Net Operating Income (LosSs):

Kemper Preferred $ 112 $ 17.6 $ 64 $ 52¢ % (70.5)

Kemper Specialty 1.2 19.¢ (18.6) 21.C 1.2

Kemper Direct (0.9) (27.5) 26.€ 2.7 (25.9)

Life and Health Insurance 90.€ 98.¢ (8.9 87.4 11.F
Total Segment Net Operating Income 79.¢ 73.€ 6.2 159.€ (86.0)
Unallocated Net Operating Loss (26.2) (26.5) 0.4 (14.9 (12.7
Consolidated Net Operating Income 53.¢ 47.1 6.7 145.2 (98.1)
Net Income (Loss) From:

Net Realized Gains on Sales of Investments 42.F 21.¢ 20.€ 27.¢ (6.0)

Net Impairment Losses Recognized in Earnings (4.5) (7.3 2.8 (20.7) 3.4
Income from Continuing Operations 91.¢ 61.7 30.1 162.¢ (100.7)
Income from Discontinued Operations 11.€ 12.€ 1.2 15.t (2.7
Net Income $ 103.¢ $ 745 3 28¢ $ 177¢  $ (103.9

Earned Premiums were $2,107.1 million in 2012 , jgarad to $2,173.6 million in 2011 , a decrease6&.% million . Earned Premiums decreased by $54.7
million and $25.4 million in the Kemper Direct akémper Specialty segments, respectively, offsed B%9.6 million increase in premiums in the Kemper

Preferred segment.

Net Investment Incomdecreased by $2.1 million in 2012 due primarilys#ol million in higher Other Investment Expensestiplly offset by $1.2 million of
higher net investment income from Real Estate dnd fillion of higher investment income from LoansPolicyholders.

Net Realized Gains on Sales of Investments \$65.4 million in 2012 , compared to $33.7 million2011 . Net Impairment Losses Recognized in Egmfar
the years ended December 31, 2012 and 2011 wedertiion and $11.3 million , respectively. The Cpamy cannot predict when or if similar investmeaing

or losses may occur in the future. See MD&A, “Intmesnts Results,” for information pertaining to istment performance.
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Kemper Corporation and Subsidiaries
Management'’s Discussion and Analysis of Financial @dition and Results of Operations—(Continued)

CATASTROPHES

The Company manages its exposure to catastropkestlaer natural disasters through a combinatiogesfraphical diversification, restrictions on timecaint
and location of new business production in centagions and reinsurance. To limit its exposuresatastrophic events, the Company maintains vapouosary
catastrophe reinsurance programs for its properdycasualty insurance businesses. Coverage forpganhry catastrophe reinsurance program is pravide
various layers (see Note 20 , “ Catastrophe Reamsr,” to the Consolidated Financial Statementfufther discussion of these programs). In additmthese
programs, the Kemper Preferred segment purchasesirance for catastrophe losses in North Caralinatentions lower than the Company’s primary
catastrophe reinsurance programs (“the Kemper Peef®lC Program”). The Company purchases reinserémen the FHCF for hurricane losses in Florida at
retentions lower than the Company'’s primary catgste reinsurance programs.

Catastrophe reinsurance premiums for the Compamiisary reinsurance programs, the Kemper Prefdi@dProgram and the FHCF reduced earned premiums
for the years ended December 31, 2012 , 2011 ab@d B9 the following:

DOLLARS IN MILLIONS 2012 2011 2010

Kemper Preferred $ 24€ $ 20.C $ 21.¢
Kemper Specialty 0.1 0.1 0.2
Kemper Direct 0.4 0.& 0.8
Life and Health Insurance 2.C 238 3.€
Total Ceded Catastrophe Reinsurance Premiums $ 271 $ 23z % 26.€

Ceded Catastrophe Reinsurance Premiums for theahideHealth Insurance segment for the year endedrbger 31, 2011 in the preceding table includes a
reduction of $0.2 million in the Company’s estimégereinsurance reinstatement premiums for ceiaimicanes that occurred in prior years. Ceded<aiphe
Reinsurance Premiums for the Life and Health Insteasegment in the preceding table includes reamser reinstatement premiums of $0.6 million forybar
ended December 31, 2010 to reinstate coveragemoigpcertain hurricanes that occurred in prior gear

Catastrophe losses and LAE (excluding loss and teserve development from prior accident years) fcomtinuing operations were $124.5 million , $163.8
million and $79.3 million for the years ended Detem31, 2012 , 2011 and 2010 , respectively. Qafaisé losses and LAE (excluding loss and LAE reserv
development) by business segment for the yearsdebdeember 31, 2012 , 2011 and 2010 are preseatedb

DOLLARS IN MILLIONS 2012 2011 2010

Kemper Preferred $ 105.. $ 1442 $ 70.1
Kemper Specialty 4.8 3.8 2.¢
Kemper Direct 2 6.7 1.€
Life and Health Insurance 6.C 9.1 4.F
Total Catastrophe Losses and LAE $ 124%  $ 163.t $ 79.
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Kemper Corporation and Subsidiaries
Management'’s Discussion and Analysis of Financial @dition and Results of Operations—(Continued)

CATASTROPHES (Continued)

The number of catastrophic events and catastrasses$ and LAE (excluding loss and LAE reserve a@mént) by range of loss for the years ended
December 31, 2012 and 2011 are presented below:

Year Ended
Dec 31, 2012 Dec 31, 2011

DOLLARS IN MILLIONS Number of Events  Losses and LAE  Number of Events  Losses and LAE
Range of Losses and LAE Per Event:

Below $5 1 3 25.€ 22 % 37.4

$5 - $10 5 39.4 3 21.¢€

$10 - $15 1 11.C 1 10.€

$15 - $20 = = 2 37.2

$20 - $25 — — 1 23.C

Greater Than $25 1 48.F 1 334

Total 26 % 124.% 30 $ 163.¢

As shown in the preceding table, catastrophe lomsdd AE decreased for the year ended Decembe@P, due primarily to lower severity of losses befkb
million per event and lower frequency of lossesxuess of $15 million per event, partially offsgthigher frequency of losses ranging from $5 millio $10
million per event. The five events in the $5 mitliso $10 million range and one event in the $10ionilto $15 million range for the year ended Decenti,
2012 were related to hail or wind events in eifhexas, Colorado or the Midwest and mid-Atlantidestaln the fourth quarter of 2012, the Companwiired
claims related to one event in the greater thanm®i®n range which was Superstorm Sandy. Everteva $5 million for the year ended December 31,128t
due primarily to spring storms. In the second cgrasf 2011, the United States experienced a hidimve of spring storms, including a record levetahadoes
in April resulting in two events in the $15 milliaa $20 million range and one event which was $32ilion. In the third quarter of 2011, the Compadngurred
claims related to one event in the $20 million &5 $nillion range which was Hurricane Irene. Catgsitie losses and LAE for the year ended Decembe2(311,
include $23.0 million related to Hurricane Irene.

In late October 2012, Superstorm Sandy, a namedtcaphe and at one point a level two hurricandeadwer the Atlantic ocean, caused a significanbam o
damage in several northeastern states. Catasttopbes and LAE for the year ended December 31, B@l@de $48.5 milliorrelated to Superstorm Sandy
which $44.0 million is included in the Kemper Preéel segment.

In the second quarter of 2011, the United Statpsmenced a high volume of spring storms, includirrgcord level of tornadoes in April. These storms
contributed significantly to the increase in then@any’s catastrophe losses and LAE in 2011, condpar2010. In the third quarter of 2011, the Conmypalso
incurred claims related to Hurricane Irene. Catqute losses and LAE for the year ended Decembet(@1, includes $23.0 milliorelated to Hurricane Irene,
which $22.1 millionis included in the Kemper Preferred segment. Nontajrricanes that significantly impacted the Compmade landfall in the United Sta
during 2010.

Total Catastrophe loss and LAE reserves, net asueance recoverables, developed favorably by i$@l®n , $6.4 million and $1.2 million for the yemended
December 31, 2012 , 2011 and 2010, respectively MD&A, “Loss and LAE Reserve Development,” ofst2i012 Annual Report for catastrophe loss and LAE
reserve development by business segment.
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LOSS AND LAE RESERVE DEVELOPMENT

Increases (decreases) in the Company’s propertgasuhlty loss and LAE reserves for the years ebdmémber 31, 2012 , 2011 and 2010 to recognizeradv
(favorable) loss and LAE reserve development froior@ccident years, hereinafter also referredsttreserve developmeniti the discussion of segment rest
is presented below:

DOLLARS IN MILLIONS 2012 2011 2010
Kemper Preferred:

Non-catastrophe $ 14 % (1360 $ (18.9

Catastrophe (6.2) (5.5 (4.9)

Total (4.9) (19.1) (23.9)
Kemper Specialty:

Non-catastrophe (2.9 (9.5 4.C

Catastrophe 0.1 0.1 0.1

Total (2.9 9.9 4.1
Kemper Direct:

Non-catastrophe (17.5) 4.9 (7.0

Catastrophe (0.3 0.t 0.z

Total (17.¢) 3.9 (6.8)
Life and Health Insurance:

Non-catastrophe (0.9) (2.7 1.1

Catastrophe 0.1 .5 3.4

Total 0.3 (2.6 4.t
Decrease in Total Loss and LAE Reserves Relat®dlito Years:

Non-catastrophe (18.9) (28.6) (20.¢)

Catastrophe (6.9 6.9 1.2
Decrease in Total Loss and LAE Reserve Relatedits Pears $ (252 $ (35.0 % (22.0

See MD&A, “Critical Accounting Estimates,” of th2012 Annual Report for additional information pértag to the Company’s process of estimating prtyper
and casualty insurance reserves for losses and dé¥elopment of property and casualty insurancge®and LAE, estimated variability of property aagualty
insurance reserves for losses and LAE, and a disousf some of the variables that may impact dgwelent of property and casualty insurance losséd Ak
and the estimated variability of property and c#iguasurance reserves for losses and LAE.

NON-GAAP FINANCIAL MEASURES
Underlying Combined Ratio

The following discussions for the Kemper Prefert¢emper Specialty and Kemper Direct segments usadn-GAAP financial measures of (i) Underlying
Losses and LAE and (ii) Underlying Combined Rattiaderlying Losses and LAE (also referred to indiseussion as “Current Year Naatastrophe Losses ¢
LAE") exclude the impact of catastrophe losses, lasd and LAE reserve development from the Commamgcurred Losses and LAE, which is the most diyect
comparable GAAP financial measure. The UnderlyilngnBined Ratio is computed by adding the Currentr Y&m-catastrophe Losses and LAE Ratio with the
Incurred Expense Ratio. The most directly compa&AAP financial measure is the combined ratio,clvhises total incurred losses and LAE, includirg th
impact of catastrophe losses, and loss and LAEvestevelopment. The Company believes Underlyingses and LAE and the Underlying Combined Ratio are
useful to investors and are used by managemest/@al the trends in the Company’s Property and &fsimsurance businesses that may be obscured by
catastrophe losses and prior year reserve develupifigese catastrophe losses may cause the Consgdasag’trends to vary significantly between periasist
result of their incidence of occurrence and magigfand can have a significant impact on incurosdds and LAE and the combined ratio. Prior yesarve
developments are caused by unexpected loss devefhtm historical reserves. Because reserve daveloprelates to the re-estimation of losses frorieza
periods, it has no bearing on the performance®fdbmpany’s insurance products in the current gefibe Company believes it is useful for investors
evaluate these components separately and in thregagg when reviewing the Company’s underwritindgrenance.
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NON-GAAP FINANCIAL MEASURES (Continued)
Consolidated Net Operating Income

Consolidated Net Operating Income is an after#tax-GAAP measure and is computed by excluding firecome from Continuing Operations the after-tax
impact of 1) Net Realized Gains (Losses) on Sdiésvestments, 2) Net Impairment Losses Recognizdthrnings related to investments and 3) other
significant non-recurring or infrequent items thay not be indicative of ongoing operations. Sigaifit non-recurring items are excluded when (anttere of
the charge or gain is such that it is reasonablikeiy to recur within two years, and (b) there he®n no similar charge or gain within the priootyears. The
most directly comparable GAAP financial measuringme from Continuing Operations.

The Company believes that Consolidated Net Operédticome provides investors with a valuable meastiies ongoing performance because it reveals
underlying operational performance trends thatrettee might be less apparent if the items wereemotuded. Net Realized Gains (Losses) on Sales of
Investments and Net Impairment Losses Recogniz&ainings related to investments included in then@any’s results may vary significantly between pési
and are generally driven by business decisioneatetnal economic developments such as capitalehadaditions that impact the values of the Comfmany
investments, the timing of which is unrelated te ihsurance underwriting process. Significant necurring items are excluded because, by their eatbey are
not indicative of the Company’s business or ecordneinds.

These norAAP financial measures should not be considersabatitute for the comparable GAAP financial measpas they do not fully recognize the ove
underwriting profitability of our business.

A reconciliation of Consolidated Net Operating Immto Income from Continuing Operations for thergemnded December 31, 2012 , 2011 and 2010 is
presented below:

DOLLARS IN MILLIONS 2012 2011 2010
Consolidated Net Operating Income $ 53¢ $ 471 $ 145
Net Income (Loss) From:
Net Realized Gains on Sales of Investments 42 21.¢ 27.¢
Net Impairment Losses Recognized in Earnings 4.5 (7.3 (10.79)
Income from Continuing Operations $ 91& $ 617 $ 162«

There were no applicable significant non-recuritegis that the Company excluded from the calcutatibConsolidated Net Operating Income for the gear
ended December 31, 2012, 2011 and 2010 .
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KEMPER PREFERRED

Selected financial information for the Kemper Prefd segment follows:

DOLLARS IN MILLIONS
Net Premiums Written

Earned Premiums:
Automobile
Homeowners
Other Personal
Total Earned Premiums
Net Investment Income
Other Income
Total Revenues
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE
Catastrophe Losses and LAE
Prior Years:
Non-catastrophe Losses and LAE
Catastrophe Losses and LAE
Total Incurred Losses and LAE
Insurance Expenses
Operating Profit (Loss)
Income Tax Benefit (Expense)
Segment Net Operating Income (Loss)

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio
Current Year Catastrophe Losses and LAE Ratio
Prior Years Non-catastrophe Losses and LAE Ratio
Prior Years Catastrophe Losses and LAE Ratio

Total Incurred Loss and LAE Ratio

Incurred Expense Ratio

Combined Ratio

Underlying Combined Ratio

Current Year Non-catastrophe Losses and LAE Ratio
Incurred Expense Ratio

Underlying Combined Ratio

Non-GAAP Measure Reconciliation

Underlying Combined Ratio

Current Year Catastrophe Losses and LAE Ratio
Prior Years Non-catastrophe Losses and LAE Ratio
Prior Years Catastrophe Losses and LAE Ratio
Combined Ratio as Reported

2012 2011 2010
$ 8917 $ 868 872.:
$ 5158 $ 510 544.7

308.E 294 ¢ 290.(

55.2 54.C 53.2

879.2 859.¢ 888.(

45.C 48.¢ 55.4

0.4 0.2 0.4

924 ¢ 908.¢ 943.¢

608.2 584.¢ 587.2

105.2 144.: 70.1

1.4 (13.6) (18.9)

6.2) (5.5 4.9

709.C 709.7 633.¢

243 239.¢ 2437

(28.0) (40.6) 66.

16.€ 23.( (14.0)
$ (112 $ (17.6 52.¢

69.1% 67.5% 66.2 %

12. 16.€ 7.9

0.2 (1.6) .1)

0.7) 0.6) (0.6)

80.€ 82.E 71.4

27.1 27.¢ 27.4

108.5% 110.2% 98.€%

69.1% 67.5% 66.2 %

27.1 27.¢ 27.4

96.£ % 95.£ % 93.6%

96.£ % 95.£ % 93.6%

12.( 16.€ 7.9

0.2 (1.6 2.1)

0.7) 0.6) (0.6)

108.2% 110.2% 98.€%
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KEMPER PREFERRED (Continued)

INSURANCE RESERVES

Dec 31, Dec 31,
DOLLARS IN MILLIONS 2012 2011
Insurance Reserves:
Automobile $ 287t % 274.
Homeowners 123.7 106.2
Other Personal 41.C 35.2
Insurance Reserves $ 4521 % 416.2
Insurance Reserves:
Loss Reserves:
Case $ 2847 % 259.(
Incurred but Not Reported 105.t 92.¢
Total Loss Reserves 390.2 351.¢
LAE Reserves 62.1 64.:
Insurance Reserves $ 452.: % 416.2

2012 Compared with 2011

Earned Premiums in the Kemper Preferred segmerganed by $19.6 million for the year ended Decerlte2012 , compared to the same period in 201&, d
primarily to higher volume, and to a lesser extbigher average premium. Earned premiums on autienioisurance increased by $4.6 million in 2012 ,
compared to 2011 , due primarily to higher volupetially offset by lower average premium. Earneghfiums on homeowners insurance increased by $13.6
million in 2012 , compared to 201 Hue primarily to higher volume and, to a lesseet, higher average premium. Earned premiumstioer @ersonal insuran
increased by $1.4 million in 2012 , compared to2pdue primarily to higher volume and, to a lesséent, higher average premium.

Net Investment Income in the Kemper Preferred segdecreased by $3.8 million for the year ended Deegr@b, 2012 , compared to 2011 , due primarily to
lower net investment income from Equity Method Lteai Liability Investments. The Kemper Preferredrsegt reported net investment income from Equity
Method Limited Liability Investments of $4.0 million 2012 , compared to $8.0 million in 2011 .

Operating Loss in the Kemper Preferred segmentedsed by $12.6 million before taxes for the yeaedrDecember 31, 2012 , compared to the same pariod
2011, due primarily to lower incurred catastropsses and LAE, partially offset by lower levels@forable loss and LAE reserve development, higher
underlying losses and LAE as a percentage of egyreadiums and lower Net Investment Income. Undedyincurred losses and LAE exclude the impact of
catastrophes and loss and LAE reserve develop@atdstrophe losses and LAE (excluding developmeeity $105.4 million in 2012 , compared to $144.2
million in 2011 . Favorable loss and LAE reservealepment (including catastrophe development) wh8 illion in 2012 , compared to $19.1 million2011.
Underlying losses and LAE as a percentage of egrrerdiums were 69.1% in 2012 , compared to 67.920f1 . Kemper Preferred continues to take actions
intended to improve profitability, including additial rate increases, enhanced pricing segmentéiginer deductibles, in particular for wind or hewlents, and
other underwriting actions.

Automobile insurance incurred losses and LAE wee3$7 million, or 80.3% of automobile insurancenear premiums, for the year ended December 31, 2012
compared to $389.5 million, or 76.2% of automobigurance earned premiums, for the same perio@1d 2 Automobile insurance incurred losses as a
percentage of automobile earned premiums incréapddl % due primarily to higher underlying lossed &AE as a percentage of automobile insuranceeelarn
premiums and an unfavorable impact from a chandes;and LAE reserve development, partially offsetower incurred catastrophe losses and LAE
(excluding development). Underlying losses and LasEa percentage of automobile insurance earnedyramvere 76.4% in 2012 , compared to 73.8% in
2011 . Underlying losses and LAE as a percentageimimobile insurance earned premiums increasegrimearily to higher frequency in bodily injury
coverages and higher severity in all coveragesigtisir
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KEMPER PREFERRED (Continued)

offset by lower frequency in comprehensive and gabinjury protection coverages. Unfavorable lasd LAE reserve development was $7.4 million in201
compared to favorable loss and LAE reserve devedoprof $1.3 million in 2011 . Catastrophe losses laAE (excluding development) were $12.7 million in
2012, compared to $14.1 million in 2011 .

Homeowners insurance incurred losses and LAE w28d.$ million, or 85.7% of homeowners insurancenedmpremiums, for the year ended December 31,
2012 , compared to $293.5 million, or 99.5% of homeers insurance earned premiums, for the samecp#ri2011 Homeowners insurance incurred losses
LAE as a percentage of homeowners insurance epneedums decreased due primarily to lower catabdpsses and LAE (excluding development), lower
underlying losses and LAE as a percentage of homersainsurance earned premiums, partially offsdober levels of favorable loss and LAE reserve
development. Catastrophe losses and LAE (excludiavglopment) on homeowners insurance were $87I&mih 2012 , compared to $124.5 million in 2011 .
Catastrophe losses and LAE incurred in 2012 weeeinlpart to $44.0 million of catastrophe losses BAE from Superstorm Sandy and several hail armtwi
events throughout the United States. For the yede@ December 31, 2011 , the catastrophe lossespsierarily related to Hurricane Irene and seveealere
tornadoes and other storms throughout the UnitateStUnderlying losses and LAE as a percentageroEowners insurance earned premiums were 60.3% in
2012, compared to 61.6% in 2011 . Underlying Isss® LAE as a percentage of homeowners insuraroed premiums decreased by 1.3% due primarily to
lower non-catastrophe storm losses, partially offgehigher fire and water damage losses. Favoratitecatastrophe loss and LAE reserve developmast w
$3.6 million in 2012 , compared to $7.1 million2611 .

Other personal insurance incurred losses and LAt $@0.8 million, or 55.6% of other personal insiweearned premiums, for the year ended December 31
2012 , compared to $26.7 million, or 49.4% of othersonal insurance earned premiums, for the samedpn 2011 . Other personal insurance incurosdés
and LAE increased by $4.1 million due primarilyldaver levels of favorable loss and LAE reserve digwament and higher underlying losses and LAE, phyti
offset by lower catastrophe losses and LAE (exdgdeserve development). Favorable loss and LA&vesdevelopment was $2.7 million in 2012 , comgare
to $5.0 million in 2011 . Underlying losses and LAEre $28.6 million in 2012 , compared to $26.1iomlin 2011 . Catastrophe losses and LAE (exclgdin
development) were $4.9 million in 2012 , compa@5.6 million in 2011 .

Insurance Expenses increased by $4.0 million ferygar ended December 31, 2012 , compared to 2014 primarily to increased new business and rehewa
production.

The Kemper Preferred segment reported Segment pexia@ing Loss of $11.2 million for the year endeztBmber 31, 2012 , compared to Segment Net
Operating Loss of $17.6 million for the same peiim@011 . The Kemper Preferred segment’s effedticeme tax rate differs from the federal statuiogome
tax rate due primarily to tax-exempt investmenbime and dividends received deductions. Tax-exenvgistment income and dividends received deductions
were $20.2 million in 2012 , compared to $24.5 imillin 2011 .

2011 Compared with 2010

Earned Premiums in the Kemper Preferred segmen¢ased by $28.2 million for the year ended Decertie011 compared to 2010, due to lower volume,
partially offset by higher average premium ratesluvhe decreased due, in part, to Kemper Prefergetsion to maintain its underwriting disciplineda
increase premium rates while facing increased cditigein a soft personal lines insurance markdsofcontributing to the decrease in volume was Kemp
Preferred’s ongoing strategy to reduce its mixaf-4package and non-target market business. Eaneetiyms from package policies (a package policyipes
both automobile and homeowners insurance coveliagesingle policy) comprised 55% of earned prensumthe Kemper Preferred segment in 2011, comy
to 52% in 2010. Earned premiums on automobile Brste decreased by $33.8 million in 2011 , comparé@d10, due to lower volume and, to a lesser éxten
lower average premium rates. The weighted-averagéer of automobile insurance policies in forcerdased by 7.2% in 2011 , compared to 2010. Earned
premiums on homeowners insurance increased byn§i#ién in 2011 , compared to 2010, due primaridyhigher average premium rates, partially offset by
lower volume. The weighted-average number of hormewgvinsurance policies in force decreased by 2052011 , compared to 2010. Earned premiums on
other personal insurance increased by $0.7 miitid2011 , compared to 2010, due primarily to higivegrage premium rates, partially offset by loweiume.
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Net Investment Income in the Kemper Preferred segdecreased by $6.6 million for the year ended Deegr@b, 2011 , compared to 2010, due primarily to
lower net investment income from Equity Method Ltiedi Liability Investments, partially offset by highdividends on equity securities and a higherllefre
allocated investments. The Kemper Preferred segregntted net investment income from Equity Methadited Liability Investments of $8.0 million in 20,
compared to $16.2 million in 2010.

Operating results in the Kemper Preferred segmeeredised by $107.5 million before taxes for the geded December 31, 2011 , compared to 2010, due
primarily to higher incurred catastrophe losseslafH (excluding development), higher homeownersiiaace underlying losses and LAE as a percentage of
earned premiums, the impact of lower favorable &va$ LAE reserve development (including catastrafgheslopment), higher insurance expenses as a
percentage of earned premiums and lower net inwgtincome.

Catastrophe losses and LAE (excluding developmeait® $144.2 million for the year ended December2811 , compared to $70.1 million in 2010, an iase
of $74.1 million . Favorable loss and LAE reseree@lopment (including catastrophe development)$i#s1 million in 2011 , compared to $23.8 million i
2010. Underlying losses and LAE as a percentagawfed premiums were 67.9% in 2011 , compared.2%66 2010.

Automobile insurance incurred losses and LAE wa&@3%6 million for the year ended December 31, 20ddmpared to $399.1 million in 2010. Automobile
insurance incurred losses and LAE decreased byr#lién due primarily to lower claim volume resialg principally from fewer automobile insurance ipis

in force and lower underlying losses and LAE ag@@ntage of automobile insurance earned premipantally offset by higher incurred catastrophesksand
LAE (excluding development) and the impact of loviarorable loss and LAE reserve development (exotudatastrophe development). Underlying losses and
LAE as a percentage of automobile insurance egsremdiums were 73.8% in 2011 , compared to 74.12010. Underlying losses and LAE as a percentage of
automobile insurance earned premiums decreaseprimarily to lower average frequency of losses.a8abphe losses and LAE (excluding developmentgwer
$14.1 million in 2011 , compared to $7.2 million2810. Favorable loss and LAE reserve developmexaifding catastrophe development) was $1.3 million
2011, compared to favorable development of $11ilémin 2010.

Homeowners insurance incurred losses and LAE w298.% million for the year ended December 31, 20ddmpared to $210.0 million in 2010. Homeowners
insurance incurred losses and LAE increased by5$88lion in 2011 , compared to 2010, due primatdyhigher catastrophe losses and LAE (excluding
development) and higher underlying losses and Lgstgtjally offset by the impact of higher favoralidss and LAE reserve development (excluding caipbt
development). Catastrophe losses and LAE (excludéwglopment) on homeowners insurance were $12#li6rmn 2011 , compared to $61.4 million in 2010.
The catastrophe losses and LAE in 2011 includese&om Hurricane Irene and several severe toesadod other storms throughout the United States.
Underlying losses and LAE were $181.7 million ifl2Q compared to $156.9 million in 2010. Underlylogses and LAE increased due primarily to higher
average estimated frequency and severity of lofsesrable loss and LAE reserve development (ekujudatastrophe development) was $7.1 million ih 20
compared to $3.6 million in 2010.

Other personal insurance incurred losses and LAt %26.7 million for the year ended December 31,120compared to $24.5 million in 2010. Other paedo
insurance incurred losses and LAE increased by $#l@n due primarily to higher catastrophe lossesl LAE (excluding development), partially offéstthe
impact of higher favorable loss and LAE reserveetiggment (excluding catastrophe development). @afatse losses and LAE (excluding development) on
other personal insurance were $5.6 million in 20¢dmpared to $1.5 million in 2010. Favorable lasd LAE reserve development (excluding catastrophe
development) was $5.2 million in 2011 , compare#3d million in 2010.

Insurance Expenses decreased by $3.5 million toyéar ended December 31, 2011 , compared to Bd&Qrimarily to lower acquisition expenses, péytia
offset by higher underwriting expenses, largely tumformation technology expenses related to isdveew systems initiatives.

The Kemper Preferred segment reported Segment pleiafing Loss of $17.6 million for the year endegtBmber 31, 2011 , compared to Segment Net
Operating Income of $52.9 million for the same péiin 2010. The Kemper Preferred segment’s effedticome tax rate differs from the federal statutor
income tax rate due primarily to tax-exempt investirincome and dividends received deductions. Taxa@t investment income and dividends received
deductions were $24.5 million in 2011 , compare26.6 million in 2010.
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KEMPER SPECIALTY

Selected financial information for the Kemper Sp#gisegment follows:

DOLLARS IN MILLIONS
Net Premiums Written
Earned Premiums:
Personal Automobile
Commercial Automobile
Total Earned Premiums
Net Investment Income
Other Income
Total Revenues
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE
Catastrophe Losses and LAE
Prior Years:
Non-catastrophe Losses and LAE
Catastrophe Losses and LAE
Total Incurred Losses and LAE
Insurance Expenses
Operating Profit (Loss)
Income Tax Benefit (Expense)
Segment Net Operating Income

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio
Current Year Catastrophe Losses and LAE Ratio
Prior Years Non-catastrophe Losses and LAE Ratio
Prior Years Catastrophe Losses and LAE Ratio

Total Incurred Loss and LAE Ratio

Incurred Expense Ratio

Combined Ratio

Underlying Combined Ratio

Current Year Non-catastrophe Losses and LAE Ratio
Incurred Expense Ratio

Underlying Combined Ratio

Non-GAAP Measure Reconciliation

Underlying Combined Ratio

Current Year Catastrophe Losses and LAE Ratio
Prior Years Non-catastrophe Losses and LAE Ratio
Prior Years Catastrophe Losses and LAE Ratio
Combined Ratio as Reported

32

2012 2011 2010
415.1 438.; 457.;
376.: 405.: 431.:
43¢ 40.C 43.€
419.¢ 445 ; 474.¢
19.C 22.¢ 25.¢
0.2 0.5 0.6
439.1 468.¢ 501.2
347.¢ 358. 376.
4.8 3. 2.9
(2.9) (9.5) 4.
0.1 0.1 0.1
350. 352.¢ 383.(
91.f 91.f 92.7
(2.9) 24.2 25.€
4.0 (4.9) (4.6)
1.2 19.€ 21.C
83.0% 80.2% 79.2%
1.1 0. 0.6
(0.6) 2.9) 0.8
83. 79.2 80.€
21.¢ 20.€ 19.
105.5 % 99.€ % 100.1%
83.C% 80.£% 79.2%
21.¢ 20.€ 19.
104.€ % 101.0 % 98.7%
104.€ % 101.0 % 98.7%
1.1 0. 0.€
(0.6) 2.9) 0.8
105.5 % 99.€ % 100.1%
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KEMPER SPECIALTY (Continued)
INSURANCE RESERVES

Dec 31, Dec 31,
DOLLARS IN MILLIONS 2012 2011
Insurance Reserves:
Personal Automobile $ 164.6 $ 166.¢
Commercial Automobile 43.¢ 51.k
Other 7.2 7.8
Insurance Reserves $ 215.¢ % 225.¢
Insurance Reserves:
Loss Reserves:
Case $ 130.¢ $ 135.1
Incurred but Not Reported 48.2 477
Total Loss Reserves 179.2 182.¢
LAE Reserves 36.7 43.1
Insurance Reserves $ 215.¢ % 225.¢

2012 Compared with 2011

Earned Premiums in the Kemper Specialty segmemedsed by $25.4 million for the year ended Decer8theP012 , compared to the same period in 20L&, d
primarily to lower earned premiums for personabautbile insurance, partially offset by higher earpeemiums on commercial automobile insurance.dPails
automobile insurance earned premiums decrease@&9 #illion in 2012 , compared to 2011 , due prilgdo lower volume, partially offset by higher enage
premium. Personal automobile insurance policidsrice were approximately 260,000 at December 3122@ompared to 302,000 at the beginning of 201R a
329,000 at the beginning of 2011 . Commercial aotzite insurance earned premiums increased by $Bli6mrin 2012 , compared to 2011 , due primariy t
higher volume from an increase in new businessymiioh.

Net Investment Income in the Kemper Specialty sedidecreased by $3.8 million for the year ended Deegr@b, 2012 , compared to 2011 , due primarily to
lower net investment income from Equity Method Liiedi Liability Investments and lower levels of intrasnts allocated to Kemper Specialty. The Kemper
Specialty segment reported net investment incon®L.af million from Equity Method Limited Liabilitjnvestments in 2012 , compared to $3.7 millionZ64.1.

Operating Loss in the Kemper Specialty segment$2a8 million for the year ended December 31, 20d@mpared to Operating Profit of $24.2 million id124 .
Operating results deteriorated due primarily tcdheigunderlying losses and LAE as a percentageroedgremiums, lower favorable reserve developmewer
net investment income and higher underwriting espsras a percentage of earned premiums.

Personal automobile insurance operating resultedsed by $30.5 million for the year ended DecertheP012 , compared to 2011 , due primarily tdhbig
underlying incurred losses and LAE as a percentdgersonal automobile insurance earned premiunfayarable loss and LAE reserve development, higher
insurance expenses as a percentage of personaiahite insurance earned premiums and lower nesinvent income. Underlying incurred losses and LAE
exclude the impact of catastrophes and loss and le&Brve development. Underlying incurred lossesLa&E were $312.5 million, or 83.0% of personal
automobile insurance earned premiums in 2012 cosopar$328.5 million, or 81.1% of personal autorf®bisurance earned premiums in 2011. Personal
automobile insurance underlying incurred losseslakid as a percentage of personal automobile in@graarned premiums increased due primarily to highe
claims handling costs in 2012 , compared to 2Qdss and LAE reserve development on personal adtdenimsurance had an adverse effect of $10.3aonilin
2012, compared to a favorable effect of $3.6 orillin 2011 , and was related primarily to the 28ad 2010 accident years.

33




Kemper Corporation and Subsidiaries
Management'’s Discussion and Analysis of Financial @dition and Results of Operations—(Continued)

KEMPER SPECIALTY (Continued)

Commercial automobile insurance operating profitéased by $3.3 million for the year ended DecerBhgR012 , compared to 2011 , due primarily to the
favorable effects of loss and LAE reserve develaptmeartially offset by higher underlying incurrbxdses and LAE as a percentage of commercial adtibeno
insurance earned premiums. Favorable loss and kA&rve development on commercial automobile inggraras $12.6 million in 2012 , of which $5.9 mitlio
related to 2011 and 2010 accident years, with #tenee of $6.7 million dispersed over several olmident years. Favorable loss and LAE reserveldpmen
was $6.1 million in 2011 . Underlying incurred lessand LAE as a percentage of commercial automotsileance earned premiums were 81.5% in 2012 ,
compared to 74.3% in 2011, and increased due phnta higher frequency of losses.

Other insurance operating profit increased by $@ilBon for the year ended December 31, 2012 , careg to 2011 . Other insurance consists of certain
reinsurance pools in run-off and other personalriausce in run-off. Loss and LAE reserve developnoentertain reinsurance pools in run-off, had aseer
development of $0.4 million in 2011 . There wadass and LAE reserve development on reinsurancks pooun-off in 2012 .

Insurance expenses as a percentage of earned prsmias 21.8% for the year ended December 31, 26d@pared to 20.6% in 2011. Insurance expenses as a
percentage of earned premiums increased in 20d@pared to 2011, due primarily to higher expenssedaated with information technology initiatives.

Segment Net Operating Income in the Kemper Spgaalgment was $1.2 million for the year ended Démar1, 2012 , compared to $19.8 million in 2011 .
The Kemper Specialty segment’s effective incomergde differs from the federal statutory incometate due primarily to tax-exempt investment incand
dividends received deductions. Tax-exempt investrimeome and dividends received deductions werg §llion in 2012 , compared to $11.3 million in22D.

2011 Compared with 2010

Earned Premiums in the Kemper Specialty segmemedsed by $29.7 million for the year ended Decer8thef011, compared to 2010, due to lower earned
premiums for both personal and commercial autoredh8urance. Personal automobile insurance eamestiyms decreased by $26.1 million2011, compare
to 2010, due primarily to lower volume and, to ssker extent, lower average earned premium penpdilroughout 2010 and 2011, Kemper Specialpérsone
automobile insurance policies in force decreasedtdeconomic conditions, increased competitiontdagber premium rates, particularly in Californizersonal
automobile insurance policies in force were apprately 329,000 at the beginning of 2011, compaveapproximately 351,000 at the beginning of 2010.
Commercial automobile insurance earned premiumeedsed by $3.6 milliom 2011, compared to 2010, due primarily to lowelume. Commercial automob
insurance volume has decreased due primarily toadler renewal book of business, partially offsghigher retention rates and increased new business
production.

Net Investment Income in the Kemper Specialty sedidecreased by $3.0 million for the year ended Deegrgh, 2011, compared to 2010, due primarily to
lower net investment income from Equity Method Liieai Liability Investments. The Kemper Specialtyrsegt reported net investment income of $3.7 million
from Equity Method Limited Liability Investments 011, compared to $7.5 million in 2010.

Operating Profit in the Kemper Specialty segmente&sed by $1.4 million for the year ended DecerBlte2011, compared to 2010, due primarily to lower
operating profit in personal automobile insuraraféset by higher operating profit in commercial@abbile insurance and other insurance.

Personal automobile insurance operating profitefsed by $6.9 million for the year ended DecemlieP311, compared to 2010, due primarily to higher
underlying incurred losses and LAE as a percentégersonal automobile insurance earned premiuighehinsurance expenses as a percentage of persona
automobile insurance earned premiums and loweinmestment income, partially offset by the favombffects of loss and LAE reserve development.
Underlying incurred losses and LAE as a percentdigersonal automobile insurance earned premiuoreased due primarily to higher frequency of losset
to a lesser extent, higher severity of losses itfl28ompared to 201Q0ss and LAE reserve development on personal adidenimsurance had a favorable efi
of $3.6 million in 2011, compared to an adversectfbf $3.7 million in 2010. Insurance expensea percentage of personal automobile insurance éarne
premiums increased due primarily to investmentdlicy and billing systems.
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KEMPER SPECIALTY (Continued)

Commercial automobile insurance operating profitéased by $4.3 million for the year ended Decerthef011, compared to 2010, due primarily to the
favorable effects of loss and LAE reserve develapraed lower underlying incurred losses and LAR @ercentage of commercial automobile insuranaseéar
premiums. Favorable Loss and LAE reserve developmecommercial automobile insurance was $6.1 omilln 2011, compared to $1.1 million in 2010.
Underlying incurred losses and LAE as a percentdgemmercial automobile insurance earned premidecseased in 2011, compared to 2010, due primarily
lower severity, partially offset by higher frequgraf losses.

Other insurance consists of certain reinsurancéspoaun-off and other personal insurance in rffn®ther insurance operating loss was $0.1 milfianthe
year ended December 31, 2011, compared to $0.®mifi 2010. Adverse loss and LAE reserve develayiroa certain reinsurance pools in run-off was $0.4
million in 2011, compared to $0.7 million in 20X%cluding development from these reinsurance pdmds, and LAE reserve development on other personal
insurance had an adverse effect of $0.9 millioRdh0 and was almost entirely related to two lispitlaims, one from 2003 and the other from 20@Sutance
expenses in 2010 included a reduction of expen$€.8fmillion related to a change in estimate focallectible reinsurance.

Segment Net Operating Income in the Kemper Spgaalgment was $19.8 million for the year ended béx 31, 2011, compared to $21.0 million in 2010.
The Kemper Specialty segment’s effective incomergae differs from the federal statutory incometate due primarily to tax-exempt investment incand
dividends received deductions. Tax-exempt investrimeome and dividends received deductions were3$itilllion in 2011, compared to $12.0 million in120
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KEMPER DIRECT

Selected financial information for the Kemper Dirsegment follows:

DOLLARS IN MILLIONS 2012 2011 2010
Net Premiums Written $ 147 $ 209.( $ 269.:
Earned Premiums:

Automobile $ 158.c $ 213.: $ 273t

Homeowners 9.t 9.2 8.7

Other Personal 0.2 0.2 0.2
Total Earned Premiums 168.( 222.% 282.¢
Net Investment Income 13.¢ 17.4 20.€
Other Income — 0.1 0.1
Total Revenues 181.¢ 240.2 303.1

Incurred Losses and LAE related to:
Current Year:

Non-catastrophe Losses and LAE 139.( 194.¢ 228.¢
Catastrophe Losses and LAE .3 6.7 1.8
Prior Years:
Non-catastrophe Losses and LAE (17.5) (4.9 (7.0
Catastrophe Losses and LAE 0.3 0.t 0.2
Total Incurred Losses and LAE 129 197.¢ 223.¢
Insurance Expenses 57.2 76.5 87.1
Write-off of Intangible Asset from Direct Responsequisition — 13.t —
Operating Loss (4.9) (47.2) (7.9)
Income Tax Benefit 3.6 19.7 6.2
Segment Net Operating Loss $ 09 % 275 % .7

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio 82.£% 87.E% 81.1%
Current Year Catastrophe Losses and LAE Ratio 4.¢ 3.C 0.€
Prior Years Non-catastrophe Losses and LAE Ratio (10.9 (2.0 (2.5
Prior Years Catastrophe Losses and LAE Ratio (0.2) 0.2 0.1
Total Incurred Loss and LAE Ratio 77.1 88.7 79.2
Incurred Expense Ratio, Including Write-off of Intable Asset 34.C 40.2 30.€
Combined Ratio 111.1% 129.(% 110.1%
Underlying Combined Ratio

Current Year Non-catastrophe Losses and LAE Ratio 82.£% 87.E% 81.1%
Incurred Expense Ratio, Including Write-off of Intable Asset 34.C 40.2 30.€
Underlying Combined Ratio 116.€% 127.¢€% 111.¢%
Non-GAAP Measure Reconciliation

Underlying Combined Ratio 116.£ % 127.£% 111.¢%
Current Year Catastrophe Losses and LAE Ratio 4.¢ 3.C 0.€
Prior Years Non-catastrophe Losses and LAE Ratio (10.9) (2.0) (2.5)
Prior Years Catastrophe Losses and LAE Ratio 0.2 0.2 0.1
Combined Ratio as Reported 111.1% 129.C% 110.1%
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KEMPER DIRECT (Continued)
INSURANCE RESERVES

Dec 31, Dec 31,
DOLLARS IN MILLIONS 2012 2011
Insurance Reserves:
Automobile $ 173 $ 216.5
Homeowners 2.7 4.8
Other 1.6 2.€
Total Insurance Reserves $ 177.¢  $ 223.¢
Insurance Reserves:
Loss Reserves:
Case $ 115¢ $ 140.¢
Incurred but Not Reported 39.7% 54.C
Total Loss Reserves 155.1 194.¢
LAE Reserves 221 29.C
Insurance Reserves $ 177.¢  $ 223.¢

2012 Compared with 2011

Earned Premiums in the Kemper Direct segment dsedeby $54.7 million for the year ended Decembe2812 , compared to the same period in 2011 , due
primarily to lower volume, partially offset by highaverage premium rates.

In the third quarter of 2012, the Company annourbatlit was reviewing strategic options for Kempérect and that it would cease direct-to-consumer
marketing activities. In the fourth quarter of 20t Company concluded its evaluation and detexchthat, to optimize the value for the businesspiild
continue to solicit business for its worksite, aitfy and renters programs and would place its tHi@consumer operations in run-off. The Compangests
positive earnings from the run-off as a result i@mpium rate increases and further optimizationpEfrations. Kemper Direct expects that its poliaeforce will
decline 15% to 25% over the next twelve months @esalt of this and other actions.

Net Investment Income in the Kemper Direct segrdecreased by $3.5 million for the year ended Deeerh, 2012 , compared to 2011 , due primarily to
lower net investment income from Equity Method Ltiedi Liability Investments and lower levels of intraents allocated to Kemper Direct. Net investment
income from Equity Method Limited Liability Invesents was $1.3 million in 2012 , compared to $2.Bioniin 2011 .

The Kemper Direct segment reported an Operating b6$4.8 million for the year ended December 1,2, compared to an Operating Loss of $47.2 miilio
2011 . Operating results improved in the Kempee&lisegment in 2012 , compared to 2011 , due pitintarlower levels of unprofitable business, highevels
of favorable reserve development, the impact ofdugial write-off in 2011 of an intangible asseirh the acquisition of Direct Response Corporafi@irect
Response”) that did not recur in 2012 and lowereunlythg losses and LAE, partially offset by lowestinvestment income.

Incurred losses and LAE were $129.5 million , or1%% as a percentage of earned premiums, for threeyeed December 31, 2012 , compared to $197.6
million , or 88.7% as a percentage of earned premgjun 2011 . Incurred losses and LAE decreas@1?2 , due primarily to the impact of lower earned
premiums, higher levels of favorable loss and L&Eerve development and lower underlying lossed afitlas a percentage of earned premiums, partiflbet
by higher incurred catastrophe losses and LAE (ehiofy development). Underlying incurred losses laAB exclude the impact of catastrophes and loss and
LAE reserve development. Favorable loss and LAEmesdevelopment was $17.8 million in 2012 , coragao $3.9 million in 2011 . Underlying losses and
LAE as a percentage of earned premiums were 8182012 , compared to 87.5% in 2011 . Underlyingdssand LAE as a percentage of earned premiums
decreased in both automobile and homeowners inseir&atastrophe losses and LAE (excluding developmesre $8.3 million in 2012 , compared to $6.7
million in 2011 .
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KEMPER DIRECT (Continued)

The Incurred Expense Ratio, Including Write-offiofangible Asset, was 34.0% of earned premiumshferyear ended December 31, 2012 , compared t8640.3
of earned premiums in 2011 . In 2011, the Directf®@se book of business was not improving at ttesthat Kemper Direct had initially expected, arehiper
Direct determined that the customer relationshiparigible asset related to the Direct Responsestiqn was impaired at December 31, 2011 and neizegl a
charge of $13.5 million in 2011 to write down trsset to its estimated fair value. Insurance Expease percentage of earned premiums were 34.Q%LR
compared to 34.3% of earned premiums in 2011. &msxg Expenses as a percentage of earned premignesisied due primarily to reduced acquisition and
marketing related expenses, partially offset byeptimderwriting costs not declining at the samee@cearned premiums.

Kemper Direct reported a Segment Net Operating b6$€.9 million for the year ended December 31,20compared to a Segment Net Operating Loss of
$27.5 million for the same period in 2011 . The KemDirect segment’s effective income tax rateed#ffrom the federal statutory income tax rate ghirarily
to tax-exempt investment income and dividends weckdeductions. Tax-exempt investment income avidetids received deductions were $6.2 million in
2012 , compared to $8.7 million in 2011 .

2011 Compared with 2010

Earned Premiums in the Kemper Direct segment dsedeby $59.7 million for the year ended Decembe2811, compared to 2010, due primarily to lower
volume, partially offset by higher average premitates.

Net Investment Income in the Kemper Direct segrdecreased by $3.2 million for the year ended Deeer@h, 2011, compared to 2010, due primarily todow
net investment income from Equity Method Limiteahility Investments. Net investment income from Bgethod Limited Liability Investments was $2.9
million in 2011, compared to $6.0 million in 2010.

The Kemper Direct segment reported Operating L6$&1®.2 million for the year ended December 31,22@bmpared to Operating Loss of $7.9 millior2010.
Operating results declined in the Kemper Direchsesnf in 2011, compared to 2010, due primarily toghrtial write-off of an intangible asset acquinethe
Kemper Direct Response acquisition, higher undeglyosses and LAE as a percentage of earned premhigher insurance expenses as a percentagenaidear
premiums, higher incurred catastrophe losses arf (eXcluding development) and lower net investniecdme.

Incurred Losses and LAE as a percentage of eameedipms was 88.7% for the year ended December@1l,, Zompared to 79.3% 2010. Incurred Losses a
LAE as a percentage of earned premiums increas2@lih due primarily to higher underlying losses BAE as a percentage of earned premiums, higher
incurred catastrophe losses and LAE (excluding ld@weent) and the impact of lower favorable loss bA#& reserve development. Underlying losses and LAE
as a percentage of earned premiums was 87.5% i 20inpared to 81.1% in 2010. Underlying losseslakid as a percentage of earned premiums increased i
2011, compared to 2010, due primarily to increasmaabrity on automobile insurance. Catastrophe $oasd LAE (excluding development) was $6.7 million
2011, compared to $1.8 million in 2010. Favorabksland LAE reserve development was $3.9 millio20ihl, compared to $6.8 million in 2010.

Insurance Expenses in the Kemper Direct segmerd 8£8% of earned premiums for the year ended DieeeB1, 2011, compared to 30.8% of earned
premiums in 2010. Insurance Expenses as a pereeafagrned premiums increased in 2011, compar2d10, due primarily to higher amortization expense
related to the acquisition of Direct Response, @ighstructuring costs and higher consulting exggns

In 2011, the Direct Response book of business wasnproving at the rate that Kemper Direct hadiafly expected, and Kemper Direct determined that
customer relationships intangible asset relateaedirect Response acquisition was impaired aebBder 31, 2011 and recognized a charge of $13l®mih
2011 to write down the asset to its estimatedvalue.

Kemper Direct reported a Segment Net Operating bd§27.5 million for the year ended December 311,12 compared to a Segment Net Operating Loss of
$1.7 million for the same period in 2010. The KemP&ect segmens effective income tax rate differs from the fedstatutory income tax rate due primarily
tax-exempt investment income, dividends receivatlidgons and changes in certain recoverables thaia taxable for tax purposes. Tax-exempt investm
income and dividends received deductions were $alibn in 2011, compared to $10.3 million in 2010.
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LIFE AND HEALTH INSURANCE

Selected financial information for the Life and Hiednsurance segment follows:

DOLLARS IN MILLIONS 2012 2011 2010
Earned Premiums:

Life $ 393« $ 395.1 % 396.%

Accident and Health 165.2 166.: 161.¢

Property 81.2 84.F 85.t
Total Earned Premiums 639.¢ 645.¢ 644.1
Net Investment Income 204.: 200.t 213.(
Other Income 0.1 0.1 0.2
Total Revenues 844.: 846.t 857.:
Policyholders’ Benefits and Incurred Losses and LAE 393.1 385.¢ 406.¢
Insurance Expenses 310.¢ 308.¢ 293.¢
Write-off of Goodwiill — — 14.¢
Operating Profit 140.¢ 152.¢ 141.¢
Income Tax Expense (49.6 (53.9 (54.5
Segment Net Operating Income $ 90.t $ 98¢ $ 87.2

INSURANCE RESERVES

Dec 31, Dec 31,
DOLLARS IN MILLIONS 2012 2011
Insurance Reserves:
Future Policyholder Benefits $ 3,103.. $ 3,046.
Incurred Losses and LAE Reserves:
Life 36.¢ 33.¢
Accident and Health 217 22.1
Property 7.C 8.2
Total Incurred Losses and LAE Reserves 65.5 64.2
Insurance Reserves $ 3,168« $ 3,111.(

2012 Compared with 2011

Earned Premiums in the Life and Health Insurangensait decreased by $6.0 million for the year eridecember 31, 2012 , compared to the same period in
2011 . Earned premiums on life insurance decrelgéd.7 million in 2012 , compared to 2011 , duiengrily to lower volume of insurance. Earned premsu
on accident and health insurance decreased byndillidn in 2012 , compared to 2011 , due primatdylower volume of insurance resulting from theprssion
of sales of certain health insurance products destibelow and, to a lesser extent, lower volumiledlicare supplement insurance, partially offsehigher
volume of supplemental health insurance produdishégher average premium. Earned premiums on prppeurance decreased by $3.2 million in 2012,
compared to 2011 , due primarily to lower voluménsiurance from the run-off and, in certain geobreal areas, the non-renewal of dwelling coverage.

Kemper believes that some of the health insuraneéugts sold by its subsidiary, Reserve Natiomalld be adversely impacted by some provisions etHhbaltt
Care Acts. In particular, a provision which setsimium loss ratios for health insurance policies anovision, beginning in 2014, establishing Healsurance
exchanges could adversely impact Reserve NatiohaBess prospects. Such affected health insupodeicts (the “Affected Products”) accounted f62%
million, or 38%, of the Life and Health Insuran@gment’s accident and health insurance earned pnesnin 2012 . Reserve National has been adapting it
business model in response and suspended sales Affected Products at the end of 2011. In 20ksdRve National began transitioning its sales herdbealth
insurance products that are not expected to bewesedy impacted by the Health Care Acts (the “Saipental Products”). Supplemental Products accalifiate
$29.8 million, or 18%, of the Life and Health Inaoce segment’s accident and health insurance epragdums in 2012 . Reserve National expects
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earned premiums from the Affected Products to dessrdy approximately 20% in 2013 due to such sisspeiof sales and expects an increase in earned
premiums from the Supplemental Products to offsathrof the decline. The Life and Health segmenhogapredict what impact the establishment of health
insurance exchanges will have on its premiums méginin 2014. Accordingly, there can be no assurdhat the transition will fully offset the impacom
suspending sales of the affected health insuraragupts.

The Life and Health Insurance segment continuedtémtionally run off insurance policies provididgvelling coverage ("Dwelling Policies”) to reduds i
exposure to catastrophe risks. Over the last skeyesas, the Life and Health Insurance segmenth#ed new sales of Dwelling Policies in all maskahd non-
renewed Dwelling Policies in certain geographia@inly coastal, areas while continuing to renewqies in other geographical areas. Accordingly egtdor
catastrophe reinsurance provided by the FHCF, ifeednd Health Insurance segment did not renewriteary annual catastrophe reinsurance prograr@aGa8.
Earned premiums from dwelling coverage compriseih 280% and 32% of the Life and Health Insurancenged’s earned premiums on property insurance in
2012, 2011 and 2010, respectively.

Net Investment Incomincreased by $3.8 million for the year ended Decam®i, 2012 , compared to 2011 , due primarilyighér investment income from
Equity Method Limited Liability Investments, paitiaoffset by lower book yields on fixed maturitiasd lower levels of capital allocated to the segimiet
investment income from Equity Method Limited Liabyilinvestments was income of $1.8 million in 2Q1@mpared to a loss of $6.3 million in 2011 .

Operating Profit in the Life and Health Insuranegmment was $140.4 million for the year ended Deaer8hh, 2012 , compared to $152.3 million in 2011 .
Policyholders’ Benefits and Incurred Losses and liddteased by $7.5 million in 2012 due primarilyhigher policyholders’ benefits on life insurancelahe
impact of Loss and LAE reserve development on ptgpesurance, partially offset by lower catastrepbsses and LAE and lower underlying losses opéity
insurance. Policyholders’ benefits on life insummeere $265.3 million in 2012 , compared to $258ilion in 2011 , an increase of $12.1 million. Rgholder
benefits on life insurance increased due primadilseserve adjustments in 2011 associated witrecting expiry dates for certain extended termifiurance
policies and a lower level of net lapse in 2012tiply offset by better mortality experience. Imeed accident and health insurance losses wer® $&8ion, or
53.8% of accident and health insurance earned premiin 2012 , compared to $88.9 million, or 53.dPaccident and health insurance earned premiums, i
2011 . Incurred accident and health insurance $oasee flat as higher average incurred claim dostMedicare supplement insurance and, to a lesdent, a
higher average incurred claim cost for hospitaliraaind limited benefit insurance products, wefseifby lower frequency of Medicare supplementiasoe
claims and, to a lesser extent, lower frequendyospitalization and limited benefit insurance pradulncurred Losses and LAE on property insuranese
$38.9 million in 2012 , compared to $43.5 millien2011 . Underlying losses and LAE on property iasae were $33.2 million , or 40.8% of propertyirsice
earned premium, in 2012 , compared to $37.0 million43.8% of property insurance earned premimn20il1 . Catastrophe losses and LAE (excluding
development) were $6.0 million in 2012 , compa@$9.1 million in 2011 . Favorable loss reservealegment on property insurance was $0.3 million
(including adverse development of $0.1 million atastrophes) in 2012 , compared to favorable dpwedmt of $2.6 millior(including favorable development
$1.5 million on catastrophes) in 2011 . Insurankpeises in the Life and Health Insurance segmemtased by $2.2 million in 2012 , compared to 20dde
primarily to higher commission and fringe benefipenses, partially attributable to an increaséértumber of career agents employed, and highertaatmn
of deferred policy acquisition costs.

Segment Net Operating Income in the Life and Helalslarance segment was $90.8 million for the yeaied December 31, 2012 , compared to $98.9 miltion
2011.

Certain state insurance regulators, legislatorsteadurers are involved in an array of initiatittest could result in significant changes to umoked property
laws and claims handling practices with respedifednsurance policies. These initiatives seekyanious ways, to impose a new duty on the palif®fnsurers
to proactively search for deaths of their insuréis. the Company's position that state officlalsk authority to establish new procedures thahgkaxisting
contracts. See Item 1A, Risk Factors,” under #qgtion “Changes in state enforcement of unclainreggrty laws and related insurance claims handling
practices could have a significant effect on (idahg an acceleration of) the payment and/or esateratof life insurance death benefits relative tmtis
currently contemplated by Kemper and significaimigrease claims handling costs,” Note 23, “Contirgyes,” to the Consolidated Financial Statements an
MD&A, “Liquidity and Capital Resources” for additial information about these matters.
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2011 Compared with 2010

Earned Premiums in the Life and Health Insurangensat increased by $1.8 million for the year enBedember 31, 2011 , compared to 2010 , due priynril
higher accident and health insurance earned presaiarned premiums on accident and health insuianoeased by $4.4 million in 2011 , compared ta®0
due primarily to higher average premium rates,ialiyrtoffset by lower volume of insurance. Net listi'ment Income decreased by $12.5 million in 2011 ,
compared to 2010due primarily to lower net investment income aquiy Method Limited Liability Investments, partialoffset by higher levels of investmer

Operating Profit in the Life and Health Insuranegraent was $152.3 million for year ended DecemlhigRB11 , compared to $141.9 million in 2Q10perating
Profit increased due primarily to lower PolicyhaisleBenefits and Incurred Losses and LAE and theaiot of a charge to write off goodwill in 2010 rily
offset by the lower net investment income and highsurance expenses. Policyholders’ Benefits andried Losses and LAE decreased by $21.2 miltion i
2011, compared to 2010, due primarily to lowdigybiolders’ benefits on life insurance, lower atamt and health insurance losses as a percentageidént
and health earned premiums and the favorable ingddaiss and LAE reserve development on propesdurance, partially offset by higher catastrophedss
and LAE (excluding development) on property insaearPolicyholders’ benefits on life insurance w&283.2 million in 2011 , compared to $263.0 million
2010, a decrease of $9.8 million. Policyholderdfiés on life insurance decreased due primarilsegerve adjustments in 2011 associated with cangeekpiry
dates for certain extended term life insurancecpediand better mortality experience, partiallyseffoy higher reserve additions for persistingqgiedi. Incurred
accident and health insurance losses were $88li@mibr 53.5% of accident and health insurancee@dpremiums, in 2011 , compared to $95.7 millam,
59.1% of accident and health insurance earned presjiin 2010 . Incurred accident and health instgdosses as a percentage of accident and heslitaite
earned premiums decreased due primarily to lovegpuency and severity of health claims. Incurredskssand LAE on property insurance were $43.5 miliio
2011, compared to $48.1 million in 2010 . Favoedbbs reserve development on property insuranseb@# million (including favorable developmentdf.5
million on catastrophes) in 2011 , compared to estsdevelopment of $4.5 million (including advedseelopment of $3.4 million on catastrophes) in®01
Catastrophe losses and LAE (excluding developmeetg $9.1 million in 2011 , compared to $4.5 millim 2010 . Insurance Expenses in the Life and tHeal
Insurance segment increased by $14.8 million inl2Gdompared to 2010 , due primarily to higher cassion and fringe benefit expenses, partially latiiable
to an increase in the number of career agents gmgl@nd higher amortization of deferred policywsiion costs. The Company wrote off $14.8 millioh
goodwill in 2010 related to Reserve National.

Segment Net Operating Income in the Life and Helalslarance segment was $98.9 million for the yeaied December 31, 2011 , compared to $87.4 miltion
2010.
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INVESTMENT RESULTS
Net Investment Incom

Net Investment Income for the years enDecember 31, 2012 , 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Investment Income:
Interest and Dividends on Fixed Maturities $ 246.1 % 246.¢ 3 243.¢
Dividends on Equity Securities 25.7 25.2 16.C
Short-term Investments 0.2 0.1 .3
Loans to Policyholders 18.¢ 17.7 16.E
Real Estate 27.4 26.C 27.1
Equity Method Limited Liability Investments 9.3 9.€ 48.¢
Other 0.1 0.2 —
Total Investment Income 327.i 325.5 352.t
Investment Expenses:
Real Estate 26.1 25.¢ 25.7
Other Investment Expenses 5.7 1.€ 1.1
Total Investment Expenses 31.¢ 27.k 26.¢
Net Investment Income $ 295.¢ % 298.C % 325.7

2012 Compared with 2011

Net Investment Incomdecreased by $2.1 million for the year ended Deeerb, 2012 , compared to the same period in 2@die primarily to higher other
investment expenses, partially offset by higheznest income from loans to policyholders and highat estate net investment income. Interest incioome
loans to policyholders increased by $1.2 millior2@612 , compared to 2011 , due to a higher leviatis outstanding. Net investment income from essdte
increased by $1.2 million in 2012 , compared to22pdue primarily to higher occupancy.

2011 Compared with 2010

Net Investment Income decreased by $27.7 milliorife year ended December 31, 2011, compared @. 20destment income from Equity Method Limit
Liability Investments decreased by $39.2 millior2di1, compared to 2010, due primarily to a lowsaltrate of return. Dividends on equity securitieseased
by $9.2 million in 2011, compared to 2010, due puiity to higher levels of income producing equigcsrities. Interest and dividends on fixed matesit@nd
policyholder loans increased by $2.8 million and2$illion, respectively in 2011, compared to 2010.
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INVESTMENT RESULTS (Continued)
Net Realized Gains on Sales of Investme

The components of Net Realized Gains on Salesvesiments for the years ended December 31, 20021, &nd 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010
Fixed Maturities:

Gains on Sales $ 56.¢ $ 142 $ 21k

Losses on Sales (0.3 0.3 (0.3
Equity Securities:

Gains on Sales 8.2 34.C 11.7

Losses on Sales (0.2) (13.5) —
Former Investee — Intermec:

Gains on Sales — — 0.8
Real Estate:

Gains on Sales 0.2 0.1 8.2
Other Investments:

Gains on Sales — — 0.1

Losses on Sales — (0.7) (0.2)

Trading Securities Net Gains (Losses) 0.3 0.9 0.5
Net Realized Gains on Sales of Investments $ 654 $ 337 $ 42.¢€

In the third quarter of 2012, the Company sold $32fillion of municipal securities to take advantage of ativaqricing for such securities and for tax plarg
and other portfolio management purposes. Realizds3n Sales of Fixed Maturities for the year énbecember 31, 2012 include realized gains of $44.9
million from such sales.

Net Impairment LosseRecognized in Earnings

The components of Net Impairment Losses Recoghiz&arnings reported in the Consolidated Statemefiitscome for the years ended December 31, 2012,
2011 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010

Fixed Maturities $ @1 $ (22 $ (14.9
Equity Securities (1.9) (2.9) (2.7
Real Estate (3.2 (7.2) —
Net Impairment Losses Recognized in Earnings $ 69 $ (113 % (16.5)

The Company regularly reviews its investment pdidftor factors that may indicate that a declinghe fair value of an investment is other than terapy.
Losses arising from other-than-temporary declinesgir value are reported in the Consolidated $tatgs of Income in the period that the declines are
determined to be other than temporary. Net Impaitrhesses recognized in the Consolidated Statenfdntome for the years ended December 31, 20021 2
and 2010 include other-than-temporary impairme®(T1”) losses of $6.9 million , $11.3 million and.&.5 million , respectively. OTTI losses recognizethe
Consolidated Statement of Income for the yearséibigember 31, 2012 and 2011 included pre-tax $os68$3.1 million and $7.2 millionrespectively, to writ
down real estate investments. OTTI losses recodnizéhe Consolidated Statement of Income for &ryended December 31, 2010 included pre-tax lagses
$11.9 million due to the deterioration of the besis prospects of a single issuer in the waste neamagt business. OTTI losses recognized in the Qidased
Statement of Income for the year ended Decembe2@I included pre-tax foreign currency losses2i $nillion.
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INVESTMENT RESULTS (Continued)
Total Comprehensive Investment Gains

Total Comprehensive Investment Gains are compoédtkt Realized Gains on Sales of Investments agtdiNpairment Losses Recognized in Earnings reg

in the Consolidated Statements of Income and uzezhinvestment gains and losses that are notteghar the Consolidated Statements of Income, dther ar
reported in the Consolidated Statements of Compishe Income. The components of Total Comprehersivestment Gains for the years ended December 31,
2012, 2011 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010
Fixed Maturities:
Recognized in Consolidated Statements of Income:

Gains on Sales $ 56.¢ $ 14€ % 21k
Losses on Sales (0.7 (0.7) (0.7)

Net Impairment Losses Recognized in Earnings (1.9 (2.2 (14.9

Total Recognized in Consolidated Statements ofriveco 54.¢ 12.: 7.C
Recognized in Other Comprehensive Income (Loss) 69.1 272.¢ 86.4
Total Comprehensive Investment Gains (Losses) sadiMaturities 124.( 285.] 93.Z

Equity Securities:
Recognized in Consolidated Statements of Income:

Gains on Sales 8.3 34.C 11.7
Losses on Sales (0.2 (13.5) —

Net Impairment Losses Recognized in Earnings (1.9) 2.9) (2.7)

Total Recognized in Consolidated Statements ofrireo 6.2 18.€ 9.€
Recognized in Other Comprehensive Income (Loss) 29.2 (71.2) 90.2
Total Comprehensive Investment Gains (Losses) aitfE§ecurities 35.Z (52.¢) 99.¢

Former Investee:
Recognized in Consolidated Statements of Income:

Gains on Sales — — 0.8
Recognized in Other Comprehensive Income (Loss) — — 2.¢
Total Comprehensive Investment Gains on Formersieee — — 3.7
Real Estate:
Recognized in Consolidated Statements of Income:
Gains on Sales 0.2 0.1 8.2
Net Impairment Losses Recognized in Earnings (3.2 (7.2) —
Total Recognized in Consolidated Statements ofrireo (2.9) (7.3) 8.2

Other Investments:
Recognized in Consolidated Statements of Income:

Gains on Sales — — 0.1
Losses on Sales — 0.1 (0.7
Trading Securities Net Gains (Losses) 0.3 (0.9) 0.t

Total Recognized in Consolidated Statements ofriveco 0.3 1.9 0.5
Total Comprehensive Investment Gains $ 156.¢ $ 224  $ 205.€
Recognized in Consolidated Statements of Income $ 58t $ 22¢ % 26.1
Recognized in Other Comprehensive Income 98.2 201.¢ 179.t
Total Comprehensive Investment Gains $ 156.¢ $ 224 % 205.¢

As a result of a decrease in the Compamyvnership percentage and other qualitative factbe Company determined that its investmentércttimmon stock «
Intermec no longer qualified for the equity metliddccounting in the third quarter of 2010. Accogly, beginning with the Company’s September 30,20
interim consolidated financial statements, the
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INVESTMENT RESULTS (Continued)

Company'’s investment in Intermec common stock wakitled in Investments in Equity Securities and reg®rted at its fair value. See Note 14nc¢ome from
Investments ,” to the Consolidated Financial Stateis Investment gains recognized in Other Compmsihe Income for the year ended December 31, 2011 ,
included an other comprehensive loss of $50.6 anilfrom disposing of all of the Company’s holdinfigritermec common stock. Other Comprehensive Income
from Equity Securities for the year ended Decen®ier2010 include other comprehensive gains of $60l6n related to the Company’s investment in the
common stock of Intermec.

INVESTMENT QUALITY AND CONCENTRATIONS

The Company'’s fixed maturity investment portfollocomprised primarily of high-grade municipal, amgte and agency bonds. At December 31, 2012 ,&3%
the Companys fixed maturity investment portfolio was ratedestment grade, which is defined as a security lgazirating of AAA, AA, A or BBB from S&P;
rating of Aaa, Aa, A or Baa from Moody’s; a ratinhAAA, AA, A or BBB from Fitch; or a rating fromhie NAIC of 1 or 2. The following table summarizas t
credit quality of the fixed maturity investment tfolio at December 31, 2012 and 2011 :

Dec 31, 2012 Dec 31, 2011

NAIC Fair Value Percentage Fair Value Percentage
Ratin S&P Equivalent Rating in Millions of Total in Millions of Total

1 AAA, AA, A $ 3,319.: 68.2% $ 3,591.¢ 75.2%

2 BBB 1,199.( 24.7 839.¢ 17.€

3 BB 65.2 1.3 108.¢ 2.3

4 B 93.€ 1.¢ 89.1 1.¢

5 CCC 178.( 3.7 127.¢ 2.7

6 In or Near Default 5.2 0.1 16.7 0.3
Total Investments in Fixed Maturities $ 4,860.: 100.(% $ 4,773. 100.%

Gross unrealized losses on the Company’s invesgietelow-investment-grade fixed maturities we4eS%nillion and $5.4 million at December 31, 2012l a
2011, respectively.

At December 31, 2012 , the Company had $288.5aniltif bonds issued by states and political subidings commonly referred to as “municipal bondsdtth
had been pre-refunded with U.S. Government and Bavent Agencies and Authorities obligations heldrirst for the full payment of principal and intste
(“Pre-refunded Municipal Bonds”). At December 3012 , the Company had $1,112.9 million of investmém municipal bonds that had not been pre-refdnde
of which $103.5 million were enhanced with insurflom monoline bond insurers. The Company’s myaichond investment crediisk strategy is to focus ¢
the underlying credit rating of the issuer andtoately on the credit enhancement provided by tbeatine bond insurer when making investment denisid o
that end, the underlying rating of nearly 96% & @ompany’s entire municipal bond portfolio thas Imat been pre-refunded is AA or higher, half ofchare
direct obligations of states.
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INVESTMENT QUALITY AND CONCENTRATIONS (Continued)

The following table summarizes the fair value af tbompany’s investments in governmental fixed niésrat December 31, 2012 and 2011 :

Dec 31, 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 Autesri $ 428.¢ 6.€% $ 491.% 7.9%
Pre-refunded Municipal Bonds 288.t 4.5 275.2 4.4
Other Municipal Bonds:
States 545.1 8.4 937.¢ 15.1
Political Subdivisions 122.¢ 1.¢ 178.¢ 2.8
Revenue Bonds 444 ¢ 6.C 460.% 7.4
Total Investments in Governmental Fixed Maturities $ 1830 28.5% $ 2,344 37.7%

The Company'’s short-term investments primarily éstnsf overnight repurchase agreements and monelanfunds. At December 31, 2012 , the Company had
$183.7 million invested in overnight repurchasesagrents primarily collateralized by securities égssby the U.S. government and $111.8 million ingesh
money market funds which primarily invest in U.8edsury securities. At the time of borrowing, thpurchase agreements generally require the borrmwer
provide collateral to the Company at least equéhéoamount borrowed from the Company. The Comeays some investment risk in the event that aolaem
defaults and the value of collateral falls below #mount borrowed. The Company does not have aegtiments in sovereign debt securities issued teygo
governments.

The following table summarizes the fair value & tbompany’s investments in non-governmental fixedumities by industry at December 31, 2012 and 2011

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

DOLLARS IN MILLIONS Fair Value Investments Fair Value Investments
Manufacturing $ 1,371.: 21.2% $ 1,153.; 18.5%
Finance, Insurance and Real Estate 780.¢ 12.1 590.4 9.t
Services 298.€ 4.€ 233.¢ 3.8
Transportation, Communication and Utilities 289.2 4.5 252.% 4.1
Mining 143. 2.2 89.€ 14
Retail Trade 66.5 1.C 50.1 0.8
Wholesale Trade 57.¢ 0. 41.F 0.7
Agriculture, Forestry and Fishing 19.2 0.3 17.¢ 0.3
Other 8.2 0.1 0.€ —
Total Investments in Non-governmental Fixed Matesit $ 3,029 46.9% $ 2,429 39.1%

Seventy-four companies comprised over 75% of tha@my’s fixed maturity exposure to the Manufactgrindustry at December 31, 2012 , with the largest
single exposure, Merck & Co. Inc., comprising 3.2%$43.5 million, of the Company’s fixed maturéyposure to such industry. Thirty-three companies
comprised over 75% of the Company’s exposure td-thance, Insurance and Real Estate industry ati@ber 31, 2012 , with the largest single exposure,

Citigroup Inc., comprising 4.6%, or $36.1 millicof,the Company’s exposure to such industry.
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INVESTMENT QUALITY AND CONCENTRATIONS (Continued)

The following table summarizes the fair value &f ompany’s ten largest exposures to issuers esiment securities, excluding exposures to short te
investments and investments in U.S. GovernmenGmarnment Agencies and Authorities and Pre-refdriMenicipal Bonds, at December 31, 2012 :

DOLLARS IN MILLIONS
Fixed Maturities:
States and Political Subdivisions:
Texas
Georgia
Colorado
Washington
Louisiana
Corporate Securities:
Bonds and Notes:
Merck & Co., Inc.

Equity Securities:
iShares® iBoxx $ Investment Grade Corporate BormbFu
Merck & Co., Inc.

Equity Method Limited Liability Investments:
Tennenbaum Opportunities Fund V, LLC
Special Value Opportunity Fund, LLC
Goldman Sachs Vintage Fund IV, L.P.

Total

Percentage
Fair of Total
Value Investments
$ 84.7 1.2%
73.C 1.1
62.5 1.C
54.4 0.8
45.4 0.7
43t 0.7
101.C 1.€
iLg —
69.¢ 1.1
59.4 0.¢
58.¢ 0.¢
$ 654.2 10.1%
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INVESTMENTS IN LIMITED LIABILITY INVESTMENT COMPANI ES AND LIMITED PARTNERSHIPS

The Company owns investments in various limitefiliy investment companies and limited partnersttigat primarily invest in distressed debt, mezzamiebt
and secondary transactions. The Company’s investmeithese limited liability investment companéesl limited partnerships are reported either astiEqu
Method Limited Liability Investments, or Other Eguinterests and included in Equity Securities delieg on the accounting method used to report the
investment. See Note 2 , “ Summary of Accountintid®es and Accounting Changes ,” to the Consolidd&tmancial Statements. Additional information
pertaining to these investments at December 312 20d 2011 is presented below:

Unfunded Carrying Value Stated
Commitment Dec 31, Dec 31, Fund End
DOLLARS IN MILLIONS Asset Class Dec 31, 2012 2012 2011 Date
Reported as Equity Method Limited Liability
Investments at Cost Plus Cumulative
Undistributed Earnings:
Tennenbaum Opportunities Fund V, LLC DistresBebt $ — 3 69.¢ $ 75.€ 10/10/201
Special Value Opportunities Fund, LLC Distressed Debt — 59.4 67.€ 7/13/201:
Goldman Sachs Vintage Fund IV, LP Secondary Saations 17.c 58.¢ 64.2 12/31/201
BNY Mezzanine - Alcentra Partners Ill, LP Mezzanine Debt 212 18.€ 22.7 20212022
NYLIM Mezzanine Partners Il, LP Mezzanine Debt 4.C 10.z 13.E 7/31/201¢
BNY Mezzanine Partners, LP Mezzanine Debt 11 9.2 12.¢ 4/17/201¢
Ziegler Meditech Equity Partners, LP Growth Bqui 0.8 8.8 13.: 1/31/201¢
Special Value Continuation Fund, LLC Distressed Debt — — 22.4 —
Other Funds 8.4 17.5 13.¢ Various
Total for Equity Method Limited Liability Investmén 52.¢ 253.( 306.2
Reported as Other Equity Interests and Reported at
Fair Value:
Highbridge Principal Strategies Mezzanine Partne
LP Mezzanine Debt 2'5 22.1 20.¢ 1/23/201¢
Goldman Sachs Vintage Fund V, LP Secondary Bctimns 6.S 13.7 13.¢ 12/31/201!
Highbridge Principal Strategies Credit Opportursiti¢
Fund, LP Hedge Fund — 11.C — None
GS Mezzanine Partners V, LP Mezzanine Debt 14.¢ 9.3 8.2 12/31/202:
Other 64.5 85.2 50.2 Various
Total Reported as Other Equity Interests and Report
at Fair Value 88.7 141.2 93.1
Total $ 141 $ 394.: % 399.4

In April 2012, the Special Value Continuation FuhtlC, which was previously accounted for under @ity method of accounting and reported in Equity
Method Limited Liability Investments, convertediinca Delaware limited liability company to a Delawaorporation and became a publicly-traded company.
Accordingly, the Company’s investment was convettedommon stock and is now reported in Equity $ites at December 31, 2012 .

The Company does not directly participate, as e&Hender or borrower of securities, in any seé@silending program. The Company does not pasgieip
directly in credit default swaps. The Company doaeisengage directly in hedging activities, inclugibut not limited to, activities involving intetaste swaps,
forward foreign currency contracts, commoditiestcaets, exchange traded and over-the-counter aptiowarrants. The Company has limited exposuseith
programs and activities by virtue of an investmar1.0 million at December 31, 2012 included im@&tunder the heading “Reported as Other Equirésts
and Reported at Fair Value” in the preceding taBleh investment consists solely of restrictedtagbat are being redeemed over several periods.
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INTEREST AND OTHER EXPENSES

Interest and Other Expenses was $85.5 million ,%88llion and $68.3 million for the years endedcBmber 31, 2012 , 2011 and 2010 , respectivelgreést
expense, excluding interest on a mortgage notebpaycluded in real estate investment expense $8&<$ million , $36.9 million and $32.2 millionrfthe
years ended December 31, 2012, 2011 and 201peatieely. Other Corporate Expenses were $47.9anill $47.0 million and $36.1 milliofor the years ende
December 31, 2012, 2011 and 2010 , respectiveherGCorporate Expenses increased by $0.9 milborthfe year ended December 31, 2012 , compared to
2011, due primarily to higher postretirement bérwfsts and salaries. Other Corporate Expensesased by $10.9 million for the year ended Decerfither
2011, compared to 2010, due primarily to highestgetirement benefit costs, costs incurred withngiing the Company’s name and other corporatefivies.

INCOME TAXES

The Company’s effective income tax rate from cauitig operations differs from the Federal statufoppome tax rate due primarily to the effects oféaempt
investment income and dividends received deductitieseffects of the write-off of goodwill in 2018nd the net effects of state income taxes. Taripke
investment income and dividends received deductiere $39.8 million , $50.6 million and $54.4 nohi in 2012 , 2011 and 2010, respectively. The Cowp
wrote off $14.8 million of goodwill in 2010 that reot deductible for income taxes. State incomeetgpense, net of federal benefit, from continuingrations
was $0.8 million , $1.0 million and $1.0 million 2012 , 2011 and 2010 , respectively.

The Company’s effective income tax rate from digonred operations differs from the Federal stautnocome tax rate due primarily to the net effexftstate
income taxes. State income tax, net of federalstaixem discontinued operations was $0.7 milliorxense, $0.3 million of benefit, and $1.1 millarexpens
for the years ended December 31, 2012 , 2011 abd,2@spectively. State income tax includes changéisa state deferred tax asset valuation alloweglegec
to Fireside and is net of a $0.2 million benefl,3million benefit, and $0.5 million expense fbetyears ended December 31, 2012 , 2011 and 2010,
respectively.

LIQUIDITY AND CAPITAL RESOURCES

On March 7, 2012, Kemper entered into a new fouar-y$325.0 million , unsecured, revolving creditement, expiring March 7, 2016 (the “2016 Credit
Agreement”), with a group of financial institutianhe 2016 Credit Agreement replaced Kemper's $24illion , unsecured, revolving credit agreemehtal
was scheduled to expire on October 30, 2012 (tloertiEr Credit Agreement”) and was terminated on Matc2012. There were fmrrowings under the Form
Credit Agreement at either December 31, 2011 d@s &rmination. The 2016 Credit Agreement proviftedixed and floating rate advances for periogga six
months at various interest rates. The 2016 Cregiiedment contains various financial covenantsudtiog limits on total debt to total capitalizatiaansolidater
net worth and minimum risk-based capital ratioskemper’s largest insurance subsidiaries, Unitetilance and Trinity. Proceeds from advances uheer t
2016 Credit Agreement may be used for general catp@urposes, including repayment of existing lmeéness. There were no outstanding borrowingsrunde
the 2016 Credit Agreement at December 31, 201# aanordingly, $325.0 million was available fordté borrowings. Management estimates that it could
borrow the full amount under the 2016 Credit Agreatrand still meet the financial covenants therein.

During the third quarter of 2011 , Kemper borrovi#8%.0 million under the Former Credit Agreemente Pnoceeds from the borrowing were used, in part, t
make a voluntary contribution of $83.7 million tnfl the Company’s defined benefit pension plan. ddreribution consisted of cash of $32.2 milliordan
7,309,764 shares of Intermec common stock purchiagsedKemper's subsidiary, Trinity (see Note 17Rénsion Benefits ). Kemper's subsidiary, United
Insurance, paid a cash dividend of $25.0 millio#Kemper in September 2011 , which was used alotigagish on hand to repay $30 million of the borraysi
under the Former Credit Agreement during the thudrter of 2011 . As described below, during Oct@fd 1 , the borrowings under the Former Credit
Agreement were repaid in full.

In 2010, Kemper issued $250 million of its 6.00%isenotes due November 30, 2015 (the “2015 Sexaies”). The 2015 Senior Notes are unsecured and ma
be redeemed in whole at any time or in part franetto time at Kemper's option at specified redeoppirices. Kemper issued the 2015 Senior Notes for
proceeds of $247.8 million, net of transaction spfir an effective yield of 6.21%. Kemper useddipn of the proceeds from the sale of the 201&i@eNotes

to repay borrowings of $140 million under the For@eedit Agreement and to make a capital contrdrutf $60.0 million to its subsidiary, United Inance.
Interest expense under the 2015 Senior Notes wad $illion , $15.4 million and $1.6 million for ¢hyears ended December 31, 2012 , 2011 and 2010,
respectively.
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In 2007, Kemper issued $360 million of its 6.00%isenotes due May 15, 2017 (the “2017 Senior N9tdhe 2017 Senior Notes are unsecured and may be
redeemed in whole at any time or in part from timéme at Kemper’s option at specified redemptoices. Kemper issued the 2017 Senior Notes fargeds
of $354.8 million, net of transaction costs, foredfective yield of 6.19%. Kemper used a portioritef proceeds from the sale of the 2017 SeniorS\oteepay
the $300 million aggregate principal amount o6if85% senior notes which matured on July 1, 20@@rést expense under the 2017 Senior Notes wag $22
million for the year ended December 31, 2012 ariGtillion for each of the annual periods endedddeber 31, 2011 , and 2010 , respectively.

In 2003, Kemper issued $200 million of its 4.8758fisr notes due November 1, 2010 (the “2010 Seviates”)for an effective yield of 5.04%. The 2010 Se
Notes were repaid and retired in 2010. Interesergp under the 2010 Senior Notes $8.4 million for the year ended December 31, 2010 .

Various state insurance laws restrict the abilftiKemper’s insurance subsidiaries to pay dividewdlout regulatory approval. Such insurance lawsegeally
restrict the amount of dividends paid in an aniéaiod to the greater of statutory net income fthmprevious year or 10% of statutory capital amglsis.
Kemper's direct insurance subsidiaries paid divitteconsisting of $95.0 million in cash to Kemperidg 2012 . In 2013, Kemper estimates that itsafire
insurance subsidiaries would be able to pay $178lldn in dividends to Kemper without prior regtday approval.

On March 31, 2012, Kemper's subsidiary, FiresidalB@onverted from an industrial bank to a genkusiness corporation and changed its name to &&esi
Auto Finance. Accordingly, Fireside is no longegukated by the Federal Depository Insurance Cotjmrar the California Department of Financial ihgions
and may pay dividends or make other distributioithaut prior regulatory approval. On April 5, 20I2AF distributed $20 million of its capital to ilsen parent
company, Fireside Securities Corporation, who thetyrn, distributed the same amount to its pacemipany, Kemper. In October 2011, Fireside Bank
distributed $250 million of its capital to its thearent company, Fireside Securities Corporatidig then, in turn, distributed the same amountstpétrent
company, Kemper.

On February 2, 2011, the Board of Directors appldav@ew share repurchase program under which Keimp@ithorized to repurchase up to $300 millioitof
common stock. During 2012 , Kemper repurchasedaqupately 2.0 million shares of its common stoclaataggregate cost of $60.7 million in open market
transactions under the new repurchase programn®@011, Kemper repurchased approximately 0.9anilihares of its common stock at an aggregateo€ost
$27.4 million in open market transactions.

Kemper paid a quarterly dividend to shareholder$0024 per common share in each quarter of 204i2idé&hds paid were $56.9 million for the year ended
December 31, 2012 .

Kemper directly held cash and investments totaih§0.2 million at December 31, 2012 , compared2b7$0 million at December 31, 2011 . Sources abkila
for the repayment of indebtedness, repurchasesmifmon stock, future shareholder dividend paymemtd,the payment of interest on Kemper’s seniorsote
include cash and investments directly held by Kemgeeipt of dividends from Kemper's subsidiaresl borrowings under the 2016 Credit Agreement. The
primary sources of funds for Kemper’s insurancesgliaries are premiums, investment income and paeéom the sales and maturity of investments. The
primary uses of funds are the payment of policybolienefits under life insurance contracts, claimger property and casualty insurance contractaecident
and health insurance contracts, the payment of dssions and general expenses and the purchaseestinents. Generally, there is a time lag betweeenw
premiums are collected and when policyholder bénefid insurance claims are paid. Changes in ga émvironment relative to state enforcement afaimed
property laws and related insurance claims hangliiagtices could result in changes in the manneiich Kemper's life insurance companies adminisfieer
insurance death benefits and escheat unclaimeditseioethe states, and could have a significafgatfon, including decreasing such time lag duarto
acceleration of, the payment and/or escheatmesudf benefits relative to what is currently contiatga by Kemper. See Item 1A., Risk Factors,” uritler
caption “Changes in state enforcement of unclaipregerty laws and related insurance claims hangimagtices could have a significant effect on (idahg an
acceleration of) the payment and/or escheatmelifeahsurance death benefits relative to whatigently contemplated by Kemper and significantigrease
claims handling costs,” Note 23, “Contingencies,thie Consolidated Financial Statements and MD&4fe"and Health Insurance” for additional inforntati
about these matters. During periods of growth,riaisce companies typically experience positive dpegaash flows and are able to invest a portiotheir
operating cash flows to fund future policyholdenéfits and claims. During periods in which premitewenues decline, insurance companies may experienc
negative cash flows from operations and may neegltanvestments to fund payments to policyholderd claimants. In addition, if the Compasyproperty an
casualty insurance subsidiaries
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experience several significant catastrophic evewés a relatively short period of time, investmemi@y have to be sold in advance of their maturites to fund
payments, which could either result in investmeaihg or losses. Management believes that its pipped casualty insurance subsidiaries maintaiiaate
levels of liquidity in the event that they expeierseveral future catastrophic events over a velgtshort period of time. Prior to the sale ofétgive portfolio o
automobile loan receivables, the primary sourcdsmds for Fireside included the repayments of matoile loans, interest on automobile loans, investim
income and proceeds from the sales and maturityveStments. The primary uses of funds for Firesidee general expenses and purchase of investnires.
to the redemption of its Certificates of Depodit® primary uses of funds for Fireside also inctutlee repayment of customer deposits and inteeadttp
depositors.

Net Cash Provided by Operating Activitincreased by $90.7 million for the year ended Ddmem31, 2012 , compared to 2011 . Net Cash Proigied
Operating Activities decreased by $83.5 milliontlee year ended December 31, 2011, compared ®.201

Net Cash Used by Financing Activitidecreased by $291.2 million for the year ended Bées 31, 2012 , compared to the same period in 20he Company
did not use cash for the Repayments of Certificafd3eposits for the year ended December 31, 2@b2npared to net cash used of $321.8 million in1201
Kemper used $60.7 million of cash during 2012 fwurehase shares of its common stock, comparedd@ $2illion of cash used to repurchase sharesof it
common stock in 2011 . Kemper used $56.9 milliosash to pay dividends for the year ended DeceBibe2012 , compared to $58.2 million of cash used t
pay dividends in the same period of 2011 . Thetgugrdividend rate was $0.24 per common shareéoh quarter of 2012 and 2011 .

Net Cash Used by Financing Activitincreased by $1.3 million for the year ended Decamdi, 2011 , compared to 2010 . In 2011, net oasH for the
Repayments of Certificates of Deposits was $32ilmfor the year ended December 31, 2011 , cambéo net cash used of $366.9 million in 2010 miger
used $27.4 million of cash during 2011 to repuretgisares of its common stock, compared to $34 kbmih 2010. Kemper used $58.2 million of castpay
dividends for the year ended December 31, 201inpaned to $54.6 million of cash used to pay divitieim 2010 . The quarterly dividend rate was $@&4
common share for each quarter of 2011 , compar&0.22 per common share in 2010 .

Cash available for investment activities in tosatlependent on cash flow from Operating Activities Financing Activities and the level of cash @wenmpany
elects to maintain. Net Cash Provided by Invesfingvities decreased by $670.8 million for the yeaded December 31, 2012 , compared to the sarivel pér
2011 . Sales of Fixed Maturities exceeded PurchefsEixed Maturities by $41.8 million for the yeanded December 31, 2012 . Purchases of Fixed Maturi
exceeded Sales of Fixed Maturities by $13.1 millio2011 . Purchases of Equity Securities exce&daels of Equity Securities by $66.9 million for tfesar
ended December 31, 2012 . Sales of Equity Secuigtieeeded Purchases of Equity Securities by $d8lidn for the year ended December 31, 2011 . déesh
used by acquisitions of short-term investments $&0 million for the year ended December 31, 20d@npared to net cash of $155.5 million providgd b
dispositions of short-term investments in 2011t pfeceeds from the sale of Fireside’s inactivafpbo of automobile loan receivables provided #lillion
of cash for the year ended December 31, 2012 pibeeeds from the sale of Fireside’s active loanfpl provided $220.7 million of cash for the yeended
December 31, 2011 . Receipts from Automobile Loand®/ables provided $2.0 million of cash for tharyended December 31, 2012 , compared to $166.5
million of cash provided in 2011 .

Net Cash Provided by Investing Activitincreased by $245.3 million for the year ended Demer 31, 2011 , compared to the same period of 28L@chases
Fixed Maturities exceeded Sales of Fixed Maturitig$13.1 million for the year ended December 3M,12. Sales of Fixed Maturities exceeded Purchafses
Fixed Maturities by $174.6 million in the same perbf 2010 . Sales of Equity Securities exceedadhises of Equity Securities by $49.1 million foe year
ended December 31, 2011 . Purchases of Equity ilesiexceeded Sales of Equity Securities by $168l8on for the year ended December 31, 2010 . ddesh
provided by dispositions of short-term investmemés $155.5 million for the year ended Decembe2811 , compared to net cash of $7.3 million used by
acquisitions of short-term investments in 2010t pteceeds from the sale of Fireside’s active ptictfof automobile loan receivables provided $224illion of
cash for the year ended December 31, 2011 . Redegoh Automobile Loan Receivables provided $166illion of cash for the year ended December 31,1201
compared to $339.6 million of cash provided in 20R&ceipts from the disposition of a business jpiexy $4.1 million of cash for the year ended Decendi,
2010.
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OFF-BALANCE SHEET ARRANGEMENTS

The Company has no material obligations under aagiiee contract. The Company has no material edain contingent interests in assets transferrea to
unconsolidated entity. The Company has no matebkgations, including contingent obligations, undentracts that would be accounted for as dexieati
instruments. The Company has no obligations, inofydontingent obligations, arising out of a vahiimterest in an unconsolidated entity held byl araterial
to, the Company, where such entity provides finagcliquidity, market risk or credit risk suppoot br engages in leasing, hedging or research enelabment
services with the Company. Accordingly, the Comphay no material off-balance sheet arrangements.

CONTRACTUAL OBLIGATIONS

Estimated cash disbursements pertaining to the @oy contractual obligations at December 31, 2&¥2as follows:

Jan 1, 2013 Jan 1, 2014 Jan 1, 2016
To To To After

DOLLARS IN MILLIONS Dec 31, 2013 Dec 31, 2015 Dec 31, 2017 Dec 31, 2017 Total
Long Term Debt Obligations $ 58 % 250.C $ 360.C $ — 3 615.5
Capital Lease Obligations 1.¢ 24 1.2 — 5.E
Operating Lease Obligations 28.2 38.C 22.: 7.€ 96.4
Purchase Obligations 1.2 0.€ — — 1.8
Life and Health Insurance Policy Benefits 267.5 452.¢ 4347 5,476.¢ 6,631.¢
Property and Casualty Insurance Reserves 496.5 308.1 99.2 66.¢ 970.¢
Other Contractual Obligations Reflected in Longriier

Liabilities on the Consolidated Balance Sheet ur@kAP 37.4 74.€ 32.¢ — 144.¢
Total Contractual Obligations $ 838.. $ 1,126.¢ $ 950.C $ 5551 $ 8,466.t

Amounts included in Life and Health Insurance RoBenefits within the contractual obligations tablgove represent the estimated cash paymentsiade to
policyholders and beneficiaries. Such cash outflaresbased on the Company’s current assumptiomadaality, morbidity and policy lapse, but are
undiscounted with respect to interest. Policiestmermain in force for the policyholder or benefigido receive the benefit under the policy. Depagdin the
terms of a particular policy, future premiums fréime policyholder may be required for the policyémain in force. The Company estimates that futash
inflows would total $3.7 billion using the same @sptions used to estimate the cash outflows. Thapgamy’s Life Insurance Reserves in the Company’s
Consolidated Balance Sheet are generally baseddeonistorical assumptions for mortality and polagse rates and are on a discounted basis. Acgbydihe
sum of the amounts presented above for Life andti&@surance Policy Benefits significantly exceddls amount of Life and Health Insurance Reserves
reported on the Company’s Consolidated Balancet&tidsecember 31, 2012 .

In addition to the purchase obligations includedwes) the Company had certain investment commitntetating $155.4 million at December 31, 2012 . The
funding of such investment commitments is dependarg number of factors, the timing of which isetefminate. The contractual obligations reporteavab
also exclude the Company'’s liability of $6.4 mitlifor unrecognized tax benefits. The Company camake a reasonably reliable estimate of the amanuaht
period of related future payments for such liapilDther Contractual Obligations Reflected in Ldregm Liabilities on the Consolidated Balance Sheeter
GAAP primarily consist of interest obligations redd to Long Term Debt Obligations.

CRITICAL ACCOUNTING ESTIMATES

Kemper's subsidiaries conduct their businessewdnindustries: property and casualty insuranceli#ménd health insurance. Accordingly, the Company
subject to several industry-specific accountinggples under accounting principles generally atedn the United States of America (‘GAAP”). The
preparation of financial statements in accordanite @AAP requires the use of estimates and assompthat affect the reported amounts of assets and
liabilities, the disclosure of contingent assets Babilities at the date of the financial statertsesind the reported amounts of revenues and expdosag the
reporting period. The process of estimation is iehtly uncertain. Accordingly, actual results coultimately differ materially from the estimated aumts
reported in a company’s financial statements. Déffe assumptions are likely to result in differestimates of reported amounts. The Company’s atitic
accounting policies most sensitive to estimatekidethe valuation of investments, the valuatiopmiperty and casualty insurance reserves for $ossd LAE,
the assessment of recoverability of goodwill arel\taluation of pension benefit obligations.

52




Kemper Corporation and Subsidiaries
Management'’s Discussion and Analysis of Financial @dition and Results of Operations—(Continued)

CRITICAL ACCOUNTING ESTIMATES (Continued)
Valuation of Investments

The reported value of the Company’s investments$6a460.1 million at December 31, 2012 , of whi&386.6 million , or 83% , was reported at fairuel
$253.0 million , or 4% , was reported under theitgquethod of accounting, $266.3 million , or 4%3s reported at unpaid principal balance and $554.2
million , or 9% , was reported at cost or deprematost. Investment securities, in general, aresegbto various risks, such as interest rate cigdit risk, and
overall market volatility risk. Accordingly, it issasonably possible that changes in the fair vadfiise Company’s investments reported at fair eatill occur
in the near term and such changes could mategétygt the amounts reported in the financial stateis Also, it is reasonably possible that chanmgyése
carrying values of the Company’s Equity Method Ltedi Liability Investments will occur in the nearrteand such changes could materially affect thewaniso
reported in the financial statements because tisssers follow specialized industry accounting suMhich require that they report all of their intraents at fair
value.

As more fully described under the heading, “Failiéavieasurements,” in Note 2 , “ Summary of AccinmPolicies and Accounting Changes ,” to the
Consolidated Financial Statements, the Companyaibérarchal framework which prioritizes and rattes market price observability used in fair value
measurements.

The fair value of the Company’s investments meabara reported at fair value was $5,386.6 millibBecember 31, 2012 , of which $4,866.2 milliorr, o
90% , was based on quoted market prices or significalue drivers that are observable and $520ltbmj or 10% , was based on significant valueveirs that
are unobservable. Fair value measurements basezhdity available, active, quoted market pricefoomhich fair value can be measured from activgipted
prices generally are deemed to have a higher degmarket price observability and a lesser degfgedgment, compared to fair value measuremerdgedan
significant unobservable inputs used in measurdigvialue. The prices that the Company might rediam actual sales of investments are likely ty feom
their respective estimated fair values at DecerBthe2012 due to limitations inherent in the estioraprocess and changing market conditions.

The classification of a company’s investment ifnaricial instrument may affect its reported reslts investments classified as trading, a compsingquired
to recognize changes in the fair values into incéon¢he period reported. Both the reported andvaiue of the Company’s investments classifiettading
were $4.5 million at December 31, 2012 . For inmesits in fixed maturities classified as held toumigt, a company is required to carry the investtran
amortized cost, with only amortization occurringidg the period recognized into income. None of@mnpanys investments in fixed maturities were classi
as held to maturity at December 31, 2012 . Chamg#t® fair value of investments in fixed maturtilassified as available for sale, investmentxjnity
securities classified as available for sale anthamrance entity’s investments in equity securitigbout readily determinable fair values are restagnized to
income during the period, but rather are recognaed separate component of Accumulated Other Gdmapsive Income until realized. All of the Company’
investments in fixed maturities were classifiechaailable for sale at December 31, 2012 . Exceapinfeestments accounted for under the equity metfod
accounting or classified as trading, all of the @amy’s investments in equity securities at Decen3e2012 were required to be reported at fair e/alith
changes in fair value reported in Accumulated O®@mprehensive Income until realized. The Compamyestments accounted for under the equity mettiod
accounting consist of the Company’s investmengsqguity Method Limited Liability Investments and aralued at cost plus cumulative undistributed
comprehensive earnings or losses, and not atdhiev

]

Under GAAP, a company may elect to use the faueaption for some or all of its investments iraficial instruments. Under the fair value optionpmpany
is required to recognize changes in the fair valoesincome for the period reported. The Compaay hot elected the fair value option for any ofritseestment:
in financial instruments. Had the Company electedfair value option for all of its investmentsfimancial instruments, the Company’s reported nebime for
the year ended December 31, 2012 , would havedsertby $63.3 million .

The Company regularly reviews its investments éatdrs that may indicate that a decline in thevfalue of an investment below its cost or amortieest is
other than temporary. Such reviews are inheremtbettain in that the value of the investment matyfally recover or may decline further in futurerjoels.

Some factors considered for fixed maturity and gosecurities in evaluating whether or not a declmfair value is other than temporary includd, éne not
limited to, the following:

Fixed Maturity Securitie

¢ The financial condition, credit rating and prospezt the issue
e The extent to which the fair value has been leas tiosi
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¢ The ability of the issuer to make scheduled priaktgnd interest paymen

¢ The volatility of the investmer

«  Opinions of the Company’external investment manag

« The Company intentions to sell or not to sell the investmaini

¢« The Company determination of whether it will be required @&l she investment before a full recovery in va

Equity Securities

¢ The financial condition and prospects of the is;

e The length of time and magnitude of the unrealinsd

e The volatility of the investmer

¢ Analyst recommendations and near term price taj

¢ Opinions of the Company’external investment manag

e Market liquidity;

« Debtlike characteristics of perpetual preferred stakd issuer ratings; a

¢ The Company intentions to sell or ability to hold the invesimts until recover

Changes in these factors from one evaluation dateet next evaluation date could result in the Camypdetermining that a temporary decline in thevalue of
an investment at December 31, 2012 is no longepdeany at a subsequent evaluation date. Such diei@iion would result in an impairment loss recoguiin
earnings in the period such determination is made.

Property and Casualty Insurance Reserves for Loasdd oss Adjustment Expen:

The Company’s Property and Casualty Insurance Resere reported using the Company’s estimates afitimate liability for losses and LAE for clairtisat
occurred prior to the end of any given accountiagqu but have not yet been paid. The Company B&@0.$ million and $1,029.1 million of gross lossldrAE
reserves at December 31, 2012 and 2011 , resplgctRreperty and Casualty Insurance Reserves tCimpany’s business segments at December 31,8212
2011 were:

DOLLARS IN MILLIONS 2012 2011
Business Segments:
Kemper Preferred $ 452 % 416.2
Kemper Specialty 215.¢ 225.¢
Kemper Direct 177.¢ 223.¢
Life and Health Insurance 7.C 884
Total Business Segments 853.( 874.%
Discontinued Operations 100.7 133.(
Unallocated Reserves 16.¢ 21.¢
Total Property and Casualty Insurance Reserves $ 970.¢ $ 1,029.

The Unallocated Reserves were acquired in conneetith a business acquisition from SCOR in 2002 aredreinsured by an insurance subsidiary of SCEeR (
Note 6, “ Property and Casualty Insurance ReservestfigdConsolidated Financial Statements). The Compaeyg not allocate these reserves to its business
segments or Unitrin Business Insurance.

In estimating the Company’s Property and Casualyfance Reserves, the Company’s actuaries ex@rofessional judgment and must consider, and are
influenced by, many variables that are difficulgieantify. Accordingly, the process of estimatimgl @stablishing the Company’s Property and Casualty
Insurance Reserves is inherently uncertain anddheal ultimate net cost of claims may vary matsrigom the estimated amounts reserved. The résgrv
process is particularly imprecise for claims involyasbestos, environmental matters, constructfecd and other emerging and/or long-tailed expeswhich
may not be discovered or reported until years dfteinsurance policy period has ended. PropeidyCGasualty Insurance Reserves related to the Coyigpan
Discontinued Operations are predominantly longethéxposures, $45.2 million of which was relatedgbestos, environmental matters and construcééetd
exposures at December 31, 2012 .
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CRITICAL ACCOUNTING ESTIMATES (Continued)

The Company'’s actuaries generally estimate resemvesst quarterly for most product lines andfrerage levels using accident quarters or accicemths
spanning 10 or more years, depending on the si#teegfroduct line and/or coverage level or emerggages relating to them. The Company’s actuasesau
variety of generally accepted actuarial loss rasgrestimation methodologies, including, but natited to, the following:

¢ Incurred Loss Development Methodolo

¢ Paid Loss Development Methodolo

«  Bornhuetter~erguson Incurred Loss Methodola
e Bornhuetter~erguson Paid Loss Methodology;
¢ Frequency and Severity Methodolo

The Company’s actuaries generally review the resflat least four of the estimation methodologies, based on paid data and two based on incuatd tb
initially estimate the ultimate losses and LAE fioe current accident quarter and re-estimate tivaate losses and LAE for previous accident quaitier
determine if changes in the previous estimatebhefittimate losses and LAE are indicated by thetmezent data. In some cases, the methodologiek peca
cluster of estimates with a tight band of indicgtedsible outcomes. In other cases, however, thieadelogies produce conflicting results and widandbs of
indicated possible outcomes, and the Company’sadesiperform additional analyses before making fiveal selections. However, such bands do not
necessarily constitute a range of outcomes, nos tteeCompany’s management or the Company’s aetlaaiculate a range of outcomes.

The key assumption in these estimation methodadagi¢hat patterns observed in prior periods adieative of how losses and LAE are expected to idgvie
the future and that such historical data can bd tseredict and estimate ultimate losses and UAdavever, changes in the Company’s business prosesge
their very nature, are likely to affect the devetmmt patterns, which generally results in the hisé development factors becoming less reliablerdvne in
predicting how losses and LAE will ultimately desel The ultimate impact of a single change in armss process is difficult to quantify and detecigl even
more difficult if several changes to business psses occur over several years. Initially afterange is implemented, there are fewer data poistspmpared to
the historical data, for the Company’s actuarieartalyze. With fewer data points to analyze, then@any’s actuaries cannot be certain that obserifetehces
from the historical data trends are a result ofdin@nge in business process or merely a randonuétion in the data. As the Company’s actuariegolesmore
data points following the change in business pradbde Company’s actuaries can gain more confidenadether the change in business process istaffethe
development pattern. The challenge for the Compaagtuaries is how much weight to place on the ldpweent patterns based on the older historical aiath
how much weight to place on the development patbased on more recent data.

At a minimum, the Company’s actuaries analyze 4slpct and/or coverage levels for over 40 separatewt and prior accident quarters for both losseb
LAE using many of the loss reserving estimationtrodblogies identified above as well as other gdlyesacepted actuarial estimation methodologieslln
there are over 10,000 combinations of accidenttqumrcoverage levels, and generally accepted riaiteatimation methodologies used to estimate the
Company’s unpaid losses and LAE. In some case dnepany’s actuaries make adjustments to the &sesving estimation methodologies identified above
use additional generally accepted actuarial estimahethodologies to estimate ultimate losses ahid.L

For each accident quarter, the point estimate waldry the Company’s actuaries is not necessaniyas the points produced by any particular onthef
methodologies utilized, but often is another psilected by the Company’s actuaries, using thefiepsional judgment, that takes into consideragimch of the
points produced by the several loss reserving esittm methodologies used. In some cases, for &pkant product, the current accident quarter mayhawe
enough paid claims data to rely upon, leading then@anys actuaries to conclude that the incurred lossldpwgent methodology provides a better estimate
the paid loss development methodology. Thereftie dompany’s actuaries may give more weight tartberred loss development methodology for that
particular accident quarter. As an accident quages for that same product, the actuary may gane wonfidence in the paid loss development metloggo

and begin to give more weight to the paid loss Wgrment methodology. The Company’s actuaries’ gubrselections are summed by product and/or cgeera
levels to create the actuarial indication of thiem#te losses. More often than not, the actuamdiciation for a particular product line and accidguarter is most
heavily weighted towards the incurred loss develepinmethodology, particularly for short-tail linesch as personal automobile insurance. Historictily
incurred loss development methodology has been netieble in predicting ultimate losses for shait-ines, especially in the more recent accidergrtgrs,
compared with the paid loss development methodolBigyvever, in some circumstances changes can @duoh impact numerous variables, including, but not
limited to, those variables identified below thet difficult to quantify and/or impact the prediaivalue of prior
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development patterns relied upon in the incurred bevelopment methodology and paid loss developmethodology. In those circumstances, the Comany’
actuaries must make adjustments to these loss/iegestimation methodologies or use additionalegelty accepted actuarial estimation methodolodrethose
circumstances, the Company'’s actuaries, using giefessional judgment, may place more weight enattijusted loss reserving estimation methodolawies
other generally accepted actuarial estimation nusitogies until the newer development patterns fefiyerge and the Company’s actuaries can fullyoalthe
unadjusted loss reserving estimation methodologiethe event of a wide variation among resultsegated by the different projection methodologigs, t
Company'’s actuaries further analyze the data usittitional techniques.

In estimating reserves, the Company’s actuariesceseeprofessional judgment and must consider gaednfluenced by, many variables that are diffitol
quantify, such as:

¢ Changes in the level of minimum case reservesttadutomatic aging of those minimum case rese

¢ Changes to claims practices, including, butlimited to, changes in the reporting and impadaade losses, timing of reported claims, adequd@ase
reserves, implementation of new systems for hagdiiaims, turnover of claims department staffsjrigrand depth of the audit review of claims
handling procedures;

e Changes in underwriting practic

* Changes in the mix of business by state, claspalidy limit within product line

e Growth in new lines of busine

¢ Changes in the attachment points of the Compamyhsurance prograr

e Medical costs, including, but not limited to, tHaliy to assess the extent of injuries and theadotf inflation

¢ Repair costs, including, but not limited to, thepawt of inflation and the availability of labor anthterials

¢ Changes in the judicial environment, includibgt not limited to, the interpretation of policyopisions, the impact of jury awards and changesse
law; and

« Changes in state regulatory requireme

A change in any one or more of the foregoing factsiikely to result in a projected ultimate ness and LAE that is different from the previoustyimated
reserve and/or previous frequency and severitydeBuch changes in estimates may be material.

For example, the Company’s actuaries review frequénumber of claims per policy or exposure), sityédollars of loss per claim) and average premium
(dollars of premium per exposure). Actual frequeany severity experienced will vary depending oanges in mix by class of insured risk. Similarhe &ctual
frequency and rate of recovery from reinsurancévaily depending on changes in the attachment foirreinsurance. In particular, in periods of higglowth or
expansion into new markets, there may be additioneg¢rtainty in estimating the ultimate losses bAE. The contributing factors of this potentiallkiare
changes in the Company’s mix by policy limit andraf business by state or jurisdiction.

Actuaries use historical experience and trendsedigiors of how losses and LAE will emerge overei However, historical experience may not necégdsr
indicative of how actual losses and LAE will emerGbanges in case reserve adequacy, changes imanncase reserves and changes in internal claims
handling procedures could impact the timing andgedion of incurred claims and produce an estintiad is either too high or too low if not adjusfed by the
actuary. For example, if, due to changes in cldiargling procedures, actual claims are settled magielly than they were settled historically, tiimate
produced by the paid loss development methodolagylavtend to be overstated if the actuary did dentify and adjust for the impact of the changesl@&ms
handling procedures. Similarly, if, due to changeslaims handling procedures, actual claim researe set at levels higher than past experieneestimate
produced by the incurred loss development methayolmould tend to be overstated if the actuary ditlidentify and adjust for the impact of the chamge
claims handling procedures.

The final step in the quarterly loss and LAE regeg\process involves a comprehensive review ofitiearial indications by the Company’s corporateiay
and corporate management who apply their collegtisgment and determine the appropriate estim&tesl bf reserves to record. Numerous factors are
considered in this determination process, including not limited to, the assessed reliability ef koss trends and assumptions that may be signific
influencing the current actuarial indications, cpes in claim handling practices or other changasaffect the timing of payment or developmentgrats,
changes in the mix of business, the maturity ofabedent year, pertinent trends observed overatent past, the level of volatility within a patiar line of
business, the improvement or deterioration of a@limdications in the current period as
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compared to prior periods, and the amount of reserelated to third party pools for which the Compdoes not have access to the underlying data and,
accordingly, relies on calculations provided bytspools.

The Company'’s goal is to ensure that its totalmesefor property and casualty insurance lossed &ltlare adequate to cover all costs, while sustgin
minimal variation from the time reserves for losaed LAE are initially estimated until losses arH are fully developed. Changes in the Companytisnedes
of these losses and LAE over time, also referraasttdevelopment,” will occur and may be mateif@vorable development is recognized and reportéein
consolidated financial statements when the Compaeyeases its previous estimate of ultimate loasdd AE and results in an increase in net incontaén
period recognized, whereas adverse developmeet@gnized and reported in the Consolidated FinaBtéements when the Company increases its previou
estimate of ultimate losses and LAE and results decrease in net income. The Company reportelféotarable development of $31.5 million , $33.1llion
and $24.9 million before tax for the years endedddsber 31, 2012 , 2011 and 2010 , respectivelye@gment for each of the Company’s continuing bessn
segments and Unitrin Business Insurance for thesyeaded December 31, 2012 , 2011 and 2010 , was:

Favorable (Adverse) Development

DOLLARS IN MILLIONS 2012 2011 2010
Continuing Operations:
Kemper Preferred $ 48 $ 191 $ 23.¢
Kemper Specialty 2.3 9.4 4.3
Kemper Direct 17.¢ 3.¢ 6.8
Life and Health Insurance 0.3 2.€ (4.5
Total Favorable Development from Continuing Operagi Net 252 35.C 22.C
Discontinued Operations:
Unitrin Business Insurance 6.2 (2.9 2.¢
Total Favorable Development, Net $ 31 $ 331 % 24.¢

Development in the Kemper Preferred segment coenbtise largest portion of the Company’s developmembrted in continuing operations in 2011 and 2010
Additional information regarding the Kemper Preéetidevelopment is discussed below. DevelopmeffiteiriKemper Direct segment comprised the largest
portion of the Company’s development reported inticwing operations in 2012. Development in the igenmDirect segment in 2012 is due primarily to roisi
developing more favorably than expected for liépitind PIP coverages. Development in the Life aedlth Insurance segment in 2011 and 2010 is due
primarily to development on certain hurricanes. BE&®RA, “Life and Health Insurance.”

Development in Unitrin Business Insurance compraledf the Company’s development reported in digcmed operations. In 2008, the Company sold its
Unitrin Business Insurance operations. The Compatained Property and Casualty Insurance Reseovespaid insured losses that occurred prior te Jyn
2008, the effective date of the sale.

Estimated Variability of Property and Casualty Insnce Reserve

Although development will emerge in all of the Caang’s personal lines’ product lines, developmerK@mper Preferred segment’s personal automobile
insurance product line could have the most sigaifimpact due to the relative size of its loss bA# reserves. To further illustrate the sensiyivat Kemper
Preferred segment’s reserves for automobile insaréosses and LAE to changes in the cumulativeldprreent factors, for each quarterly evaluation ptie
Company'’s actuaries calculated the variability wihalative development factors observed in the iremlitoss development methodology using one standard
deviation. The Company believes that one standewvéhtion of variability is a reasonably likely segio to measure variability for its loss and LAEeeves
under the incurred development method for autoreahgurance. Assuming that the Kemper Preferretheatjs automobile insurance loss and LAE reserves
were based solely on the incurred loss developmetiiodology and the variability in the cumulativevdlopment factors occurred within one standardadiew,
the Company estimates that Kemper Preferred’s anltdeninsurance loss and LAE reserves could haviedidy $34.7 million in either direction at
December 31, 2012 for all accident years combimeteuthis scenario. In addition to the factors dbsd above, other factors may also impact lossrves
development in future periods. These factors inelgdvernmental actions, including court decisionierpreting existing laws, regulations or policpysions,
developments related to insurance policy claimsanerage issues, adverse or favorable outcon@sniding claims litigation, the number and sevesity
insurance claims, the impact of inflation on insur@claims and the impact of residual market ass@sts. Although the Company’s actuaries do not make
specific numerical assumptions about these factbiages in these factors from past patterns mpkict historical
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loss development factors and, in turn, future keserve development. Significant favorable chamgese or more factors will lead to favorable figloss
reserve development, which could result in thealdass developing closer to, or even below, threeloend of the Company’s estimated reserve vaitgbil
Significant unfavorable changes in one or morediacivill lead to unfavorable loss reserve developmehich could result in the actual loss develgpitoser
to, or even above, the higher end of the Compmaegtimated reserve variability. Accordingly, dagtese factors and the other factors enumeratedghout the
MD&A and the inherent limitations of the loss resag estimation methodologies, the estimated dndtiated reserve variability may not necessardy b
indicative of the Company’s future reserve varig@pilwhich could ultimately be greater than thareated and illustrated variability. In addition, @®viously
noted, development will emerge in all of the Compsuproduct lines over time. Accordingly, the Comga future reserve variability could ultimately beagter
than the illustrated variability.

Additional information pertaining to the estimatiohand development of the Company’s Property aasu@lty Insurance Reserves is contained in ltefrPhd
| of this 2012 Annual Report under the heading fferty and Casualty Loss and Loss Adjustment ExpBeserves.”

Goodwill Recoverability

While the Company believes that none of its repgrtinits with material goodwill are at risk of faij step one of the goodwill impairment test, thecess of
determining whether or not an asset, such as Gdipthiimpaired or recoverable relies on projectiaf future cash flows, operating results and ntarke
conditions. Such projections are inherently underad, accordingly, actual future cash flows méfedmaterially from projected cash flows. In evating the
recoverability of Goodwill, the Company performdiacounted cash flow analysis for each of the Comisareporting units carrying Goodwill. The discoed
cash value may be different from the fair value thauld result from an actual transaction betweeriliing buyer and a willing seller. Such analysees
particularly sensitive to changes in discount rates investment rates. Changes to these rates refghit in material changes in the valuation andmenation
of the recoverability of Goodwill. For example, imgrease in the rate used to discount cash floWslegrease the discounted cash value. Theredfylio be a
similar, but not necessarily as large as, incréatiee investment rate used to project the cashsflesulting from investment income earned on tbmgany’s
investments. Accordingly, an increase in the inwestt rate would increase the discounted cash value.

Pension Benefit Obligatior

The process of estimating the Company’s pensioefitesbligations and pension benefit costs is ieh#ly uncertain and the actual cost of benefits rreaay
materially from the estimates recorded. Thesellt@s are particularly volatile due to their lotgrm nature and are based on several assumptibasnain
assumptions used in the valuation of the Compgpsfsion benefit obligations are:

« Estimated mortality of the employees and retirdiggbte for benefits

« Estimated expected lorigrm rates of returns on investme

« Estimated compensation increa

¢ Estimated employee turnover; ¢

¢ Estimated rate used to discount the ultimate estichéability to a present valt

A change in any one or more of these assumptiolileely to result in an ultimate liability differeérirom the original actuarial estimate. Such changeestimates
may be material. For example, a one—percentage geanease in the Company’s estimated discountatgd increase the pension benefit obligation at
December 31, 2012 by $86.1 million , while a oneepetage point increase in the rate would decrdespension benefit obligation at December 31, 2042
$69.1 million . A one—percentage point decreagbénCompany’s estimated long-term rate of returplan assets would increase the pension expenseefor
year ended December 31, 2012 by $4.3 million , evaibne—percentage point increase in the rate vamdrbase pension expense by $4.3 million for dinges
period.
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Kemper Corporation and Subsidiaries
Management'’s Discussion and Analysis of Financial @dition and Results of Operations—(Continued)

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Except for rules and interpretive releases of € 8nder authority of federal securities laws atichdéed number of grandfathered standards, the BFAS
Accounting Standards Codification (“ASC") is thdessource of authoritative GAAP recognized by tiaRcial Accounting Standards Board (“FASB”) and
applicable to the Company. The FASB issues Accagriitandards Updates (“ASUs") to amend the autitoré literature in ASC. There were seven ASUs
issued in 2012 that amend the original text of ASkkese ASU'’s are not expected to have an impath@cCompany.

Changes in accounting standards that are mostadrir relevant to the Company are discussed ire gt Summary of Accounting Policies and Accongti
Changes ,” to the Consolidated Financial Statemamdgr the headings “Adoption of New Accountingrig@rds” and “Accounting Standards Not Yet Adopted.”
The accounting changes discussed are as follows:

e ASU 2010-26Accounting for Costs Associated with Acquiring enBwing Insurance Contraci

e ASU 2011-04Amendments to Achieve Common Fair Value Measureanenbisclosure Requiremen

¢« ASU 2011-08Testing Goodwill for Impairment; ar

¢ ASU 2011-12Deferral of the Effective Date for Amendments ®PRhesentation of Reclassifications of ltems Owteafumulated Other Comprehensive
Income in Accounting Standards Update No. :-05.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Quantitative Information About Market Risk
The Company’s consolidated balance sheet includes types of financial instruments subject torttaerial market risk disclosures required by th€ SE

1. Investments in Fixed Maturitie
2. Investments in Equity Securities a
3. Notes Payabl

Investments in Fixed Maturities and Notes Payaltdesabject to material interest rate risk. The Canys Investments in Equity Securities include cannand
preferred stocks and, accordingly, are subjectatenal equity price risk and interest rate rigspectively.

For purposes of this disclosure, market risk sesfinancial instruments are divided into two @aiges: financial instruments acquired for tradmgposes and
financial instruments acquired for purposes othanttrading. The Company’s market risk sensitinaricial instruments are generally classified ad fal
purposes other than trading. The Company has mifisnt holdings of financial instruments acquiffed trading purposes. The Company has no sigmifica
holdings of derivatives.

The Company measures its sensitivity to marketbiskvaluating the change in its financial assetslmbilities relative to fluctuations in interasttes and
equity prices. The evaluation is made using instaedus changes in interest rates and equity pritesstatic balance sheet to determine the eftmtt shanges
would have on the Company’s market value at rigkthe resulting pre-tax effect on Shareholders’iggqiThe changes chosen represent the Companysafie
adverse changes which are reasonably possibleaamee-year period. The selection of the changesechshould not be construed as the Company'’s pitic
of future market events, but rather an illustratidhe impact of such events.

For the interest rate sensitivity analysis prestb&ow, the Company assumed an adverse and iastants increase of 100—-basis points in the yiaidecat
both December 31, 2012 and 2011 for Investmenfxied Maturities. Such 100—basis point increashényield curve may not necessarily result in a
corresponding 100-basis point increase in theestaate for all investments in fixed maturitiesr Example, a 100-basis point increase in the yietde for
risk-free, taxable investments in fixed maturitieay not result in a 100—-basis point increase foieteempt investments in fixed maturities. For Irtveants in
Fixed Maturities, the Company also anticipated geann cash flows due to changes in the likelihthad investments would be called or prepaid padheir
contractual maturity. All other variables were hetthstant. For preferred stock equity securitiesGbmpany assumed an adverse and instantaneoeaseaf
100-basis points in market interest rates fronr flegkels at both December 31, 2012 and 2011 . thikovariables were held constant. For Notes Pay i
Company assumed an adverse and instantaneousskeofel0—-basis points in market interest rates their levels at December 31, 2012 and 2011 othiér
variables were held constant. The Company measuqpeitly price sensitivity assuming an adverse asthittaneous 30% decrease in the Standard and Poor’s
Stock Index (the “S&P 500”) from its level at Dedeen 31, 2012 and 2011, with all other variabledd kenstant. The Company’s investments in commocokst
equity securities were correlated with the S&P B6iig the portfolio’s weighted-average beta of Gafidl 0.92 at December 31, 2012 and 20Ekpectively. Th
portfolio’s weighted-average beta was calculatédgieach security’s beta for the five-year periedded December 31, 2012 and 20ahd weighted on the fe
value of such securities at December 31, 2012 &dd 2respectively. For equity securities without obable market inputs the Company assumed a bet®0
at December 31, 2012 and 2011 . Beta measureskdsstelative volatility in relation to the rest tife stock market, with the S&P 500 having a betffeient
of 1.00.
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The estimated adverse effects on the market vdltreedCompany’s financial instruments at Decemter2R12 using these assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total
DOLLARS IN MILLIONS Fair Value Rate Risk Price Risk Market Risk
ASSETS
Investments in Fixed Maturities $ 4,860.. $ (334.0) $ —  $ (334.0
Investments in Equity Securities 521.¢ (29.0 (82.9) (101.9
LIABILITIES
Notes Payable $ 6755 % 231 $ — $ 23.1

The estimated adverse effects on the market vdltreedCompany’s financial instruments at Decemter2D11 using these assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total
DOLLARS IN MILLIONS Fair Value Rate Risk Price Risk Market Risk
ASSETS
Investments in Fixed Maturities $ 4,773 % (348.9) % — 3 (348.9)
Investments in Equity Securities 397.: (10.9 (63.9) (73.7)
LIABILITIES
Notes Payable $ 638.1 $ 26.¢ $ —  $ 26.¢

The market risk sensitivity analysis assumes timicbmposition of the Company'’s interest rate sieesassets and liabilities, including, but notitied to, credit
quality, and the equity price sensitive assetstiegjsat the beginning of the period remains cortstaar the period being measured. It also assuhz st
particular change in interest rates is uniform asihie yield curve regardless of the time to mituinterest rates on certain types of assetsiabdilies may
fluctuate in advance of changes in market intewass, while interest rates on other types mayégnd changes in market rates. Also, any futureetation,
either in the near term or the long term, betwéenGompany’s common stock equity securities padafahd the S&P 500 may differ from the historical
correlation as represented by the weigtdaedrage historical beta of the common stock eagturities portfolio. Accordingly, the market risénsitivity analysi
may not be indicative of, is not intended to preyidnd does not provide, a precise forecast offfieet of changes of market rates on the Compangtsme or
shareholders’ equity. Further, the computationsalocontemplate any actions the Company may urkieitaresponse to changes in interest rates otyequi
prices.

To the extent that any adverse 100-basis pointgghaocurs in increments over a period of time abtef instantaneously, the adverse impact on flires
would be partially mitigated because some of theeulying financial instruments would have maturiédr example, proceeds from any maturing assetsl dml
reinvested and any new liabilities would be incdrat the then current interest rates.

Qualitative Information About Market Risk

Market risk is a broad term related to economisdssdue to adverse changes in the fair valueiohadial instrument and is inherent to all finahaiagtruments.
SEC disclosure rules focus on only one elementarkat risk—price risk. Price risk relates to changes in tivellef prices due to changes in interest ratesite
prices, foreign exchange rates or other factorsrtiate to market volatility of the rate, index,price underlying the financial instrument. ThenGmany’s
primary market risk exposures are to changes erést rates and equity prices.

The Company manages its interest rate exposurbg@gpect to Investments in Fixed Maturities byesting primarily in investmerdrade securities of moder:
effective duration.
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Item 8. Financial Statements and Supplementary &ia.

Index to the Consolidated Financial Statements of
Kemper Corporation and Subsidiaries

Consolidated Balance Sheets at December 31, 2@l 2Girl
Consolidated Statements of Income for the YearsHBrdkcember 31, 2012, 2011 and 2010
Consolidated Statements of Comprehensive IncominéoYears Ended December 31, 2012, 2011 and 2010
Consolidated Statements of Cash Flows for the YEaded December 31, 2012, 2011 and 2010
Consolidated Statements of Shareholders’ Equitytferyears Ended December 31, 2012, 2011 and 2010
Notes to the Consolidated Financial Statements

Note 1—Basis of Presentation and Significant Esa®a

Note 2—Summary of Accounting Policies and Accoun@hanges

Note 3—Discontinued Operations

Note 4—Investments

Note 5—Goodwill

Note 6—Property and Casualty Insurance Reserves

Note 7—Notes Payable

Note 8—Leases

Note 9—Shareholders’ Equity

Note 10—Long-term Equity-based Compensation

Note 11—Restructuring Expenses

Note 12—Income Per Share from Continuing OperatfmrsUnrestricted Share

Note 13—Other Comprehensive Income and Accumul@téeér Comprehensive Income

Note 14—Income from Investments

Note 15—Insurance Expenses

Note 16—Income Taxes

Note 17—Pension Benefits

Note 18—Postretirement Benefits Other Than Pensions

Note 19—Business Segments

Note 20—Catastrophe Reinsurance

Note 21—Other Reinsurance
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Note 22—Fair Value Measurements

Note 23—Contingencies

Note 24—Related Parties

Note 25—Quarterly Financial Information (Unaudited)
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Kemper Corporation and Subsidiaries
Consolidated Balance Sheets

December 31,

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2012 2011
Assets:
Investments:
Fixed Maturities at Fair Value (Amortized Cost: 20:1$4,283.8; 2011 - $4,266.1) $ 4,860.: $ 4,773.¢
Equity Securities at Fair Value (Cost: 2012 - $262011 - $367.3) 521.¢ 397.c
Equity Method Limited Liability Investments at Cd3lus Cumulative Undistributed Earnings 253.( 306.:
Short-term Investments at Cost which Approximatais Walue 327.t 2474
Other Investments 497.t 498.c
Total Investments 6,460.. 6,222.]
Cash 96.2 251.2
Receivables from Policyholders 369.: 379.2
Other Receivables 206.1 218.%
Deferred Policy Acquisition Costs 303.¢ 294.(
Goodwill 311.¢ 311.¢
Current and Deferred Income Tax Assets 5.4 6.4
Other Assets 256.7 250.7
Total Assets $ 8,009.. $ 7,934,

Liabilities and Shareholders’ Equity:
Insurance Reserves:

Life and Health $ 3,161t $ 3,102.°

Property and Casualty 970.¢ 1,029.:
Total Insurance Reserves 4,132.; 4,131.¢
Unearned Premiums 650.¢ 666.2
Liabilities for Income Taxes 21t 6.2
Notes Payable at Amortized Cost (Fair Value: 20$875.5; 2011 - $638.7) 611.¢ 610.€
Accrued Expenses and Other Liabilities 431.4 403.2
Total Liabilities 5,847. 5,818.;

Shareholders’ Equity:
Common Stock, $0.10 Par Value Per Share, 100 MilBbares Authorized; 58,454,390 Shares Issued and

Outstanding at December 31, 2012 and 60,248,58&Shssued and Outstanding at December 31, 2011 5.8 6.C
Paid-in Capital 725.( 743.¢
Retained Earnings 1,118.; 1,108.°
Accumulated Other Comprehensive Income 312.5 258.(

Total Shareholders’ Equity 2,161." 2,116.¢
Total Liabilities and Shareholders’ Equity $ 8,009.0 $ 7,934,

The Notes to the Consolidated Financial Statemam®n integral part of these financial statements.
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Kemper Corporation and Subsidiaries
Consolidated Statements of Income

For The Years Ended December 31,

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2012 2011 2010
Revenues:

Earned Premiums $ 2,107 $ 2,173¢ $ 2,289.

Net Investment Income 295.¢ 298.( 325.%

Other Income 0.8 1.C 1.2

Net Realized Gains on Sales of Investments 65.4 33.7 42.€

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment Losses (7.2 (11.9 (17.7%)
Portion of Losses Recognized in Other Compreheriaiv@me 0.2 0.1 1.2

Net Impairment Losses Recognized in Earnings (6.9 (1.9 (16.5)
Total Revenues 2,462.; 2,495.( 2,642.!
Expenses:

Policyholders’ Benefits and Incurred Losses andslAdjustment Expenses 1,582.: 1,645." 1,647.:

Insurance Expenses 672.: 683.¢€ 685.¢

Write-off of Goodwill and Other Intangibles Acquite — 13.t 14.¢

Interest and Other Expenses 85.t 83.¢ 68.2
Total Expenses 2,339.¢ 2,426." 2,416.:
Income from Continuing Operations before Incomeekaand Equity in Net Loss of Former Investee 122.¢ 68.2 226.%
Income Tax Expense (30.6) (6.6 (63.)
Income from Continuing Operations before EquityNiet Loss of Former Investee 91.¢ 61.7 162.t
Equity in Net Loss of Former Investee — — 0.3
Income from Continuing Operations 91.¢ 61.7 162.¢
Discontinued Operations:

Income from Discontinued Operations before Incorageb 18.¢ 19.F 25.¢

Income Tax Expense (7.9 6.7 (10.9
Income from Discontinued Operations 11.¢ 12.¢ 15.t
Net Income $ 103« $ 745 $ 177.¢
Income from Continuing Operations Per Unrestricdbare:

Basic $ 158 % 1.0z % 2.62

Diluted $ 15/ % 1.0z $ 2.62
Net Income Per Unrestricted Share:

Basic $ 178 % 1.2 $ 2.81

Diluted $ 172 $ 12: % 2.87
Dividends Paid to Shareholders Per Share $ 0.9 % 0.9¢ % 0.8¢

The Notes to the Consolidated Financial Statemamsn integral part of these financial statements.
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Kemper Corporation and Subsidiaries
Consolidated Statements of Comprehensive Income

Year Ended
Dec 31, Dec 31, Dec 31,

DOLLARS IN MILLIONS 2012 2011 2010
Net Income $ 103.¢ $ 745 $ 177.¢
Other Comprehensive Income Before Income Taxes:

Unrealized Holding Gains 96.7 201.Z 177.C

Foreign Currency Translation Adjustments 1.€ 0.4 (0.5

Equity in Other Comprehensive Income of Former stee — — 2.¢

Net Unrecognized Postretirement Benefit Costs (13.2 (45.2) (26.7)
Other Comprehensive Income Before Income Taxes 85.1 156.4 152.%
Other Comprehensive Income Tax Expense (30.9 (55.9) (54.)
Other Comprehensive Income 54.7 100.€ 98.€
Total Comprehensive Income $ 158.1 $ 1751 % 276.5

The Notes to the Consolidated Financial Statemamsn integral part of these financial statements.
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Kemper Corporation and Subsidiaries
Consolidated Statements of Cash Flows

DOLLARS IN MILLIONS
Operating Activities:
Net Income
Adjustments to Reconcile Net Income to Net Castvidenl (Used) by Operating Activities:
Increase in Deferred Policy Acquisition Costs
Amortization of Insurance in Force Acquired
Equity in Net Loss of Former Investee before Taxes
Equity in Earnings of Equity Method Limited Lialtifilnvestments
Distribution of Accumulated Earnings of Equity MethLimited Liability Investments
Amortization of Investment Securities and Depréorabf Investment Real Estate
Net Realized Gains on Sales of Investments
Net Impairment Losses Recognized in Earnings
Gain on Sale of Portfolio of Automobile Loan Reahles
Benefit for Loan Losses
Depreciation of Property and Equipment
Write-off of Goodwill
Impairment of P&C Customer Relationships Acquired
Decrease (Increase) in Other Receivables
Decrease in Insurance Reserves
Decrease in Unearned Premiums
Change in Income Taxes
Decrease in Accrued Expenses and Other Liabilities
Other, Net
Net Cash Provided (Used) by Operating Activities
Investing Activities:
Sales and Maturities of Fixed Maturities
Purchases of Fixed Maturities
Sales of Equity Securities
Purchases of Equity Securities
Sales of Former Investee
Acquisition and Improvements of Investment Reahfgst
Sales of Investment Real Estate
Return of Investment of Equity Method Limited Libtyi Investments
Acquisitions of Equity Method Limited Liability Irestments
Decrease (Increase) in Short-term Investments
Receipts from Automobile Loan Receivables
Net Proceeds from Sale of Portfolio of Automobilealn Receivables
Disposition of Business, Net of Cash Disposed
Increase in Other Investments
Other, Net
Net Cash Provided (Used) by Investing Activities
Financing Activities:
Repayments of Certificates of Deposits
Proceeds from Issuance of Notes Payable
Repayments of Notes Payable
Common Stock Repurchases
Cash Dividends Paid to Shareholders
Cash Exercise of Stock Options
Excess Tax Benefits from Share-based Awards
Other, Net
Net Cash Used by Financing Activities
Increase (Decrease) in Cash
Cash, Beginning of Year
Cash, End of Period

The Notes to the Consolidated Financial Statemam®n integral part of these financial statements.

For The Years Ended December 31,

2012 2011 2010

$ 1032 $ 74E S 177
(9.4) (7.8) @.7)
8.C 11.4 11.C
— — 0.2
9.9 (9.6) (48.5)
15.4 — —
15.2 16.C 17.€
(65.4) (34.1) (42.6)
6. 11.2 16.F
(12.9) (4.5) —
(2.0 (42.0 (14.2)
15.2 10. 14.
— — 14.

— 13. —
13. 0.2) 28.C
(1.2) (52.1) (52.1)
(15.2) (12.4) (46.4)
(14.9 17.2 8.7
(15.6) (47.5) (41.0
33.4 30.4 19.1
65.7 (25.0 58.
914.c 650. 706.7
(872.6) (663.9) (532.])
70.€ 248.: 33.¢
(137.7) (199.9) (189.7)
— — 2.7
(5.5) (6.4) (3.9
6.C 0.2 9.6
56.C 57.C 38.1
(31.0 (25.9) (31.9)
(80.0) 155.F (7.3)
2. 166. 330.¢
16.7 220.7 —
— — 4.1
(12.4) (15.6) (14.7)
(32.9 (23.7) (36.9)
(106.2) 564.¢€ 319.
— (321.9) (366.9)

— 95.C 387.¢

— (95.0) (340.7)
(60.7) (27.4) (34.4)
(56.9) (58.2) (54.6)
1.3 0.2 0.5
0.5 0.2 0.2
1.4 1.4 3.2
(114.9) (405.6) (404.59)
(154.9) 134.( (26.5)
251.: 117.: 143.7
$ 9%6.: $ 2512 $ 117
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Kemper Corporation and Subsidiaries
Consolidated Statements of Shareholders’ Equity

For The Years Ended December 31, 2012, 2011 and 201

Accumulated

DOLLARS AND SHARES IN Other Total
MILLIONS, EXCEPT PER SHARE Number of Common Paid-in Retained Comprehensive Shareholders’
AMOUNTS Shares Stock Capital Earnings Income Equity
BALANCE, DECEMBER 31, 2009 As Reported 624 $ 62 $ 765¢ $ 1,086 $ 58.t $ 1,917.¢
Cumulative Effect of Adoption of New Accounting Stiard — — — (83.€) — (83.6)
BALANCE, DECEMBER 31, 2009 As Adjusted 624 $ 6.2 $ 765.¢ $ 1,003. $ 58¢ $ 1,834.(
Net Income — — — 177.¢ — 177.¢
Other Comprehensive Income (note 13) — — — — 98.¢€ 98.€
Cash Dividends to Shareholders ($0.88 per share) — — — (54.€) — (54.¢
Repurchases of Common Stock 1.4 0.2 17.0) (17.9) — (34.9
Equity-based Compensation Cost (note 10) — — 4.2 — — 4.z
Equity-based Awards, Net of Shares Exchanged (t@te 0.1 — (2.0 (0.6) — (2.6
BALANCE, DECEMBER 31, 2010 611 $ 61 $ 7511 $ 1,108!¢ $ 157«  $ 2,023.:
Net Income — — — 74.5 — 74.5
Other Comprehensive Income (note 13) — — — — 100.¢ 100.¢
Cash Dividends to Shareholders ($0.96 per share) — — — (58.2) — (58.2)
Repurchases of Common Stock 0.9 0.7 (11.€) (15.7) — (27.9
Equity-based Compensation Cost (note 10) — — 5.3 — — 5.
Equity-based Awards, Net of Shares Exchanged (toe 0.1 — (0.9 (0.9 — (1.9
BALANCE, DECEMBER 31, 2011 602 $ 6. $ 743¢ $ 1,108° $ 258.C $ 2,116.¢
Net Income — — — 103. — 103.¢
Other Comprehensive Income (note 13) — — — — 54.7 54.7
Cash Dividends to Shareholders ($0.96 per share) — — — (56.9) — (56.9)
Repurchases of Common Stock (2.0 0.2 (24.9 (35.6) — (60.7)
Equity-based Compensation Cost (note 10) — — 5.8 — — 5.
Equity-based Awards, Net of Shares Exchanged (t@Ye 0.2 — 0.2 1.9 — (1.2
BALANCE, DECEMBER 31, 2012 58t % 58 $ 725 $ 1,118. $ 31207 $ 2,161."

The Notes to the Consolidated Financial Statemamsn integral part of these financial statements.
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

NOTE 1. BASIS OF PRESENTATION AND SIGNIFICANT ESTIM ATES

The Consolidated Financial Statements includedihéi@ve been prepared on the basis of accountingiples generally accepted in the United Stat€A\AP”)
and include the accounts of Kemper Corporation figer”) and its subsidiaries (individually and cotigely referred to herein as the “Company”). All
significant intercompany accounts and transactiene been eliminated.

As discussed in Note 2 , “ Summary of Accountindjddes and Accounting Changes ,” to the Consolid&mancial Statements, on January 1, 2012, the
Company adopted Accounting Standards Update (“AS107)0-26 Accounting for Costs Associated with Acquiring enBwing Insurance Contractnd
retrospectively adjusted its financial statemeatspfior periods for the impact of the adoption. amuary 1, 2012, the Company also implementedvanmedel
for allocating capital and net investment incomégdusiness segments. Accordingly, the Compasyalsd reclassified certain amounts in its segmemilts in
the retrospectively adjusted financial statememtsonform to the current presentation. The Comparopunts for Kemper's subsidiary, Fireside, and the
Company'’s former Unitrin Business Insurance operatias discontinued operations. See Note 3, “dbitswued Operations ,” to the Consolidated Findncia
Statements.

Use of Estimates

The preparation of financial statements in conftymiith GAAP requires the use of estimates and mggions that affect the reported amounts of assads
liabilities, the disclosure of contingent assetd Babilities at the date of the financial statertsesnd the reported amounts of revenues and expdosag the
reporting period. Actual results could materialiffer from those estimates and assumptions.

The fair values of the Company’s Investments ireBiMaturities, Investments in Equity Securitiespi$term Investments and Notes Payable are estimate
using a hierarchal framework which prioritizes aadks market price observability. The carrying amteueported in the Consolidated Balance Sheets
approximate fair value for Cash, Short-term Invesita and certain other assets and other liabilisesuse of their short-term nature. The actualevat which
financial instruments could actually be sold otlsdtwith a willing buyer or seller may differ froestimated fair values depending on a number ¢bfac
including, but not limited to, current and futureeomic conditions, the quantity sold or settlée, presence of an active market and the avaikalbiia willing
buyer or seller.

The process of estimating and establishing resdordesses and LAE for property and casualty iasge is inherently uncertain and the actual ulinmest cost
of a claim may vary materially from the estimatedoant reserved. The reserving process is partigutaprecise for claims involving long-tailed exposs,
which may not be discovered or reported until yeditsr the insurance policy period has ended. Mamegt considers a variety of factors, including, rimt
limited to, past claims experience, current claiemds and relevant legal, economic and social ¢tiondi in estimating reserves. A change in anya@naore
factors is likely to result in the ultimate netiatacost to differ from the estimated reserve. Cleanig such estimates may be material and woulédegnized in
the Consolidated Financial Statements when suana&sts change.

The process of determining whether an asset isifeghbar recoverable relies on projections of futcash flows, operating results and market condstion
Projections are inherently uncertain and, accotdjragtual future cash flows may differ materiditgm projected cash flows. As a result, the Comfmny
assessment of the impairment of long-lived assetssceptible to the risk inherent in making suciegtions.

NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES
Investments

Investments in Fixed Maturities include bonds, sa@tad redeemable preferred stocks. Investmentxéu Maturities are classified as available foesahd
reported at fair value. Net Investment Income,udolg amortization of purchased premiums and aiceretf market discounts, on Investments in Fixed
Maturities is recognized as interest earned usiegffective yield method.
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

Investments in Equity Securities include common ao-redeemable preferred stocks and other equtityasts and are reported at fair value. Investsnant
common and non-redeemable preferred stocks witfilyedeterminable fair values are classified aslabée for sale. Dividend income on investments in
common and non-redeemable preferred stocks is nizedjon the ex-dividend date. Other equity intesresimarily consist of exchange traded funds and
partnership interests in limited liability partnieiiss in which the Company'’s interests are deemewmiThe Company’s share of distributed earningmfother
equity interests is recognized as dividend incorhemreceived.

Unrealized appreciation or depreciation, net ofiapple deferred income taxes, on fixed maturiéied equity securities is reported in Accumulatelde®t
Comprehensive Income included in Shareholders’ fgqui

Equity Method Limited Liability Investments includevestments in limited liability investment compesand limited partnerships in which the Company’s
interests are not deemed minor and are accountechfter the equity method of accounting.

Short-term Investments include fixed maturities thature within one year from the date of purchaseney market mutual funds, Federal funds sold and
repurchase agreements. Short-term Investmentepoeted at cost, which approximates fair value.

Other Investments primarily include loans to pdtiolders and real estate. Loans to policyholdersanged at unpaid principal balance. Real estatairied at
cost, net of accumulated depreciation. Real eatepreciated over the estimated useful life efabset using the straight-line method of deprieciaReal
estate is evaluated for impairment when eventsronmstances indicate the carrying value of théestate may not be recoverable. An impairmenteah estate
is recognized when carrying value exceeds the sumdiscounted cash flows.

Gains and losses on sales of investments are cethputthe specific identification method and aporeed in the Consolidated Statements of Inconthén
period in which the sales occur. The Company rebyutaviews its investment portfolio for factorsattmay indicate that a decline in fair value ofrarestment i
other than temporary. Losses are computed on #fgpidentification method and reported in thenGolidated Statements of Income in the periodtthet
decline is determined to be other than temporang. Jortion of an impairment of an investment iixad maturity attributed to a credit loss is repdrin Net
Impairment Losses Recognized in Earnings in thesGlitated Statement of Income, with the balancguch impairment reported in Accumulated Other
Comprehensive Income.

Fair Value Measurements

The Company uses a hierarchal framework which pides and ranks the market price observabilitydusefair value measurements. Market price obselityab
is affected by a number of factors, including tyeetof asset or liability and the characteristipsdific to the asset or liability being measuredséts and
liabilities with readily available, active, quotethrket prices or for which fair value can be meeddrom actively quoted prices generally are deetodthve a
higher degree of market price observability andssér degree of judgment used in measuring faievdlhe Company classifies the inputs used to medair
value into one of three levels as follows:

¢ Level 1 —Quoted prices in an active market for identicak&ssr liabilities

« Level 2 — Observable inputs other than Levejugted prices for similar assets or liabilitiesagtive markets, quoted prices for identical or Emi
assets and liabilities in markets that are nowvactind model-derived prices whose inputs are ghbéx or whose significant value drivers are
observable; and

* Level 3 —Assets and liabilities whose significant value drivare unobservak

Observable inputs are based on market data obtaimedndependent sources, while unobservable sare based on the Company’s market assumptions.
Unobservable inputs require significant managerefgment or estimation. In some cases, the inpsgs to measure an asset or liability may fall tfterent
levels of the fair value hierarchy. In those ins&8) the Company classifies the fair value measememsing the lowest level of input that is sigrafit to the fair
value measurement. Such determination requiredfisigm management judgment. In accordance with ®Athe Company is not permitted to adjust quoted
market prices in an active market, even if the Canypowns a large investment, the sale of whichdcoeisonably impact the quoted price.
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)
Deferred Policy Acquisition Cosl

Costs directly associated with the successful adtipni of business, principally commissions andaierpremium taxes and policy issuance costs, eferid.
On January 1, 2012, the Company retrospectivelpt@tioASU 2010-26Accounting for Costs Associated with Acquiring enBwing Insurance ContractSee
discussion below under the captioAdoption of New Accounting Standardsgarding the adoption of the new standard. Casfsriced on property and casu
insurance products and health insurance produetaraortized over the period in which premiums armed. Costs deferred on traditional life insurgmeluct:
are primarily amortized over the anticipated premipaying period of the related policies in propamtio the ratio of the annual premiums to the tptamiums
anticipated, which is estimated using the samenag8ans used in calculating policy reserves.

Goodwill

The cost of an acquired entity over the fair valfiaet assets acquired is reported as Goodwill.d@&ibis not amortized, but rather is tested antyutdr
recoverability or when certain triggering eventguiee testing. On January 1, 2012, the CompanytadopSU 2011-08Testing Goodwill for ImpairmenSee
discussion below under the captioAdoption of New Accounting Standafdegarding the adoption of the new standard.

Insurance Reserve

Reserves for losses and LAE on property and casimsitirance coverage and health insurance coveepgesent the estimated claim cost and loss adgumtm
expense necessary to cover the ultimate net casvestigating and settling all losses incurred angaid. Such estimates are based on individual estimates
for reported claims and estimates for incurredrimitreported losses. These estimates are adjustbd aggregate for ultimate loss expectationsease
historical experience patterns and current econtreis, with any change in the estimated ultiniat#lities being reported in the Consolidated Staénts of
Income in the period of change. Changes in su¢matts may be material.

For traditional life insurance products, the reserfor future policy benefits are estimated onrtbelevel premium method based on rates for exgeutatality,
lapse rates and interest rates, including provisfonadverse mortality. These assumptions varguzh characteristics as plan, age at issue ancyphiration.
Mortality assumptions are based on the Compang®tical experience and industry standards. Inteats assumptions principally range from 3% to.7%pse
rate assumptions are based on actual and indugigrience.

Other Receivables
Other Receivables primarily include reinsurancevecables and accrued investment income.
Other Assets

Other Assets primarily include property and equiptniternal use software, insurance licenses aeduin business combinations, the value of othnigible
assets acquired and prepaid expenses. Properggaiment is depreciated over the useful livehefassets, generally using the straigig-or double declinin
balance methods of depreciation depending on tet &svolved. Internal use software is primarilyaatized over the useful life of the asset usingdtiaight-
line method of amortization. Insurance licensesuaed in business combinations and other indefiiféeintangibles are not amortized, but ratheteds
periodically for recoverability.

The Company accounts for the present value ofuhed profits embedded in life insurance in forcquared (“Life VIF") based on actuarial estimatdsiwe
present value of estimated net cash flows. Life WHS $46.4 million and $52.1 million at December 2112 and 2011 , respectively. Life VIF is amatiz
using the effective interest method using interatds consistent with the rates in the underlyinsgiiance contracts. The Company estimates thét reaord
Life VIF amortization, net of interest, of $5.2 fidh in 2013, $4.6 million in 2014, $4.2 million 2015, $3.7 million in 2016 and $3.2 million in 2Z0IThe
Company evaluates the Life VIF for recoverabilibnaally.
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

The Company accounts for the present value ofuthed profits embedded in Property and Casualtyramece customer relationships acquired (“P&C Custom
Relationships”) based on the present value of eséichfuture cash flows from the customer relatiggshcquired. P&C Customer Relationships was $18.7
million and $20.8 million at December 31, 2012 20d.1 , respectively. P&C Customer Relationshipmi®rtized using the effective interest method. P&C
Customer Relationships are tested for recoverghiitng undiscounted projections of future castv@nd written down to estimated fair value if daerying
value exceeds the sum of such projections of uadiged cash flows. The Company recorded a losd®6$million before tax for the year ended Decengier
2011 to write down the carrying value of P&C CustrRelationships related to the acquisition of BlilResponse to its estimated fair value.

Accrued Expenses and Other Liabilitie

Accrued Expenses and Other Liabilities primarilgliie accrued salaries and commissions, pensicgfiterpostretirement medical benefits and acctages,
licenses and fees.

Recognition of Earned Premiums and Related Expen

Property and casualty insurance and health insarpremiums are deferred when written and recograpeidearned ratably over the periods to which the
premiums relate. Unearned Premiums represent thi@pof the premiums written related to the uneggiportion of policies in force which has beenedefd
and is reported as a liability. A premium deficigmeserve is established if the sum of expecteithatasts, claim adjustment expenses, unamortizéstrael
policy acquisition costs and maintenance costsesigthe related unearned premiums. For each besiegeent, the analysis is performed at a proéhect |
level, namely automobile insurance, homeownersramme and other insurance, which is consistent thithmanner in which the Company acquires, senaoes
measures profitability. Anticipated investment immis excluded from such analysis.

Traditional life insurance premiums are recogniasdevenue when due. Policyholders’ benefits asecisted with related premiums to result in rectigniof
profits over the periods for which the benefits previded using the net level premium method.

Policyholders’ Benefits and Incurred Losses andslAadjustment Expenses include provisions for fupokcy benefits under life and certain acciderd apalth
insurance contracts and provisions for reportetingaestimates for claims incurred but not repoeted loss adjustment expenses. Benefit paymetscess of
policy account balances are expensed.

Reinsurance

In the normal course of business, Kemper's insweaubsidiaries reinsure certain risks above certdéntion levels with other insurance enterpriségse
reinsurance agreements do not relieve Kemper'sanse subsidiaries of their legal obligations ® policyholder. Amounts recoverable from reinsufers
benefits and losses are included in Other Recedgabl

Gains related to long-duration reinsurance cordram deferred and amortized over the life of tigeudlying reinsured policies. Losses related t@idaration
reinsurance contracts are recognized immediately.dg®in or loss associated with reinsurance agretnfier which Kemper's insurance subsidiaries Haeen
legally relieved of their obligations to the polimjider is recognized in the period of relief.

Income Taxes

Deferred income tax assets and liabilities aregeed for the estimated future tax consequendgbugtble to differences between the financialestent
carrying amounts of existing assets and liabiliied their respective tax bases. Deferred incomadsaets and liabilities are measured using enaaxeites in
effect for the year in which those temporary digfeces are expected to be recovered or settledluati@an allowance is maintained for the portiordeferred
income tax assets that the Company does not etgpestover. Increases in the valuation allowanceléerred income tax assets are recognized as
income tax expense. Decreases in the valuatiowatioe for deferred income tax assets are recogag@itome tax benefit. The effect on deferrednmedax
assets and liabilities of a change in tax ratesdsgnized in income in the period in which therg®is enacted.

The Company reports a liability for unrecognizexitbanefits resulting from uncertain tax positioaken, or expected to be taken, in an income taxrreThe
Company recognizes interest and penalties, if elgted to unrecognized tax benefits in incomeetgpense.
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)
Adoption of New Accounting Standarc

In October 2010, the FASB issued ASU 2010/€counting for Costs Associated with Acquiring enBwing Insurance Contract§he standard is effective for
interim and annual reporting periods beginningreftecember 15, 2011. The provisions of the standandbe applied either prospectively or retrospetti The
standard amends ASC Topic 944nancial Services—Insurangend modifies the definition of the types of casturred by insurance entities that can be
capitalized in the acquisition of new and renevaadttacts. The Company adopted the standard on 3ahu2012 and applied its provisions retrospetyivEhe
adoption of the standard reduced consolidated Bbhters’ equity by $99.5 million on January 1, 20TBe Company'’s financial statements have been
retrospectively adjusted as if ASU 2010-26 had keapted to all prior periods presented.

The following line items presented in the ConsdkdiaBalance Sheets at December 31, 2012 and 20%laffected by the adoption of the new accounting
standard:

As Computed As Reported with
without Change in Change in
DOLLARS IN MILLIONS Accounting Accounting Effect of Change
Impact on Assets at December 31, 2012:
Deferred Policy Acquisition Costs $ 4677 % 3032 % (164.9)
Total Assets 8,173. 8,009.: (164.9)
Impact on Liabilities and Shareholders’ Equity &dember 31, 2012:
Liabilities for Income Taxes $ 80.C $ 21t % (58.5)
Total Liabilities 5,905.¢ 5,847« (58.5)
Retained Earnings 1,224.( 1,118.; (105.¢)
Total Shareholders’ Equity 2,267t 2,161.7 (105.¢)
Total Liabilities and Shareholders’ Equity 8,173. 8,009.: (164.9)
As Originally
DOLLARS IN MILLIONS Reported As Adjusted Effect of Change
Impact on Assets at December 31, 2011:
Deferred Policy Acquisition Costs $ 4485 % 294 $ (154.5)
Current and Deferred Income Taxes 3.1 6.4 3.3
Total Assets 8,085.¢ 7,934. (151.9)
Impact on Liabilities and Shareholders’ Equity &dember 31, 2011:
Liabilities for Income Taxes $ 57¢ % 6.2 $ (51.9)
Total Liabilities 5,869.¢ 5,818.: (51.9)
Retained Earnings 1,208.: 1,108.° (99.5)
Total Shareholders’ Equity 2,216.: 2,116.¢ (99.5)
Total Liabilities and Shareholders’ Equity 8,085.¢ 7,934. (151.9)
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

The following line items in the Consolidated Staggof Income for the year ended December 31, 2642 affected by the adoption of the new accounting
standard:

Year Ended December 31, 2012

As Computed As Reported with
without Change in Change in

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS Accounting Accounting Effect of Change
Total Revenues $ 2,462, $ 2,462 $ —
Expenses:

Policyholders’ Benefits and Incurred Losses andsLAdjustment Expenses 1,582.: 1,582.: —

Insurance Expenses 662.5 672.% 9.8

Interest and Other Expenses 85.F 85.5 —
Total Expenses 2,330.: 2,339.¢ 9.8
Income from Continuing Operations before Incomeegax 132.2 122.¢ (9.9)
Income Tax Expense (34.0 (30.¢ 3.t
Income from Continuing Operations 98.1 91.¢ (6.3
Income from Discontinued Operations 11.€ 11.€ —
Net Income $ 109.7 $ 103.¢ $ 6.9
Income from Continuing Operations per Unrestricsgre:

Basic $ 165 % 158 $ (0.10

Diluted $ 165 % 154 $ (0.11)
Net Income Per Unrestricted Share:

Basic $ 18 % 1.7t $ (0.10)

Diluted $ 1.8 % 174 $ (0.11)
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

The following line items in the Consolidated Staggrof Income for the year ended December 31, 28re affected by the adoption of the new accounting
standard:

Year Ended December 31, 2011

As Originally

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS Reported As Adjusted Effect of Change
Total Revenues $ 2,495.( $ 2,495.( $ —
Expenses:

Policyholders’ Benefits and Incurred Losses andsLadjustment Expenses 1,645.° 1,645.° —

Insurance Expenses 669.: 683.€ 14.:

Write-off of Goodwill and Other Intangibles Acquite 13.t 13.t —

Interest and Other Expenses 83.¢ 83.¢ —
Total Expenses 2,412 2,426." 14.3
Income from Continuing Operations before Incomeékax 82.€ 68.2 (14.9)
Income Tax Expense (11.%) (6.€) 5.1
Income from Continuing Operations 70.€ 61.7 9.9
Income from Discontinued Operations 12.¢ 12.¢ —
Net Income $ 837 $ 745 % 9.9
Income from Continuing Operations per Unrestricsédre:

Basic $ 1.17 % 1.0z % (0.1%)

Diluted $ 1.17 % 1.0z % (0.1%)
Net Income Per Unrestricted Share:

Basic $ 1.3t $ 122 % (0.1%)

Diluted $ 138 $ 122 % (0.1%)
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

The following line items in the Consolidated Staggof Income for the year ended December 31, 2@ affected by the adoption of the new accounting
standard:

Year Ended December 31, 2010

As Originally

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS Reported As Adjusted Effect of Change
Total Revenues $ 2,642°F $ 2,642°F $ —
Expenses:

Policyholders’ Benefits and Incurred Losses andsLadjustment Expenses 1,647.; 1,647.: —

Insurance Expenses 675.5 685.¢ 10.4

Write-off of Goodwill and Other Intangibles Acquite 14.¢ 14.¢ —

Interest and Other Expenses 68.5 68.S —
Total Expenses 2,405.¢ 2,416.: 10.4
Income from Continuing Operations before Incomeékaand Equity in Net Loss of Former Investee 236.% 226.% (10.9
Income Tax Expense (67.5) (63.9) 3.7
Income from Continuing Operations before EquityNiet Loss of Former Investee 169.2 162.5 (6.7)
Equity in Net Loss of Former Investee 0.3 (0.7 —
Income from Continuing Operations 169.1 162.¢ (6.7)
Income from Discontinued Operations 15.t 15. —
Net Income $ 184€¢ $ 177¢  $ (6.7)
Income from Continuing Operations per Unrestrickdre:

Basic $ 27 $ 26z $ (0.1))

Diluted $ 27 $ 26z $ (0.11)
Net Income Per Unrestricted Share:

Basic $ 29t % 287 $ (0.12)

Diluted $ 298 % 287 $ (0.1

The following line items presented in the ConsdkdiaStatements of Comprehensive Income for thesyerailed December 31, 2012 , 2011 and 2010 were
affected by the adoption of the new accountingdsdaah

Year Ended December 31, 2012

As Computed As Reported with
without Change in Change in
DOLLARS IN MILLIONS Accounting Accounting Effect of Change
Net Income $ 109.7 $ 103.2 $ (6.3)
Total Comprehensive Income 164.¢ 158.1 (6.9

Year Ended December 31, 2011

As Originally
DOLLARS IN MILLIONS Reported As Adjusted Effect of Change
Net Income $ 837 $ 745 $ 9.2
Total Comprehensive Income 184.: 175.1 9.2
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTI NG CHANGES (Continued)

Year Ended December 31, 2010

As Originally
DOLLARS IN MILLIONS Reported As Adjusted Effect of Change
Net Income $ 184€¢ $ 177.¢  $ (6.7)
Total Comprehensive Income 283.2 276.F (6.7)

The following line items in the Consolidated Stages of Cash Flows for the years ended Decembe@P, , 2011 and 2010 were affected by the adojption
the new accounting standard:

Year Ended December 31, 2012

As Computed As Reported with
without Change in Change in
DOLLARS IN MILLIONS Accounting Accounting Effect of Change
Impact on Operating Activities:
Net Income $ 109.7 $ 103.2 $ (6.3)
Increase in Deferred Policy Acquisition Costs (19.9) (9.9 9.8
Change in Income Taxes (11.9) (14.9 (3.5)
Net Cash Provided by Operating Activities 65.7 65.7 —
Year Ended December 31, 2011
As Originally
DOLLARS IN MILLIONS Reported As Adjusted Effect of Change
Impact on Operating Activities:
Net Income $ 8371 $ 745 $ 9.2
Increase in Deferred Policy Acquisition Costs (22.3 (7.9 14.¢
Change in Income Taxes 22.2 17.2 (5.9
Net Cash Used by Operating Activities (25.0) (25.0) —
Year Ended December 31, 2010
As Originally
DOLLARS IN MILLIONS Reported As Adjusted Effect of Change
Impact on Operating Activities:
Net Income $ 184.¢ $ 177.¢  $ (6.7)
Increase in Deferred Policy Acquisition Costs (15.7) 4.7 10.4
Change in Income Taxes 12.4 8.7 (3.7)
Net Cash Provided by Operating Activities 58.t 58.t —

Line items presented in the Investing Activitiesl &inancing Activities sections of the ConsolidaBtdtements of Cash Flows for the years ended Dieeedi,
2012, 2011 and 2010 were unaffected by the adopfithe new accounting standard.

In May 2011, the FASB issued ASU 2011-8dnendments to Achieve Common Fair Value MeasuresneinDisclosure
Requirement<The standard is effective for the first interimasmual period beginning on or after December 1512The new
standard amends the existing fair value definiiad enhances disclosure requirements. The Compuptea the standard
in the first quarter of 2012 and, except for thdiidnal disclosure requirements, the initial apation of the standard did

not have an impact on the Company.
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In September 2011, the FASB issued ASU 2011Fe@8ting Goodwill for ImpairmenT.he standard is effective for the first

interim or annual period beginning on or after Daber 15, 2011. The standard amends ASC Topic 3Biatigibles” —

Goodwill and Other, and gives companies the option to first perforqualitative assessment to determine whethemitorse

likely than not that the fair value of a reportimgjt is less than its carrying amount. The Compaahgpted the standard in the first quarter of 20i®the initial
application of the standard did not have an impadhe Company.

In December 2011, the FASB issued ASU 2011B&ferral of the Effective Date for Amendments ®PRhesentation of

Reclassifications of Items Out of Accumulated O@@mprehensive Income in Accounting Standards WéplNat 201-05. The

standard deferred certain paragraphs in ASU 201G6Bprehensive Income (Topic 220): Presentationash@ehensive

Income, related to the presentation of reclassificatidjustments but also required companies to repanipcehensive income

either in a single continuous financial statemerihdwo separate but consecutive financial statémeélhe Company adopted

the standard in the first quarter of 2012. Othantthe inclusion of the Consolidated Statementah@rehensive Income, the initial application of #tendard
did not have an impact on the Company.

Accounting Standards Not Yet Adoptt

The FASB issues ASUs to amend the authoritatieeditire in ASC. There were seven ASUs issued i2 284t amend the original text of the ASC. The ASUs
are not expected to have a material impact on thpany.

NOTE 3. DISCONTINUED OPERATIONS
The Company accounts for Kemper's subsidiary, Eleesand the Company’s former Unitrin Business tasae operations as discontinued operations.

Summary financial information included in Incomerfr Discontinued Operations for the years ended Bbee 31, 2012 , 2011 and 2010 is presented below:

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2012 2011 2010

Interest, Loan Fees and Earned Discounts $ — 3 31 $ 97.€
Other Automobile Finance Revenues — 14 14
Gain on Sale of Loan Portfolios 12.€ 4.5 —
Total Automobile Finance Revenues 12.€ 37.7 99.C
Net Investment Income — 0.t 1.¢
Net Realized Gains on Sales of Investments — 04 —
Total Revenues Included in Discontinued Operations $ 12¢ 38€ $ 100.¢

Income (Loss) from Discontinued Operations befomme Taxes:

Fireside:
Results of Operations $ 02 $ 187 $ 24.¢€
Gain on Sale of Loan Portfolios 12.¢ 45 —
Unitrin Business Insurance:

Change in Estimate of Retained Liabilities Arisingm Discontinued Operations 6.2 (3.7 1.2
Income from Discontinued Operations before Incorareb 18.¢ 19.5 25.¢
Income Tax Expense 7.3 6.7 (10.9)
Income from Discontinued Operations $ 11€ $ 12¢ $ 55

Income from Discontinued Operations Per Unresili@bare:
Basic $ 0.2C

Diluted $ 0.2C

0.21
0.21

0.2t
0.2t

&
&

&
&
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NOTE 3. DISCONTINUED OPERATIONS (Continued)

During the first four months of 2011, all of ther@fécates of Deposits that were outstanding até»eber 31, 2010 either matured or were redeemedregide
in advance of their respective maturity dates. Gadl 31, 2012, Kemper's subsidiary, Fireside, caedefrom an industrial bank to a general business
corporation. Accordingly, Fireside is no longerukded by the Federal Depository Insurance Corgmratr the California Department of Financial Ihgtions.

During 2011, Fireside sold its active portfolioaftomobile loan receivables at a gain of $4.5 anillj net of transaction and other costs, whileimetg its
inactive portfolio of loans that had been previgudiarged-off (the “Inactive Portfolio”). The Inagt Portfolio was not carried on the Company’s Giidsited
Balance Sheet. During 2012, Fireside sold $283anilbf loans in the Inactive Portfolio at a gainfdf2.9 million, net of transaction, shutdown and other cos
$13.3 million , of which $3.7 million was unpaid@écember 31, 2012 .

In 2008, the Company sold its Unitrin Business tagge operations. The Company retained PropertyCaisdalty Insurance Reserves for unpaid insuresgos
that occurred prior to the date of the sale. Piypmard Casualty Insurance Reserves reported i@timepany’s Consolidated Balance Sheets inci@f®2 million
and $125.6 million at December 31, 2012 and 20&$pectively, for the retained liabilities. In aotance with GAAP, changes in the Company'’s estirohte
such retained liabilities after the sale are regmbets a separate component of the results of diroed operations. See Note 6Rfoperty and Casualty Insurar
Reserves ,” to the Consolidated Financial Statesnent

NOTE 4. INVESTMENTS

The amortized cost and estimated fair values ofCthmpany’s Investments in Fixed Maturities at Deben81, 2012 were:

Gross Unrealized

Amortized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Autesri $ 384.C $ 45.1 $ 0.2 $ 428.¢
States and Political Subdivisions 1,251.( 150.t 0.3 1,401.
Corporate Securities:

Bonds and Notes 2,615.! 385.¢ (7.5 2,993.

Redeemable Preferred Stocks 30.1 2.t — 32.¢

Mortgage and Asset-backed 3.2 1.C (0.9) 3.
Investments in Fixed Maturities $ 4,283¢ $ 584t $ (81 $ 4,860.:

Included in the fair value of Mortgage and Assetieal investments at December 31, 2012 are $2.8midf collateralized debt obligations , $1.3 naifli of
non-governmental residential mortgage-backed sgesiand $0.3 million of other asset-backed seesrit

The amortized cost and estimated fair values ofbmpany’s Investments in Fixed Maturities at DebenB1, 2011 were:

Gross Unrealized

Amortized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Autbsri $ 439.2 % 52.: % — 3 491.7
States and Political Subdivisions 1,705.( 148.¢ (0.9 1,852.¢
Corporate Securities:

Bonds and Notes 2,040.: 311.¢ (9.9 2,342.:

Redeemable Preferred Stocks 76.7 5.1 (0.2) 81.7

Mortgage and Asset-backed 4.8 1.C (0.9 5.1
Investments in Fixed Maturities $ 4266. $ 518.« § (11.) $ 4,773

Included in the fair value of Mortgage and Assetieal investments at December 31, 2011 are $2.8omidf collateralized debt obligations , $1.7 naifli of
non-governmental residential mortgage-backed sesiri$0.4 million of other asset-backed secuwitied $0.1 million of commercial mortgage-backed
securities .
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NOTE 4. INVESTMENTS (Continued)

The amortized cost and estimated fair values oCibiapany’s Investments in Fixed Maturities at Deben81, 2012 by contractual maturity were:

DOLLARS IN MILLIONS Amortized Cost Fair Value

Due in One Year or Less $ 64.C $ 65.€
Due after One Year to Five Years 606.( 639.C
Due after Five Years to Ten Years 1,139.: 1,251.¢
Due after Ten Years 2,280.¢ 2,690.:
Asset-backed Securities Not Due at a Single MatDdte 193.% 213.¢
Investments in Fixed Maturities $ 4,283¢ $ 4,860

The expected maturities of the Company’s InvestmenFixed Maturities may differ from the contraatmaturities because issuers may have the rigtdlter
prepay obligations with or without call or prepaympenalties. Investments in Asset-backed SecsiiNigt Due at a Single Maturity Date at December2812
consisted of securities issued by the Governmetioh& Mortgage Association with a fair value of8813 million , securities issued by the Federalidvet
Mortgage Association with a fair value of $19.6lmil , securities issued by the Federal Home Loamtyyage Corporation with a fair value of $0.6 roifliand
securities of other issuers with a fair value ofe$3illion .

There were no unsettled sales of Investments iad~Maturities at December 31, 2012 . Accrued Exgesid Other Liabilities at December 31, 2012 idetua
payable of $1.5 million for purchases of InvestrseéntFixed Maturities that settled in January 200t8%re were no unsettled sales or purchases otmests in
Fixed Maturities at December 31, 2011 .

Gross unrealized gains and gross unrealized lassdse Company’s Investments in Equity SecuritieBecember 31, 2012 were:

Gross Unrealized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real Estate $ 752 % 38 % 01 $ 79.2
Other Industries 18.¢ 3.8 0.9 21.:
Common Stocks:
Manufacturing 67.C 20.¢ (0.9 87.t
Other Industries 59.1 8.1 (0.5) 66.7
Other Equity Interests:
Exchange Traded Funds 119.¢ 6.2 — 125.¢
Limited Liability Companies and Limited Partnership 123.2 19.t (2.9 141.:
Investments in Equity Securities $ 462.7 % 625 $ (33 % 521.¢
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NOTE 4. INVESTMENTS (Continued)

Gross unrealized gains and gross unrealized lassé®e Company’s Investments in Equity SecuritieBecember 31, 2011 were:

Gross Unrealized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real Estate $ 94.s % 1cC $ 87 $ 86.7
Other Industries 18.C 2.€ (0.7) 20.5
Common Stocks:
Manufacturing 64.€ 18.¢ 0.3 83.4
Other Industries 41.¢ 7.4 (2.¢) 47.C
Other Equity Interests:
Exchange Traded Funds 66.C 0.€ — 66.€
Limited Liability Companies and Limited Partnership 82.¢ 11.7 (1.5 93.1
Investments in Equity Securities $ 3675 $ 422 3 (129 ¢ 397.2
An aging of unrealized losses on the Company’sdtments in Fixed Maturities and Equity SecuritieBecember 31, 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 Autbsri $ 40.¢ % 02 % — 3 — 3 40.¢ % (0.9
States and Political Subdivisions 6.2 (0.3 0.3 — 6.€ (0.3
Corporate Securities:
Bonds and Notes 268.t (5.2 38.1 (2.9 306.€ (7.5
Redeemable Preferred Stocks — — 0.4 — 0.4 —
Mortgage and Asset-backed — — 1.7 0.9 1.7 (0.9
Total Fixed Maturities 315.¢ (5.5 40.5 (2.€) 356.1 (8.2)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate — — 2.4 (0.3 2.4 (0.3
Other Industries 2.2 (0. 3 (0.3 6.C (0.9
Common Stocks:
Manufacturing 6.2 (0.9 — — 6.2 (0.9
Other Industries 14.2 (0.9 1.5 (0.2) 15.t (0.5)
Other Equity Interests:
Limited Liability Companies and Limited Partnership .8 (0.5 6.7 0.9 12.2 2.9
Total Equity Securities 28.c 2.1 14.1 1.2 42.¢ 3.9
Total $ 343.¢ % (76 $ 54¢€ $ (39 $ 3985 % (11.9

The Company regularly reviews its investment pdidftor factors that may indicate that a declindair value of an investment is other-than-tempgprahe
portions of the declines in the fair values of isiveents that are determined to be other-tieamporary are reported as losses in the Consatidat&tements

Income in the periods when such determinationsrerge.
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Unrealized losses on fixed maturities, which thenPany has determined to be temporary at Decemh&@0@® , were $8.1 million , of which $2.6 milliovas
related to fixed maturities that were in an unsdiloss position for 12 months or longer. Inclugtethe preceding table under the heading “LessTi#a
Months” there were unrealized losses of $0.3 nmilkd December 31, 2012 related to securities fachwthe Company has recognized credit losses imirggs.
There were no unrealized losses at December 32, r&dted to securities for which the Company leaegnized credit losses in earnings in the pregetdible
under the heading “12 Months or Longer.” Includedhie preceding table under the heading “12 MoatHsonger” are unrealized losses of $0.1 million at
December 31, 2012 related to securities for whHiegh@ompany has previously recognized foreign cayrdémsses in earnings. Investment-grade fixed nitgtur
investments comprised $3.8 million and below-inrrestt-grade fixed maturity investments comprise@® $4illion of the unrealized losses on investments i
fixed maturities at December 31, 2012 . Unrealipsdes for below-investment-grade fixed maturitiesuded unrealized losses totaling $0.1 milliondoe
issuer that the Company previously recognized oreurrency impairment losses in earnings. Foother remaining below-investment-grade fixed mauri
investments in an unrealized loss position, thealized loss amount, on average, was less thanf 3# amortized cost basis of the investment. At
December 31, 2012 , the Company did not have teatino sell these investments and it was not rhilety than not that the Company would be requiedell
these investments before recovery of its amorteed basis, which may be at maturity. Based orCiirapany’s evaluation at December 31, 2012 of the
prospects of the issuers, including, but not lichite, the credit ratings of the issuers of the stweents in the fixed maturities, and the Compaimtention to not
sell and its determination that it would not beuiegd to sell before recovery of the amortized @fstuch investments, the Company concluded tratiétlines
in the fair values of the Company’s investmentBxad maturities presented in the preceding tal#eatemporary at the evaluation date.

For equity securities, the Company considers varfaators when determining whether a decline irfélivevalue is other than temporary, including, bat
limited to:

¢ The financial condition and prospects of the isg

¢ The length of time and magnitude of the unrealipsd

« The volatility of the investmer

¢ Analyst recommendations and near term price ta

¢ Opinions of the Company’external investment manag

* Market liquidity;

» Debtlike characteristics of perpetual preferred staakd issuer ratings; a

¢ The Compan intentions to sell or ability to hold the investmbs until recover

The Company concluded that the unrealized lossés amvestments in preferred and common stocleaember 31, 2012 were temporary based on théveelat
short length and magnitude of the losses and dveeaket volatility. The Company’s investments ther equity interests include investments in liiti@bility
partnerships that primarily invest in distresseldtdmezzanine debt and secondary transactionsh@gadture of their underlying investments, the Canyp
believes that its investments in the limited lighipartnerships also exhibit debt-like charactérsswhich, among other factors, the Company carsigdvhen
evaluating these investments for impairment. Basedvaluations of the factors in the preceding gragh, the Company concluded that the declinelsaridir
values of the Company'’s investments in equity Séearwere temporary at December 31, 2012 .
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An aging of unrealized losses on the Company’sdtments in Fixed Maturities and Equity SecuritieBecember 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 Autesri $ 13 $ — 3 — 3 — 3 13 % —
States and Political Subdivisions 2.C — 12.C (0.9) 14.C (0.8)
Corporate Securities:
Bonds and Notes 169.€ (5.7 74.7 4.3 244.: (9.4)
Redeemable Preferred Stocks 0.€ (0.3 0.1 — 0.7 0.3
Mortgage and Asset-backed — — 2.7 0.9 2.7 (0.8
Total Fixed Maturities 173.t (5.9 89.t (5.9 263.( (11.3
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate 54.¢ (8.2) 2.2 (0.€) 57.1 (8.7)
Other Industries 1.8 — 2.8 (0.3 4.€ 0.3
Common Stocks:
Manufacturing 1kt (0.7 0.1 — 1.€ (0.3
Other Industries 10.7 1.9 — — 10.7 (1.8
Other Equity Interests:
Limited Liability Companies and Limited Partnership 17.1 2.5 — — 17.1 1.5
Total Equity Securities 86.C (115 5.1 (0.7 91.1 (12.2)
Total $ 259.t $ (16.7) $ 94€ $ 6.6 $ 3541 % (23.9)

Unrealized losses on fixed maturities, which thenPany determined to be temporary at December 311 2@ere $11.1 million , of which $5.9 million was
related to fixed maturities that were in an unzsdiloss position for 12 months or longer. Unredlilosses at December 31, 2011 related to secufidtievhich
the Company has recognized credit losses in eagintpe preceding table under either the headieg$ Than 12 Months” were insignificant. There weoe
unrealized losses at December 31, 2011 relateecurisies for which the Company has recognizeditteslses in earnings in the preceding table uttueer
heading “12 Months or Longer.” Included in the peing table under the heading “12 Months or Longe€ unrealized losses of $0.2 million at Decen3der
2011 related to securities for which the Comparg/ieaognized foreign currency losses in earninggedtment-grade fixed maturity investments comprise 7
million and below-investment-grade fixed maturity&stments comprised $5.4 million of the unrealipsdes on investments in fixed maturitie®atember 3:
2011 . Unrealized losses for below-investment-gfade maturities included unrealized losses tagf$0.2 million for one issuer that the Companyggtszed
foreign currency impairment losses in earninggdlieryear ended December 31, 2011 . For the othaining below-investment-grade fixed maturity
investments in an unrealized loss position, thealiwed loss amount, on average, was less thanf 48 amortized cost basis of the investment. At
December 31, 2011 , the Company did not have tieatino sell these investments and it was not rikety than not that the Company would be requir@gell
these investments before recovery of its amorttet basis, which may be at maturity. Based orCitrapany’s evaluation at December 31, 2011 of the
prospects of the issuers, including, but not lichite, the credit ratings of the issuers of the gtreents in the fixed maturities, and the Compamtantion to not
sell and its determination that it would not beuiegd to sell before recovery of the amortized @fstuch investments, the Company concluded tiratiéitlines
in the fair values of the Company’s investmentBxad maturities presented in the preceding tal#eatemporary at the evaluation date.

The vast majority of the Company’s preferred staokan unrealized loss position at December 31120dre perpetual preferred stocks of financialifasons.
The Company considers the debt-like characterisfigerpetual preferred stocks along with issugnga when evaluating impairment. All such prefdrstocks
paid dividends at the stated dividend rate
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during the twelve-month period preceding the evidnadate. The Company concluded that the declimése fair values of these perpetual preferredistavere
temporary in nature, largely driven by market ctinds, and since the Company intends to hold thargées until recovery, these investments were not
considered to be other-than-temporarily impaireBetember 31, 2011 . The Company concluded thairihealized losses on its investments in commocksto
at December 31, 2011 were temporary based on ldtéveeshort length and magnitude of the lossee. Chmpany’s investments in other equity interasthide
investments in limited liability partnerships thimarily invest in distressed debt, mezzanine @glot secondary transactions. By the nature of threderlying
investments, the Company believes that its investsiia the limited liability partnerships also eitidebt-like characteristics which, among othetdas, the
Company considers when evaluating these investri@nisipairment. Based on evaluations of the facttgscribed above that the Company considers when
determining whether a decline in the fair valuaofinvestment in equity securities is other thanperary, the Company concluded that the declingélsarfair
values of the Company'’s investments in equity séearwere temporary at December 31, 2011 .

The following table sets forth the pre-tax amoun®adTI credit losses, recognized in Retained Eagsifor Investments in Fixed Maturities held by @@mpany
as of December 31, 2012 , 2011 and 2010 , for waiphbrtion of the OTTI loss has been recognizefideumulated Other Comprehensive Income, and the
corresponding changes in such amounts.

DOLLARS IN MILLIONS 2012 2011 2010

Balance at Beginning of Year $ 38 % 24 $ 3.7
Additions for Previously Unrecognized OTTI Crediidses 11 2.2 5.3
Increases to Previously Recognized OTTI Credit Esss — — 04
Reductions to Previously Recognized OTTI Creditdess (0.3 (0.7 1.7
Reductions due to Intent to Sell Investments — — (5.1
Reductions for Investments Sold During Period (0.9 — (0.2)
Balance at End of Year $ 4€  $ 3¢ § 2.4

Equity Method Limited Liability Investments includevestments in limited liability investment compesand limited partnerships in which the Company’s
interests are not deemed minor and are accountechfter the equity method of accounting. The Comgjsainvestments in Equity Method Limited Liability
Investments are generally of a passive natureanttte Company does not take an active role imtheagement of the Equity Method Limited Liability
Investments. In 2012, aggregate investment incdossés) from Equity Method Limited Liability Invesents exceeded 10% of the Company’s pretax
consolidated net income. Accordingly, the Companglisclosing aggregated summarized financial datéd Equity Method Limited Liability InvestmentSuck
aggregated summarized financial data does notsept¢he Compang’proportionate share of the Equity Method Limitéability Investment assets or earnin
Aggregate total assets of the Equity

Method Limited Liability Investments in which theo@pany invested totaled $3,643.6 million and $4,988illion as of December 31, 2012 and 2011 ,
respectively. Aggregate total liabilities of thelityy Method Limited Liability Investments in whidhe Company invested totaled $421.0 million and0$24
million as of December 31, 2012 and 2011 , respelsti Aggregate net income (loss) of the Equity et Limited Liability Investments in which the Coamy
invested totaled $134.6 million , $(13.8) millionda$401.6 million for the years ended Decembe2812 , 2011 and 2010 , respectively. As of, andHeryear
ended, December 31, 2012, the aggregated summdinaedial data reflects the latest available ficiahinformation. The Compang’maximum exposure to Ic
at December 31, 2012 is limited to the total camgyvalue of $253.0 million . In addition, the Compéad outstanding commitments totaling approxifgate
$52.8 million to fund Equity Method Limited Liakji Investments at December 31, 2012 .
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The carrying values of the Company’s Other Investimat December 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011

Loans to Policyholders at Unpaid Principal $ 266.0 % 253.¢
Real Estate at Depreciated Cost 226.2 239.¢
Trading Securities 4.t 4.4
Other 0.t 0.€
Total $ 4975 % 498.%

NOTE 5. GOODWILL

Goodwill balances by business segment at Decenthe2(@2 and December 31, 2011 were:

DOLLARS IN MILLIONS 2012 2011

Kemper Preferred $ 49 $ 49.€
Kemper Specialty 42.€ 42.€
Life and Health Insurance 219.4 219.¢
Total $ 311.¢ % 311.¢

The Company tests goodwill for recoverability onaamual basis at the beginning of the first quaatet, if circumstances or events indicate thafdfrevalue of
a reporting unit may have declined below its caigyvalue, such tests are performed at intervemitegim periods. Accordingly, the Company testeddyat
associated with each of its reporting units folokezability on January 1, 2012 and January 1, 2Bibvever, no goodwill was associated with, andpediagly,
no testing was required for the Kemper Direct segmehe Company principally used projections otdimted future cash flows to estimate the fair @alaf the
reporting units tested. For each reporting uniegsthe estimated fair value exceeded the carmahge of the reporting unit, and the Company codetl that th
associated goodwill was recoverable at the aforéioreed dates tested.

Goodwill activity by business segment for the yeaded December 31, 2010 is presented below.

Balance at
Beginning of Write-off of Balance at End
DOLLARS IN MILLIONS Year Goodwill Other of Year
Kemper Preferred $ 496 $ — 3 — 49.€
Kemper Specialty 42.¢ — — 42.¢
Life and Health Insurance 239.¢ (24.9) (5.2) 219.¢
Total $ 331¢  $ (149 $ 5.2 $ 311.¢

The Company tested goodwill associated with eadts @éporting units for recoverability on Januar2010. The quoted value of Kemper's common steak
significantly below the book value per share of @@npany at September 30, 2010 and December 30, 2@tordingly, the Company also tested goodwill
associated with each of its reporting units folokerability at these intervening interim dates. le@er, no goodwill was associated with, and, acoglgti no
testing was required for the Kemper Direct segna¢iainy of the aforementioned dates in 2010. The@wom principally used projections of discountedifat
cash flows to estimate the fair values of the répgmunits tested. Except for the Company’s Reséfatonal reporting unit, for each reporting ueisted, the
estimated fair value exceeded the carrying valubefeporting unit at January 1, 2010 and eatheo&forementioned dates, and the Company conchhdéd
the associated goodwill was recoverable at eadlemfentioned date tested.

84




Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 5. GOODWILL (continued)

With respect to the Company’s Reserve Nationalntémpunit, the Company evaluated the goodwill agsted with it at four different evaluation dates -
January 1, 2010, March 31, 2010, June 30, 201(Baptember 30, 2010. The company concluded thatsheciated goodwill was recoverable at each ofitste
three aforementioned dates tested. With respebet&eptember 30, 2010 test date, the Companyntetd that the goodwill was not recoverable andtevodf
the entire $14.8 million of goodwill associatediwiReserve National.

NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES

Property and Casualty Insurance Reserve activitthiyears ended December 31, 2012 , 2011 and\2840

DOLLARS IN MILLIONS 2012 2011 2010
Beginning Property and Casualty Insurance Reserves:
Gross of Reinsurance at Beginning of Year $ 1,029.. $ 1,118.° $ 1,211.
Less Reinsurance Recoverables and IndemnificatiBeginning of Year 74.5 78.1 77.2
Property and Casualty Insurance Reserves, NetiosB@nce and Indemnification at Beginning of Year 954.¢ 1,040.¢ 1,133.¢

Incurred Losses and LAE related to:
Current Year:

Continuing Operations 1,253.: 1,338.! 1,310.!

Prior Years:
Continuing Operations (25.2) (35.0 (22.0)
Discontinued Operations (6.9 1. (2.9)
Total Incurred Losses and LAE related to Prior ¥ear (31.5) (33.0) (24.9
Total Incurred Losses and LAE 1,221.¢ 1,305.¢ 1,285.¢

Paid Losses and LAE related to:
Current Year:

Continuing Operations 801.¢ 887.% 825.7

Prior Years:
Continuing Operations 451.2 472.¢ 510.¢
Discontinued Operations 19.2 30.¢ 42.¢
Total Paid Losses and LAE related to Prior Years 470.4 503.7 553.2
Total Paid Losses and LAE 1,271.¢ 1,391. 1,378.¢
Property and Casualty Insurance Reserves, NetiaSR@nce and Indemnification at End of Year 904.4 954.¢ 1,040.¢
Plus Reinsurance and Indemnification Recoveralil&na of Year 66.2 74.5 78.1
Property and Casualty Insurance Reserves, Grd@singurance at End of Year $ 9706 $ 10290 $ 1,118°

Property and Casualty Insurance Reserves are éstirbased on historical experience patterns ameérueconomic trends. Actual loss experience assl lo
trends are likely to differ from these historicaperience patterns and economic conditions. Lopsrgnce and loss trends emerge over several frearghe
dates of loss inception. The Company monitors sunchrging loss trends on a quarterly basis. Changasch estimates are included in the Consolidated
Statements of Income in the period of change.

In 2012 , the Company reduced its property andatgsinsurance reserves by $31.5 million to recegriavorable development of losses and LAE frorarpri
accident years. Personal lines insurance loss Afdreserves developed favorably by $12.6 milliod aammercial lines insurance loss and LAE reserves
developed favorably by $18.9 million . Personabaubbile insurance loss and LAE reserves develofdedraely by $2.2 million , homeowners insurancs los
and LAE reserves developed favorably by $11.7 amltind other personal lines loss and LAE resereesldped favorably by $3.1 milliorPersonal automobi
loss and LAE reserves developed adversely for @4 2ccident year and developed favorably for 22009 and 2008 accident years. Homeowners
insurance loss and LAE reserves developed favodimyprimarily to the emergence of more favorabss Ipatterns than expected for the 2011, 2010 9@ 2
accident years and favorable
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development on certain catastrophes. Commercigs linsurance loss and LAE reserves included fal®ddyvelopment of $12.6 million from continuing
operations and $6.3 million from discontinued ofieres. Commercial lines insurance losses and LAEEmas developed favorably from continuing operetio
due primarily to the emergence of more favorabds lpatterns than expected for the four most rexegitient years. Commercial lines insurance losd gl
reserves developed favorably from discontinued atirs due primarily to the commutation of certiaisurance liabilities that had been previously el

In 2011 , the Company reduced its property andaigsinsurance reserves by $33.1 million to recegriavorable development of losses and LAE frorarpri
accident years. Personal lines insurance loss Afdreserves developed favorably by $29.3 milliod aammercial lines insurance loss and LAE reserves
developed favorably by $3.8 million . Personal $imesurance loss and LAE reserves developed falyodaie primarily to the emergence of more favordbés
patterns than expected for the 2010, 2009 and 2668ent years and favorable development on cectdastrophes.

In 2010 , the Company reduced its property andaigsinsurance reserves by $24.9 million to recegriavorable development of losses and LAE frorarpri
accident years. Personal lines insurance loss Afdreserves developed favorably by $21.6 milliod aammercial lines insurance loss and LAE reserves
developed favorably by $3.3 million . Personal $imesurance loss and LAE reserves developed falyodaie primarily to the emergence of more favordbts
patterns than expected for the 2009, 2007 and 2066@ent years, partially offset by adverse devalept on certain hurricanes.

The Company cannot predict whether loss and LAEres will develop favorably or unfavorably fronetamounts reported in the Company’s consolidated
financial statements. The Company believes thatsap development will not have a material effecttee Company’s consolidated financial positiort, ¢nuld
have a material effect on the Company’s consoldifitencial results for a given period.

Reinsurance and indemnification recoverables opentyg and casualty insurance reserves were $6@liamand $74.5 million at December 31, 2012 and 20
respectively. These recoverables are concentratbdseveral reinsurers, the vast majority of which highly rated by one or more of the principakistor
and/or insurance company rating agencies. While nfahese recoverables were unsecured at Dece3ih@012 and 2011 , the agreements with the rednsur
generally provide for some form of collateralizatiopon the occurrence of certain events. The largesverable on property and casualty insurant®iis
General Security National Insurance Company (“GSNI&€ subsidiary of SCOR and is unsecured. In 2802 Company acquired twosurance companies frc
SCOR. Under the agreement governing the acquisitithese insurance companies, SCOR and/or GSNi@eaponsible for all liabilities of these insuranc
companies incurred prior to the acquisition. Recables at December 31, 2012 and 2011 included $t#li®n and $21.8 million , respectively, from G8MN

NOTE 7. NOTES PAYABLE

Total debt outstanding at December 31, 2012 and 26:

DOLLARS IN MILLIONS 2012 2011
Senior Notes at Amortized Cost:
6.00% Senior Notes due May 15, 2017 $ 3572 $ 356.¢
6.00% Senior Notes due November 30, 2015 248.¢ 248.2
Mortgage Note Payable at Amortized Cost 5.8 5.€
Notes Payable at Amortized Cost $ 611 $ 610.¢€
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Interest Expense, including facility fees, accnetid discount and write-off of unamortized credit@ement issuance costs for the years ended Dec&hbe
2012, 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Notes Payable under Revolving Credit Agreement $ 1¢ $ 2C $ 2.C
Senior Notes Payable:

6.00% Senior Notes due May 15, 2017 22.1 22.C 22.C

6.00% Senior Notes due November 30, 2015 15.4 15.4 1.€

4.875% Senior Notes due November 1, 2010 — — 8.4
Mortgage Note Payable 04 04 04
Interest Expense before Capitalization of Interest 39.¢ 39.¢ 34.4
Capitalization of Interest (1.8 (2.5 (1.9)
Total Interest Expense $ 38.L $ 372§ 32.€

Interest Paid on Notes Payable, including facfligs, for the years ended December 31, 2012 , 20d 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Notes Payable under Revolving Credit Agreement $ 23 % 12 $ 1.2
Senior Notes Payable:
6.00% Senior Notes due May 15, 2017 21.€ 21.€ 21.€
6.00% Senior Notes due November 30, 2015 15.C 15.2 —
4.875% Senior Notes due November 1, 2010 — — 9.8
Mortgage Note Payable 04 0.4 0.4
Total Interest Paid $ 39.2 § 384 $ 33.C

On March 7, 2012, Kemper entered into the 2016 i€Agteement, a four-year, $325.0 million , unsexiyrevolving credit agreement, expiring March71&,
with a group of financial institutions. The 2016e@it Agreement replaced Kemper's Former Credit &grent, a $245.0 million , unsecured, revolving itred
agreement which was scheduled to expire on Oct@®e2012 and was terminated on March 7, 2012. Tlere no borrowings under the Former Credit
Agreement at either December 31, 2011 or at iteiteation. The 2016 Credit Agreement provides fredi and floating rate advances for periods upxo si
months at various interest rates. The 2016 Cregiiedment contains various financial covenantsudtiog limits on total debt to total capitalizatiaansolidatet
net worth and minimum risk-based capital ratioskemper’s largest insurance subsidiaries, Unitetilance and Trinity. Proceeds from advances uhéer t
2016 Credit Agreement may be used for general catp@urposes, including repayment of existing lmeéness. There were no outstanding borrowingsrunde
the 2016 Credit Agreement at December 31, 2012 aanordingly, $325.0 million was available fordteé borrowings.

During the third quarter of 2011, Kemper borrow&&$ million under the Former Credit Agreement. Pheceeds from the borrowing were used, in part, to
make a voluntary contribution of $83.7 million wlf fund the Company’s defined benefit pensiomplader the funding requirements of Employee Rwignet
Income Security Act of 1974, as amended ("ERISATe contribution consisted of cash of $32.2 millaowd 7,309,764 shares of Intermec common stock
purchased from Kemper's subsidiary, Trinity (seaeNt7 , “ Pension Benefits ,” to the ConsolidatéthRcial Statements). Kemper repaid $30.0 millind a
$65.0 million of the borrowing in September and @betr of 2011, respectively. Kemper had no outstamédivances under the Former Credit Agreement at
December 31, 2011.

In the fourth quarter of 2010, Kemper borrowed $idllion under the Former Credit Agreement. As dissed below, Kemper used a portion of the proceeds
from the issuance of its 2015 Senior Notes to répdyll the borrowings under the Former Credit Agment.

In 2010, Kemper issued $250 million of its 6.00%isenotes due November 30, 2015. The 2015 SenedNare unsecured and may be redeemed in whole at
any time or in part from time to time at Kemperfstion at specified redemption prices. Kemper isshed2015 Senior Notes for proceeds of $247.8 onillinet
of transaction costs, for an effective yield of B2.
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Kemper used a portion of the proceeds from thedalee 2015 Senior Notes to repay borrowings @fGtillion under the Former Credit Agreement and to
make a capital contribution of $60 million to itsosidiary, United Insurance.

In 2007, Kemper issued $360 million of its 6.00%isenotes due May 15, 2017. The 2017 Senior Natesinsecured and may be redeemed in whole at any
time or in part from time to time at Kemper’s optiat specified redemption prices. Kemper issue@@i& Senior Notes for proceeds of $354.8 millioet, of
transaction costs, for an effective yield of 6.19%

In 2003, Kemper issued $200 million of its 4.8758fisr notes due November 1, 2010 for an effectietdyof 5.04% . The 2010 Senior Notes were repaitl a
retired on November 1, 2010.

NOTE 8. LEASES

The Company leases certain office space under ancetable operating leases, with initial termsagfly ranging from one to ten years, along withiaps that
permit renewals for additional periods. The Compalsp leases certain equipment under non-canced@eleating leases, with initial terms typically gamg
from one to five years. Minimum rent is expensedaairaight-line basis over the term of the lease.

Net rental expense for operating leases for thesygradeDecember 31, 2012 , 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010

Minimum Rental Expense $ 33z % 31 % 35.€
Less Sublease Rental Income (2.5 (2.3 (2.9
Net Rental Expense $ 307 $ ISR 33.2

Future minimum lease payments under capital andatipg leases at December 31, 2012 were:

Capital Operating
DOLLARS IN MILLIONS Leases Leases
2013 $ 1¢ $ 28.2
2014 1.4 23t
2015 1.C 14.F
2016 1.C 12.2
2017 0.2 10.1
2018 and Thereafter — 7.8
Total Future Payments $ 55 $ 96.4
Less Imputed Interest 0.6)
Present Value of Minimum Capital Lease Payments $ 4.¢

The total of minimum rentals to be received infilteire under non-cancelable subleases was $6.bmit December 31, 2012 .
NOTE 9. SHAREHOLDERS’ EQUITY

Kemper is authorized to issue 20 million share$®10 par value preferred stock and 100 milliorrsh@f $0.10 par value common stock. No preferhedes
were issued or outstanding at December 31, 2012@hd . There were 58,454,390 shares and 60,248}&82s of common stock outstanding at December 31,
2012 and 2011 , respectively. Common stock outdtgridcluded 313,424 shares and 289,659 sharesa@rbber 31, 2012 and 2011 , respectively, that have
been issued, subject to certain vesting and o#tgrirements, in connection with the Company’s Iterga equity compensation plans. See Note 10 , ‘gkberm
Equity-based Compensation ,” to the Consolidateduirtial Statements for an additional discussiath@festrictions and vesting provisions.

On August 4, 2004, the Board of Directors declaetividend distribution of one preferred share pase right for each outstanding share of commakib
Kemper, pursuant to a shareholder rights plan.rights have a term of 10 years. The descriptiontards of the rights are set forth in a rights agrent
between Kemper and Computershare Trust Company, BisAights agent.
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NOTE 9. SHAREHOLDERS' EQUITY (Continued)

Kemper repurchased and retired 2.0 million shafés gommon stock in open market transactionsaggregate cost of $60.7 million in 2012 . Kemper
repurchased and retired 0.9 million shares ofatemon stock in open market transactions at an ggtgecost of $27.4 million in 201XKemper repurchased a
retired 1.4 million shares of its common stock ren market transactions at an aggregate cost of $3ilion in 2010 .

Various state insurance laws restrict the amouattah insurance subsidiary may pay in the formivifldnds, loans or advances without the prior apgirof
regulatory authorities. Also, that portion of asunance subsidiary’s net equity which results faifferences between statutory insurance accoumtiagtices
and GAAP would not be available for cash divideridans or advances. Kemper’s insurance subsidipgaekdividends of $95.0 million in cash to Kemper
2012 . In 2013, Kemper’s insurance subsidiariesld/be able to pay $179 million in dividends to Keenwithout prior regulatory approval. Kempgeimsuranc
subsidiaries had net assets of $2.5 billion , dh@iteed in accordance with GAAP, that were restddtem payment to Kemper without prior regulatoppeoval
at December 31, 2012 .

Kemper's insurance subsidiaries are required édfifilancial statements prepared on the basis tftety insurance accounting practices which is a
comprehensive basis of accounting other than G/Agi&utory capital and surplus for the Companys ¢ifd health insurance subsidiaries was $457.&mill
and $475.1 million at December 31, 2012 and 20&$pectively. Statutory net income for the Compari§e and health insurance subsidiaries was $102.0
million , $116.2 million and $80.4 million for theears ended December 31, 2012 , 2011 and 201peatdgely. Statutory capital and surplus for therpany’s
property and casualty insurance subsidiaries wd4.88nillion and $829.6 million at December 31, 2@hd 2011 , respectively. Statutory net incometfer
Company'’s property and casualty insurance subsdiavas $40.6 million , $30.6 million and $117.3limn for the years ended December 31, 2012 , 201l
2010, respectively. Statutory capital and surplud statutory net income exclude Fireside and pa@mpany operations.

Kemper's insurance subsidiaries are also requadnbld minimum levels of statutory capital and $uspo satisfy regulatory requirements. The minimum
statutory capital and surplus, or company actiorlleisk-based capital (‘“RBC"), necessary to sgtigfgulatory requirements for the Company’s lifel &ealth
insurance subsidiaries collectively was $118.6iamilat December 31, 2012 . The minimum statutopitaband surplus necessary to satisfy regulatory
requirements for the Company’s property and cagirdurance subsidiaries collectively was $300.ioni at December 31, 2012 . Company action levBCR
is the level at which a company is required to dileorrective action plan with its regulators amédgual to 200% of the authorized control level RBC

In 2012 , Kemper paid dividends of $56.9 milliont®shareholders. Except for certain financialestants under the 2016 Credit Agreement, thereare n
restrictions on Kemper’s ability to pay dividendsits shareholders. Certain financial covenantsjetg minimum net worth and a maximum debt to total
capitalization ratio, under the 2016 Credit Agreatmuld limit the amount of dividends that Kempeay pay to shareholders at December 31, 2012 . Kemp
had the ability to pay without restrictions $333lioin in dividends to its shareholders and still be impéiance with all financial covenants under the @ Credi
Agreement at December 31, 2012 .

NOTE 10. LONG-TERM EQUITY-BASED COMPENSATION

On May 4, 2011, Kemper’s shareholders approve@@id Omnibus Equity Plan (“Omnibus Plan”). The Obusi Plan replaced the Company’s previous
employee stock option plans, director stock opfitam and restricted stock plan (collectively, tiRibr Plans”). Awards previously granted underFhier Plans
remain outstanding in accordance with their oriieems. Beginning May 4, 2011, equity-based conspéion awards may only be granted under the Omnibus
Plan. A maximum number of 10,000,000 shares of k@mspmmon stock may be issued under the Omnibus(BHa “Share Authorization”). As of

December 31, 2012 , there were 9,278,531 commaeslk&ailable for future grants under the Omnilbas,Pof which 561,225 shares were reserved foréutu
grants based on the achievement of performance goder the terms of outstanding performance-baestdcted stock awards.

The design of the Omnibus Plan provides for furgise of shares to determine the number of shaadsalae for future grants, with a fungible conversfactor
of three to one, such that the Share Authorizatidihbe reduced at two different rates, dependinghe type of award granted. Each share of Kemge&moon
stock issuable upon the exercise of stock optiorssazk appreciation rights will reduce the numbieshares available for future grant under the &har
Authorization by one share, while each share of gentommon stock issued pursuant to “full valuera@aawill reduce the number of shares available forfe
grant under the Share Authorization by three shaFesl value awards” are awards, other than stogtions or stock appreciation rights, that ardesgthy the
issuance of shares of Kemper common stock anddediestricted stock, restricted stock units, pentoice shares, performance units, if settled wabkstand
other stock-based awards.
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NOTE 10. LONG-TERM EQUITY-BASED COMPENSATION (Conti nued)

Outstanding awards under the Omnibus Plan and Plaors at December 31, 2012 consisted of stanckamtk options, tandem stock option and stock
appreciation rights, time-vested restricted stauk performance-based restricted stock. Recipidmsstricted stock are entitled to full dividenddawoting rights
on the same basis as all other outstanding sh&ksnaper common stock, and all awards are subgefdrfeiture until certain restrictions have lapsed

For equity-based compensation awards with a gradsting schedule, the Company recognizes compensaxpense on a straight-line basis over the rigquis
service period for each separateBsting portion of the awards as if each award wiarsubstance, multiple awards. Compensation espenrecognized only f
those awards expected to vest, with forfeitureisneded at the date of grant based on the Compduistsrical experience and future expectations. tyepased
compensation expense was $5.8 million , $5.3 miliod $4.2 million for the years ended Decembe2812 , 2011 and 2010 , respectively. Total unaizenit
compensation expense related to nonvested awaBkscamber 31, 2012 was $5.3 million , which is exee to be recognized over a weighted-average ghefio
1.4 years .

The Compensation Committee of the Board of Dires;tor the Board’s authorized designee, has sotealien to determine the persons to whom awardsund
the Omnibus Plan are granted, and the materiaktefrthe awards. For stock options, material tarmolside the number of shares covered by such apton
the exercise price, vesting and expiration datesioh options. Options are non-transferable anéxeecisable in installments. Options to purchasmBer’s
common stock are granted at prices equal to thevdhie of Kemper's common stock on the date ofigrarior to 2003, only non-qualified stock optidred
been granted. Beginning in 2003, options granteshiployees were coupled with tandem stock appieniaights (“SARs”), settled in Kemper common stock
Employee options generally vest over a period afdgtand one-half years and expire ten years frenddite of grant. Each new member of the Board afdbors
who is not employed by the Company (“Non-Employée€ior”) receives an initial option to purchas80f shares of Kemper common stock immediately upon
becoming a director. Thereafter, on the date ofi emnual meeting of Kemper’s shareholders, elighda-Employee Directors automatically receive ahnua
grants of options to purchase 4,000 shares of canstozk for so long as they remain eligible direst&uch options granted to Non-Employee Direcioes
exercisable one year from the date of grant atarcese price equal to the fair market value of igen's common stock on the date of grant and exjfirgears
from the date of grant.

All of the Company'’s prior stock option plans indkd provisions, subject to certain limitationsatdgomatically grant restorative, or reload stockas
(“Restorative Options”), to replace shares of ppesly owned Kemper common stock that an exercisptgn holder surrenders, either actually or
constructively, to satisfy the exercise price antéa withholding obligations relating to the exisez The restorative feature was eliminated praspsyg for
original option awards granted on or after Febriggr2009. Restorative Options may still be gransedbject to certain limitations, in connection wiitle exercise
of original options granted before February 3, 208storative Options are subject to the same tarmd<onditions as the original options, including
expiration date, except that the exercise priagigl to the fair value of Kemper common stocktendate of grant of a Restorative Option and cahaot
exercised until six months after the date of grahe grant of a Restorative Option does not réswdh increase in the total number of shares atidrepheld by
an employee, but changes the mix of the two.

The Company uses the Black-Scholes option pricindehto estimate the fair value of each optiontendate of grant. The expected terms of options are
developed by considering the Company’s historibals option exercise experience, demographic pmfilistorical share retention practices of emmeyand
assumptions about their propensity for early eserai the future. Further, the Company aggregatsisidual awards into relatively homogenous grotizg
exhibit similar exercise behavior to obtain a m@kned estimate of the expected term of optionge€ted volatility is estimated using weekly higtar
volatility. The Company believes that historicalatdity is currently the best estimate of expectedatility. For original option grants made in Z)the dividenc
yield assumed was the annualized continuous didigégld on Kemper common stock on the date of greimé dividend yield in 2012 and 2011 was calculate
by taking the natural logarithm of the annualizézld/divided by the Kemper common stock price andlate of grant. The Company believes that babiag t
dividend yield on the current annualized yieldikelly to be more consistent with the actual yieldlidg the expected life of the option. The riskefiaterest rate
was the yield on the grant date of U.S. Treasurg zeupon issues with a maturity comparable tcettpgected term of the option.
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NOTE 10. LONG-TERM EQUITY-BASED COMPENSATION (Conti nued)

The assumptions used in the Black-Scholes priciadehfor options granted during the years endeceBer 31, 2012, 2011 and 2010 , were as follows:

2012 2011 2010
RANGE OF VALUATION ASSUMPTIONS
Expected Volatility 29.3% - 53.8% 41.2¢% - 55.16% 40.55% - 50.51%
Risk Free Interest Rate 0.1€ - 1.2¢ 1.3C - 2.87 1.7¢C - 3.2C
Expected Dividend Yield 29z - 3.2¢ 3.1 - 3.3¢ 3.2 - 3.5¢
WEIGHTED-AVERAGE EXPECTED LIFE IN YEARS
Employee Grants 1 -7 38 -7 4 -7
Director Grants 6 6 6

Option and SAR activity for the year ended Decen®igr2012 is presented below:

Weighted-
Weighted- Average Aggregate
Shares Average Remaining Intrinsic
Subject to Exercise Price Contractual Value
Options Per Share ($) Life (in Years) ($ In Millions)
Outstanding at Beginning of the Year 3,632,39 $ 40.7¢
Granted 265,45: 29.81
Exercised (222,949 16.32
Forfeited or Expired (482,84¢) 47.1C
Outstanding at December 31, 2012 3,192,05. 40.5¢ 397 $ 3.C
Vested and Expected to Vest at December 31, 2012 3,162,63 $ 40.6¢ 393 % 2.9
Exercisable at December 31, 2012 2,736,98 $ 42.6¢ 3.24 $ 2.C

The weighted-average grant-date fair values obagtgranted during 2012 , 2011 and 2010 were $%801L1 and $7.60 , respectively. Total intrinsiue of
stock options exercised was $3.0 million , $0.3iomland $0.3 million for the years ended Decen81r2012 , 2011 and 201@espectively. Cash received fri
option exercises was $1.3 million , $0.2 milliord&B0.5 million for the years ended December 3122011 and 2010 , respectively. Total tax beseéalized
for tax deductions from option exercises were $idillon , $0.1 million and $0.1 million for the yemended December 31, 2012 , 2011 and 2010 , rasggc

Information pertaining to options outstanding atBmber 31, 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 ($)
$ 10.0C - $ 15.0C 38,00( $ 13.5¢ 6.09 38,00( $ 13.5¢
15.01 - 20.0¢ 8,00( 16.4¢ 6.35 8,00( 16.4¢
20.01 - 25.0C 293,75( 23.7¢ 7.28 161,31: 23.6¢
25.01 - 30.0C 584,75( 28.6¢ 8.16 266,12! 28.2C
30.01 - 35.0C 6,614 31.92 5.84 2,614 31.1¢
35.01 - 40.0¢ 340,57° 37.2¢ 4.81 340,57° 37.2%
40.01 - 45.0( 400,08 43.5¢ 1.46 400,08 43.5¢
45.01] - 50.0C 1,185,74 48.6: 2.42 1,185,74 48.6:
50.01 - 55.0C 334,53; 50.8¢ 1.03 334,53; 50.8¢
10.0(C - 55.0C 3,192,05- 40.5:¢ 3.97 2,736,98! 42.6¢
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NOTE 10. LONG-TERM EQUITY-BASED COMPENSATION (Conti nued)

The grant-date fair values of time-based restristedk awards are determined using the closingmidemper common stock on the date of grant.\Atgti
related to nonvested time-based restricted stacthéoyear ended December 31, 2012 was as follows:

Weighted-

Average

Time-Based Grant-Date

Restricted Fair Value

Shares Per Share
Nonvested Balance at Beginning of the Year 116,78 $ 23.3¢
Granted 72,12¢ 29.9(
Vested (42,829 24.41
Forfeited (19,73¢) 26.7(
Nonvested Balance at End of Period 126,34¢ $ 26.1¢

Prior to February 3, 2009, only awards of time-gdgeestricted stock had been granted. Beginningetmuary 3, 2009, in addition to time-vested rettd stock
granted to certain employees and officers, the Gomybegan awarding performance-based restricte#f stacertain officers and employees. The initiafier
of shares awarded to each participant of a perfocebased restricted stock award represents the stietesould vest if the performance goals were achdea
the “target” performance level. The final payoutloése awards will be determined based on KempaBsshareholder return over a three-year perfamea
period relative to a peer group comprised of @le¢bmpanies in the S&P Supercomposite Insuran@xind

Performance-based restricted stock awards areckaxee a three-year performance period. If, atethe of the performance period, the Company’s redati
performance:

¢ exceeds the “targefferformance level, additional shares of stock béllissued to the award recipie

« is below the “target” performance level, onlpartion of the shares of performance-based resttristock originally issued to the award recipieitit w
vest; or

e is below a “minimum” performance level, nonetloé shares of performanbased restricted stock originally issued to therdwecipient will ves

The grant date fair values of the performance-bassiicted stock awards are determined using tbet&Carlo simulation method. The Monte Carlo satiah
model produces a riskeutral simulation of the daily returns on the coonnstock of Kemper and each of the other companésded in the Peer Group. Retu
generated by the simulation depend on the riskifreest rate used and the volatilities of, areldbrrelation between, these stocks. The modellateristock
prices and dividend payouts to the end of the tyeser performance period. Total shareholder retaraggenerated for each of these stocks basedeon th
simulated prices and dividend payouts. The totafedolder returns are then ranked, and Kemper'slated ranking is converted to a payout percentaged
on the terms of the performance-based restrictak stwards. The payout percentage is applied tsithelated stock price at the end of the perforregeriod,
reinvested dividends are added back, and theisoti$counted to the valuation date at the risk-fige. This process is repeated approximatelyhimmsand
times, and the grant date fair value is equal ¢écatverage of the results from these trials.

Activity related to nonvested performance-basettiotsd stock for the year ended December 31, 2@d4as follows:

Weighted-

Average

Performance- Grant-Date

Based Restricted Fair Value

Shares Per Share
Nonvested Balance at Beginning of the Year 172,87 $ 29.8¢
Granted 68,57¢ 36.6¢
Vested (51,59¢) 14.0¢
Forfeited (2,779 31.11
Nonvested Balance at End of Period 187,07t $ 36.7(
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NOTE 10. LONG-TERM EQUITY-BASED COMPENSATION (Conti nued)

The number of additional shares that would be giftthe Company were to meet or exceed the maxiperformance levels related to the outstanding
performance-based shares for the 2012 and 2014-ye@ performance periods was 68,275 common shark63,725 common shares, respectively, (as “full
value awards,” the equivalent of 204,825 sharesl&iql75 shares, respectively, under the Shareofiattion) at December 31, 2012 . For the 2010etyear
performance period, the Company exceeded targfirpaance levels with a payout percentage of 114¢cordingly, an additional 6,996 shares of stockeve
issued to award recipients on February 2, 2013 tHe2009 three-year performance period, the Compaceeded target performance levels with a payout
percentage of 183% . Accordingly, an additionalf2@, shares of stock were issued to award recip@ntgnuary 31, 2012 (the “2009 Additional Shares”)

The total fair value of restricted stock, includitig 2009 Additional Shares, that vested during/tee ended December 31, 2012 was $4.0 millionthedax
benefits for tax deductions realized from the vestin such restricted stock was $1.4 million . Tdtel fair value of restricted stock that vestedinly the year
ended December 31, 2011 was $1.4 million and thédaefits for tax deductions realized from thetingson such restricted stock was $0.5 million eThtal
fair value of restricted stock that vested during year ended December 31, 2010 was $2.2 millidrttetax benefits for tax deductions realized ftbm
vesting on such restricted stock was $0.8 million .

NOTE 11. RESTRUCTURING EXPENSES

Activity related to restructuring costs from conting operations for the years ended December 312 20011 and 2010 is presented below:

DOLLARS IN MILLIONS 2012 2011 2010
Liability at the Beginning of Year:

Employee Termination Costs $ 07 $ 0€ $ 1.€

Early Lease Termination Costs 1.C 0.1 0.€

Other Associated Costs — — —
Liability at the Beginning of Year 1.7 0.7 2.2
Expenses Incurred:

Employee Termination Costs 5.1 2.1 1.1

Early Lease Termination Costs 2.C 14 —

Other Associated Costs 0.1 0.1 —
Total Expenses Incurred 7.2 3.€ 1.1
Payments of:

Employee Termination Costs 3.2 2.C 2.1

Early Lease Termination Costs 0.7 0.t 0.t

Other Associated Costs 0.1 0.1 —
Total Payments 4.C 2.€ 2.€
Liability at End of Year:

Employee Termination Costs 2.€ 0.7 0.€

Early Lease Termination Costs 2.3 1.C 0.1

Other Associated Costs — — —
Liability at End of Year $ 49 % 17 % 0.7
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NOTE 12. INCOME FROM CONTINUING OPERATIONS PER UNRE STRICTED SHARE

The Company's awards of restricted common stockaiorm right to receive non-forfeitable dividend&lgarticipate in the undistributed earnings witmenon
shareholders. Accordingly, the Company is requiceapply the two-class method of computing basit dituted earnings per share.

A reconciliation of the numerator and denominateediin the calculation of Basic Income from ConitiguOperations Per Unrestricted Share and Diluted
Income from Continuing Operations Per UnrestriGare for the years ended December 31, 2012 ,28d 2010 is as follows:

2012 2011 2010
DOLLARS IN MILLIONS
Income from Continuing Operations $ 91 $ 617 $ 162.
Less Income from Continuing Operations AttributedRestricted Shares 0.t 0.3 0.8
Income from Continuing Operations Attributed to Estricted Shares 91.: 61.4 161.¢
Dilutive Effect on Income of Kemper Equity-basednensation Equivalent Shares — — —
Diluted Income from Continuing Operations Attribdt® Unrestricted Shares $ 91: % 614 $ 161.€
SHARES IN THOUSANDS
Weighted-Average Unrestricted Shares Outstanding 58,857.: 60,262. 61,681.:
Kemper Equity-based Compensation Equivalent Shares 1417 103.¢ 85.7
Weighted-Average Unrestricted Shares and Equiva@eates Outstanding Assuming Dilution 58,999.( 60,366.! 61,766.!
PER UNRESTRICTED SHARE IN WHOLE DOLLARS
Basic Income from Continuing Operations Per Uniesd Share $ 155 $ 1.0z $ 2.62
Diluted Income from Continuing Operations Per Utieted Share $ 154 % 10z % 2.62

The dilutive effect of Investee Equivalent Sharedrecome from Continuing Operations was not sigaitfit for the year ended December 31, 2010 .

Options outstanding to purchase 2.8 million , 3iion and 4.1 million shares of Kemper common &taere excluded from the computation of Kemper Bqui
based Compensation Equivalent Shares and Weightedage Common Shares and Equivalent Shares Ouitsgafissuming Dilution for the years ended
December 31, 2012, 2011 and 2010, respectivebalse the exercise price exceeded the averagetrpaide.
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NOTE 13. OTHER COMPREHENSIVE INCOME AND ACCUMULATED OTHER COMPREHENSIVE INCOME

The components of Other Comprehensive Income Béfim@me Taxes for the years ended December 31, 20AP1 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Other Comprehensive Income (Loss) Before Incomee$ax
Unrealized Holding Gains (Losses) Arising During ®eriod Before Reclassification Adjustment $ 157.¢  $ 2321 % 195.¢
Reclassification Adjustment for Amounts Included\Niat Income (61.2) (30.9) (18.¢)
Unrealized Holding Gains (Losses) 96.7 201.2 177.C
Foreign Currency Translation Adjustments Arisingring the Period Before Reclassification Adjustment 1.€ 0.4 (2.€)
Reclassification Adjustment for Amounts IncludedNet Income — — 2.1
Foreign Currency Translation Adjustments 1.€ 0.4 (0.5)
Equity in Other Comprehensive Income of Former stee — — 2.8
Unrecognized Postretirement Benefit Costs Arisingify the Year (29.9 (53.9 (27.9
Amortization of Unrecognized Postretirement Ben€fists 16.2 8.7 1.2
Net Unrecognized Postretirement Benefit Costs (13.2) (45.2) (26.7)
Other Comprehensive Income Before Income Taxes $ 851 $ 156« $ 152.5
The components of Other Comprehensive Income Taef8gExpense) for the years ended December 312 22011 and 2010 was:
DOLLARS IN MILLIONS 2012 2011 2010
Income Tax Benefit (Expense):
Unrealized Holding Gains and Losses Arising Dutingl Period Before Reclassification Adjustment $ (55.9 $ (825 $ (69.2)
Reclassification Adjustment for Amounts Included\iat Income 21t 10.€ 6.€
Unrealized Holding Gains and Losses (34.9 (71.6) (62.6)
Foreign Currency Translation Adjustments Arisingring the Period Before Reclassification Adjustment (0.€) (0.7) 1.C
Reclassification Adjustment for Amounts IncludedNet Income — — (0.9
Foreign Currency Translation Adjustment (0.6 (0.7 0.2
Equity in Other Comprehensive (Income) Loss of Farinvestee — — (1.0
Unrecognized Postretirement Benefit Costs Arisingify the Year 10.3 19.C 9.8
Amortization of Unrecognized Postretirement Ben€fists (5.9 (3.9 (0.5
Net Unrecognized Postretirement Benefit Costs 4.€ 15.€ 9.2
Other Comprehensive Income Tax Benefit (Expense) $ (304 s (55. $ (54.)
The components of Accumulated Other Comprehensieenhe at December 31, 2012 and 2011 were:
DOLLARS IN MILLIONS 2012 2011
Unrealized Gains on Investments, Net of Income $axe
Available for Sale Fixed Maturities with Portion ©fT TI Recognized in Earnings $ 14 $ 1.t
Other Net Unrealized Gains on Investments 408.1 3455
Foreign Currency Translation Adjustments, Net afoime Taxes 0.7 0.3
Net Unrecognized Postretirement Benefit Costs,dfléticome Taxes (97.5 (88.9
Accumulated Other Comprehensive Income $ 3125 % 258.(
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NOTE 14. INCOME FROM INVESTMENTS

Net Investment Income for the years enDecember 31, 2012 , 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Investment Income:
Interest and Dividends on Fixed Maturities $ 246.1 % 246.¢ 3 243.¢
Dividends on Equity Securities 25.7 25.2 16.C
Short-term Investments 0.2 0.1 .3
Loans to Policyholders 18.¢ 17.7 16.E
Real Estate 27.4 26.C 27.1
Equity Method Limited Liability Investments 9.3 9.€ 48.¢
Other 0.1 0.2 —
Total Investment Income 327.i 325.5 352.t
Investment Expenses:
Real Estate 26.1 25.¢ 25.7
Other Investment Expenses 5.7 1.€ 1.1
Total Investment Expenses 31.¢ 27.k 26.¢
Net Investment Income $ 295.¢ % 298.C % 325.7

Other Receivables includes accrued investment iercoin$72.4 million and $76.1 million at December 3@12 and 2011 , respectively.

The components of Net Realized Gains on Salesvestments for the years ended December 31, 20021, &nd 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010
Fixed Maturities:

Gains on Sales $ 56.¢ $ 14z  $ 21k

Losses on Sales (0.3 0.3 (0.3
Equity Securities:

Gains on Sales 8.2 34.C 11.7

Losses on Sales (0.2 (13.5) —
Former Investee — Intermec:

Gains on Sales — — 0.8
Real Estate:

Gains on Sales 0.2 0.1 8.2
Other Investments:

Gains on Sales — — 0.1

Losses on Sales — 0.3 (0.3

Trading Securities Net Gains (Losses) 0.2 (0.9) 0.t
Net Realized Gains on Sales of Investments $ 65.2 $ 337 $ 42.€

During the second and third quarters of 2010, Tyisold a total of 1.5 million shares of Intermexranon stock. As a result of these sales, the Coyman
approximate voting percentage in Intermec was redte 18% at September 30, 2010. As a result sfdf@nge in ownership and other qualitative factbies
Company determined that its investment in the comstock of Intermec no longer qualified for the ggumethod of accounting. Accordingly, Equity in Ne
Loss of Former Investee for the year ended Dece®be2010 relates to the Company’s proportionateesbf results that Intermec reported for a portibthe
year. During the fourth quarter of 2010, Trinitydsan additional 0.3 million shares of Intermec eoom stock. Net Realized Gains on Sales of Investsnen
includes gains of $5.4 million arising from theesabf Intermec common stock for the year ended ibee 31, 2010, of which $0.8 million has been r&gmbas
net realized gains on sales of investee and $4l®mhas been included in net realized gains dessaf equity securities. In 2011, the Company aksgl of its
remaining
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NOTE 14. INCOME FROM INVESTMENTS (Continued)

holdings of 10.9 million shares of Intermec comnstwck, of which 3.6 million shares were sold in opearket transactions at a gain of $8.3 million @Rl
million shares were contributed to Company’s pemgilain at a loss of $7.0 million . See Note 1Pghsion Benefits ,” to the Consolidated Financtaté&nents.

The components of Net Impairment Losses Recogriz&arnings reported in the Consolidated Statemafnitscome for the years ended December 31, 2012 ,
2011 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010

Fixed Maturities $ @ $ 22 $ (14.9
Equity Securities (1.9 1.9 (2.3
Real Estate (3.2 (7.2) —
Net Impairment Losses Recognized in Earnings $ 6.9 $ 119 % (16.5)

NOTE 15. INSURANCE EXPENSES

Insurance Expenses for the years ended Decemb20382,, 2011 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010
Commissions $ 366.1 $ 363t $ 358.¢
General Expenses 262.¢ 270.7 273.%
Taxes, Licenses and Fees 447 46.4 47.c
Total Costs Incurred 673.% 680.( 679.¢
Policy Acquisition Costs:

Deferred (266.9) (268.5) (276.9

Amortized 257.( 260.7 272.2
Net Policy Acquisition Costs Deferred 9.9 (7.9) (4.7)
Life VIF and P&C Customer Relationships Amortized 8.C 11.4 11.C
Insurance Expenses $ 6725 % 683.¢ $ 685.¢

Commissions for servicing policies are expenseid@sred, rather than deferred and amortized.
NOTE 16. INCOME TAXES

Current and Deferred Income Tax Assets at DeceBbe2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011

Current Income Tax Assets $ 54 % 2.5
Deferred Income Tax Assets 6.€ 10.7
Valuation Allowance for State Income Taxes (6.€) (6.9)
Current and Deferred Income Tax Assets $ 54 $ 6.4

The components of Liabilities for Income Taxes acBmber 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011

Deferred Income Tax Liabilities $ 151 $ —
Unrecognized Tax Benefits 6.4 6.2
Liabilities for Income Taxes $ 21 % 6.2
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NOTE 16. INCOME TAXES (Continued)

The tax effects of temporary differences that gise to significant portions of the Company’s Netf@red Income Tax Assets (Liabilities)2e¢cember 31, 20!
and 2011 were:

DOLLARS IN MILLIONS 2012 2011
Deferred Income Tax Assets:
Insurance Reserves $ 792 % 76.€
Unearned Premium Reserves 44.1 45.C
Tax Capitalization of Policy Acquisition Costs 73.€ 73.5
Net Operating Loss Carryforward 100.7 98.1
Payroll and Employee Benefit Accruals 79.¢ 67.¢
Other 10.7 11.7
Total Deferred Income Tax Assets 388.: 372.¢
Deferred Income Tax Liabilities:
Deferred Policy Acquisition Costs 104.1 102.¢
Value of Insurance in Force Acquired 25.2 25.¢
Investments 208.¢ 182.C
Depreciable Assets 29.2 22t
Goodwill and Licenses 23.t 22.¢
Other 6.2 5.7
Total Deferred Income Tax Liabilities 396.¢ 362.2
Valuation Allowance for State Income Taxes 6.€ 6.8
Net Deferred Income Tax Assets (Liabilities) $ (15.) $ 3.6

Deferred Income Tax Assets include Net OperatingsL{ONOL”") Carryforwards of $100.7 million and $38nillion at December 31, 2012 and 2011,
respectively, which include federal net operatiogs|carryforwards of $94.4 million and $91.2 miiliorespectively, and state net operating losyfmwards of
$6.3 million and $6.9 million , respectively. Thepéation of the federal net operating loss canyfards and the related deferred income tax assetesented
below by year of expiration.

DOLLARS IN MILLIONS NOL Carryforwards Deferred Tax Asset
Expiring in:
2017 through 2020 $ 109.C $ 38.2
2021 through 2025 53.¢ 18.¢
2026 through 2030 32.1 11.2
2031 through 2032 74.€ 26.2
Total All Years $ 269. $ 94.4

Except for the net operating losses scheduledpoein 2031 through 2032, all of the federal ne¢mting loss carryforwards were acquired in cotioeavith
business acquisitions made in prior years andubjest to annual usage limitations under the IrgeRevenue Code. The Company expects to fullyzetihese
federal net operating loss carryforwards. The stateoperating loss carryforwards relate to Firesile majority of which are scheduled to expir@029.
Deferred tax asset valuation allowances of $6.Goniand $6.8 million were required at DecemberZ112 and 2011 , respectively, and relate to statme
taxes for Fireside.

Income taxes paid were $52.2 million in 2012 . Imeataxes refunded, net of income tax paid of $&¥lllon , were $4.1 million in 2011 , and income¢s paid
were $65.1 million in 2010 , respectively.

The Company has not provided Federal income taxeld.7 million of Mutual Savings Life’s income aad prior to 1984 which is not subject to incomesta
under certain circumstances. Federal income tax®S.d million would be paid on such income ifstdistributed to shareholders in the future or ifdes not
continue to meet certain limitations.
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NOTE 16. INCOME TAXES (Continued)

A reconciliation of the beginning and ending amaaftinrecognized tax benefits for the years endecenber 31, 2012 , 2011 and 2010 is as follows:

DOLLARS IN MILLIONS 2012 2011 2010

Balance at Beginning of Year $ 6.2 $ 7€ % 11.7
Reductions for Tax Positions of Current Period — 1.9 2.7
Additions for Tax Positions of Prior Years 0.2 0.2 26.€
Reduction for Expiration of Federal Statute of Ltiaions — — (28.9)
Balance at End of Year $ 64 $ 6.2 $ 7.8

The statute of limitations related to Kemper asckifgible subsidiaries’ consolidated Federal inedax returns is closed for all tax years up toiactliding
2006. The expiration of the statute of limitatiorfated to the various state income tax returnsKeanper and its subsidiaries file varies by state.

During the first quarter of 2012, the Internal Rewe Service (“IRS”) began an audit of the Compa2@89 and 2010 federal income tax returns. The Goyp
reported a capital loss and a net operating logs 2009 federal income tax return and a net dpgraoss in its 2010 federal income tax returne Bompany
has carried these losses back to earlier tax yeae though the Company has already receivecdefads from carrying these losses back to sucleesalx
years, approval by the Joint Committee on Taxafid6T") is still required by law. The JCT has regtexd that the IRS perform an audit of these yeeiwré
approving the refunds. In connection with the gautié Company extended the federal statute ofdiioits related to the 2007 and 2008 tax years Detember
31, 2013. The Company does not anticipate a mateddification to the filed returns or the refurttiat were received.

During the third quarter of 2012, the lllinois Deaent of Revenue began an audit of the 2009 at@ 24k years. The Company does not anticipate arraht
modification to the filed returns.

Included in the balance of unrecognized tax bemefiDecember 31, 2012 , 2011 and 2010 are takigusof $3.5 million , $3.7 million and $5.7 mdh ,
respectively, for which the ultimate deductibilis/highly certain but for which there is uncertgiabout the timing of such deductibility. Becau$¢he impact
of deferred income tax accounting, other thanriterest and penalties, the disallowance of theteshdeductibility period would not affect the effiee income
tax rate but would accelerate the payment of cashet taxing authority to an earlier period.

The Company recognizes interest and penaltiesyif lated to unrecognized tax benefits in incdaxeexpense. The liability for unrecognized taxdfdaa
included accrued interest of $2.9 million , $2.8liom and $2.1 million at December 31, 2012 , 2@hd 2010 , respectively. Tax expense for the yede@
December 31, 2012 includes interest expense ofi#illién related to unrecognized tax benefits fdopyears. Tax expense for the year ended DeceBiher
2011 includes interest expense of $0.4 millionteglao unrecognized tax benefits for prior yeaesx &xpense for the year ended December 31, 20l@lexa
net interest benefit of $2.1 million , which is cprised of an interest benefit of $2.8 million raswg from the expiration of the statutes of limitets referred to
above, and interest expense of $0.7 million oneogrized tax benefits for prior years.

The components of Income Tax Expense from Contq@perations for the years ended December 31, 22021 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010

Current Income Tax Expense $ (439 $ 439 $ (42.€)
Deferred Income Tax Benefit (Expense) 12.¢ 35.2 (25.9)
Unrecognized Tax Benefit (0.2) 1.€ 3.
Income Tax Expense $ (30.6) $ (6.6€) $ (63.9)
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NOTE 16. INCOME TAXES (Continued)

A reconciliation of the Statutory Federal IncomexExpense and Rate to the Comparigffective Income Tax Expense and Rate from CaimgnOperations fc
the years ended December 31, 2012, 2011 and 2840 w

2012 2011 2010
DOLLARS IN MILLIONS Amount Rate Amount Rate Amount Rate
Statutory Federal Income Tax Expense $ (42.9) 35.(% $ (23.9 35.(% $ (79.9) 35.C%
Tax-exempt Income and Dividends Received Deduction 13.¢ (11.9 17.7 (26.0) 19.C (8.4)
State Income Taxes (0.8) 0.7 (2.0 1.t (2.0 04
Nondeductible Goodwill — — — — (5.2) 2.3
Other, Net 0.9 0.7 0.€ (1.0 2.7 (1.7
Effective Income Tax Expense $ (30.6 25(% $ (6.€) 9E% $ (63.9) 28.2%

Comprehensive Income Tax Expense included in thes@aated Financial Statements for the years ebdmgmber 31, 2012 , 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
Income Tax Expense:

Continuing Operations $ (30.6) $ (6.6) $ (63.9)

Discontinued Operations (7.9 (6.7) (10.9
Equity in:

Net Loss of Former Investee — — 0.1

Other Comprehensive (Income) Loss of Former Ineeste — — 1.0
Unrealized Appreciation on Securities (34.9 (71.6) (62.6)
Foreign Currency Translation Adjustments on Investta (0.6 0.3 0.2
Tax Effects from Postretirement Benefit Plans 4.€ 15.¢ 9.3
Tax Effects from Long-Term Equity-based Compensatieiuded in Paid-in Capital (0.3 1.0 (2.0
Comprehensive Income Tax Expense $ (68.49 $ (70.) $ (130.9)

NOTE 17. PENSION BENEFITS

The Company sponsored two qualified defined bepefitsion plans which merged on December 31, 20&2‘Rension Plan”). The Pension Plan covers
approximately 3,100 retired and 2,800 active emgdsy The Pension Plan is generally non-contributaryparticipation requires or required some elygds to
contribute 3% of pay, as defined, per year. Besédit participants who are or were required to gbate to the Pension Plan are based on compengiiing
plan participation and the number of years of pguétion. Benefits for the vast majority of pantiants who are not required to contribute to thesPenPlan are
based on years of service and final average pajefased. Prior to the merger of the plans, pastats in one of the plans were no longer accruarmgebts and
their benefits were frozen. The Company funds tesidn Plan in accordance with the requiremenERIBA.
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NOTE 17. PENSION BENEFITS (Continued)

Changes in Fair Value of Plan Assets and Changesojected Benefit Obligation for the years ended&mber 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011
Fair Value of Plan Assets at Beginning of Year $ 441 % 352.%
Actual Return on Plan Assets 38.C 25.€
Employer Contributions — 83.7
Plan Participants’ Contributions — 0.1
Benefits Paid (21.5) (20.9)
Settlement Benefits 0.2 (0.9
Fair Value of Plan Assets at End of Year 457.¢ 441
Benefit Obligation at Beginning of Year 499.; 433.]
Service Cost 10.¢ 10.Z
Interest Cost 22.4 22.€
Plan Participants’ Contributions — 0.1
Benefits Paid (21.5) (20.9
Settlement Benefits (0.2) (0.9
Actuarial Losses 43.2 53.7
Benefit Obligations at End of Year 553.¢ 499.2
Funded Status—Benefit Obligation in Excess of Plasets $ (96.9 $ (57.9
Amount Recognized in Accumulated Other Comprehenkicome:

Accumulated Actuarial Loss $ (166.9) $ (150.9)

Prior Service Cost 0.1 0.2
Amount Recognized in Accumulated Other Comprehenkigcome $ (166.9) $ (150.2)
Accumulated Benefit Obligation $ 531.: % 480.t

The measurement dates of the assets and liabditiesd of year presented in the preceding taldentine headings, “ 2012 " and “ 2011 " were Decengi,

2012 and December 31, 2011, respectively.

For one of the plans, the accumulated benefit abbg exceeded the value of plan assets at Dece®ib@011 . The Projected Benefit Obligation, Accleted
Benefit Obligation and Fair Value of Plan Assets\$496.8 million , $478.1 million and $438.7 mitligo respectively, at December 31, 2011 for such.pla

The actuarial assumptions used to develop the coems of the Projected Benefit Obligation at Decen8i, 2012 and 2011 were:

2012 2011
Discount Rate 4.05% 4.6(%
Rate of Increase in Future Compensation Levels 3.0¢ 3.27
Weighted-average asset allocations at Decembe&(3P, and 2011 by asset category were:
ASSET CATEGORY 2012 2011
Cash and Short-term Investments 12% 11%
Corporate Bonds and Notes 33 31
Common and Preferred Stocks 31 36
Exchange Traded Funds 17 12
Other Assets 7 10
Total 100% 10C%
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NOTE 17. PENSION BENEFITS (Continued)

The investment objective of the Pension Plan g@rtmluce current income and long-term capital gravtbugh a combination of equity and fixed income
investments which, together with appropriate em@taontributions and any required employee contidips, is adequate to provide for the payment ef th
benefit obligations of the Pension Plan. The assfetise Pension Plan may be invested in both firedme and equity investments. Fixed income invests
may include cash and short-term instruments, Udve@ment securities, corporate bonds, mortgageé®tmer fixed income investments. Equity investraent
may include various types of stock, such as lagge-mid-cap and small-cap stocks, and may alsadecinvestments in investment companies and Kemper
common stock (subject to Section 407 and otherireapents of ERISA). The Pension Plan has not iracest Kemper common stock.

The trust investment committee for the Pension Rilomg with its third party fiduciary advisor, patically reviews the performance of the Pensicen®
investments and asset allocation. Several extemastment managers, one of which is Fayez Sar&fi@o. (“FS&C”), manage the equity investments o th
trust for the Pension Plan. One of Kemper's dine;tbir. Fayez Sarofim, is Chairman of the Boardie€Bxecutive Officer and the majority shareholdér
FS&C, a registered investment advisory firm (se¢eNast , “ Related Parties ,” to the ConsolidatethRtial Statements). Each manager is allowed twisee
investment discretion, subject to limitations, rifyaestablished by the trust investment commitbeetfe Pension Plan. An independent fiduciary lae s
investment discretion with respect to shares armec common stock contributed by the Company &ddrthe pension plans in 2011 until such shares we
fully disposed of in 2012 . All other investmentidgons are made by the Company, subject to gegerdélines as set by the trust investment commftte the
Pension Plan.

The Company determines its Expected Long Term BaReturn on Plan Assets based primarily on the @omg’s expectations of future returns for the Pamsi
Plan’s investments, based on target allocatiortkeoPension Plan’s investments. Additionally, tlmrpany considers historical returns on comparaldesl f
income investments and equity investments and edijissestimate as deemed appropriate.

Fair value measurements for the Pension Planstsaas®ecember 31, 2012 are summarized below:

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable Fair Value
Assets Inputs Inputs Dec. 31,
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) 2012
Fixed Maturities:
U.S. Government and Government Agencies and Autesri $ 61 $ — — 6.1
States and Political Subdivisions — 3.2 — 3.3
Corporate Bonds and Notes — 1425 — 142.%
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate — 34 — 3.4
Common Stocks:
Manufacturing 82.2 5.€ — 87.¢
Other Industries 48.2 0.7 — 48.¢
Other Equity Interests:
Exchange Traded Funds 79.€ — — 79.€
Limited Liability Companies and Limited Partnership — — 26.€ 26.¢
Short-term Investments 55.¢ — — 55.¢
Receivables and Other 2.t — 0.€ 3.1
Total $ 274 $ 1557 $ 275 % 457.¢
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NOTE 17. PENSION BENEFITS (Continued)

Additional information pertaining to the changegtie fair value of the Pension Plans’ assets ¢ladsas Level 3 for the year ended December 312291
presented below:

Other Equity Receivables
DOLLARS IN MILLIONS Corporate Bonds Interests and Other Total
Balance at Beginning of Year $ 1Cc $ 372 % 32 % 414
Return on Plan Assets Held — 1.7 0.1 1.8
Purchases, Sales and Settlements, Net — (22.0) (2.7) (14.9)
Transfer out of Level 3 (1.0 — — (1.0
Balance at December 31, 2012 $ —  $ 26¢ $ 0€ $ 27.5

Fair value measurements for the Pension Planstsaas®ecember 31, 2011 are summarized below:

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable Fair Value
Assets Inputs Inputs Dec. 31,
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) 2011
Fixed Maturities:
States and Political Subdivisions $ —  $ 31 $ — 3 3.1
Corporate Bonds and Notes — 135.¢ 1.C 136.4
Equity Securities:
Common Stocks:
Intermec 40.2 — — 40.2
Manufacturing 74.4 4.2 — 78.€
Other Industries 38.¢ — — 38.¢
Other Equity Interests:
Exchange Traded Funds 53.€ — — 53.€
Limited Liability Companies and Limited Partnership — — 37.2 37.2
Short-term Investments 47.7 — — 47.7
Receivables and Other 2.¢ — 3.2 6.1
Total $ 2572  $ 1427 $ 414 % 4415

Additional information pertaining to the changeghie fair value of the Pension Plans’ assets ¢ladsas Level 3 for the year ended December 311291
presented below:

Other Equity Receivables
DOLLARS IN MILLIONS Corporate Bonds Interests and Other Total
Balance at Beginning of Year $ — % 415 3 37 $ 45.2
Return on Plan Assets Held — 1.7 — 1.7
Purchases, Sales and Settlements, Net — (6.0 (0.5 (6.5
Transfers into Level 3 1.C — — 1.C
Balance at December 31, 2011 $ 1c $ 372 $ 32 % 41.4
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NOTE 17. PENSION BENEFITS (Continued)

The components of Comprehensive Pension Expensbkdgrears ended December 31, 2012 , 2011 and\26rkd

DOLLARS IN MILLIONS 2012 2011 2010

Service Cost Earned During the Year $ 106 % 102 $ 9.C
Interest Cost on Projected Benefit Obligation 22 22.¢ 224
Expected Return on Plan Assets (29.9) (24.9 (23.7)
Net Amortization and Deferral 18.¢ 9.4 2.3
Settlements 0.3 — —
Pension Expense Recognized 22 18.1 10.C
Unrecognized Pension Loss Arising During the Year 34.¢ 52.¢ 23.€
Amortization of Accumulated Unrecognized Pensiosd.o (18.9) (9.9 2.9
Comprehensive Pension Expense $ 38 $ 611 $ 31.:

The Company estimates that Pension Expense forelireended December 31, 2013 will include expefi§2®.9 million resulting from the amortization thie
related accumulated actuarial loss included in Anglated Other Comprehensive Income at Decembe2®D, .

Total Pension Expense Recognized as presented préiteding table includes service cost benefitsegband reported in discontinued operations d $0.
million , $0.6 million and $0.5 million for the yemended December 31, 2012 , 2011 and 2010 , risgigc

The actuarial assumptions used to develop the coemgs of the Pension Expense for the years endeerileer 31, 2012 , 2011 and 2010 were:

2012 2011 2010
Discount Rate 4.6(% 5.35% 6.0(%
Rate of Increase in Future Compensation Levels 3.27 2.47 2.8¢
Expected Long Term Rate of Return on Plan Assets 7.0C 7.0C 7.0C

On September 14, 2011, the Company made a voluotentyibution of $83.7 million to its defined beiigfension plan. The contribution consisted of $32.
million in cash and 7,309,764 shares of Intermanmon stock with a fair value of $51.5 million orettlate of contribution. On May 23, 2011, the Conmypan
requested a waiver from the U.S. Department of L&HOL") related to the prohibited transactioneslunder ERISA and the Internal Revenue Code &r th
one-time in-kind contribution of the shares of lmtec common stock. On January 19, 2012, the DOhtgdarelief, from the prohibited transaction rules
retroactive to September 1, 2011.

The Company does not expect that it will be requtrecontribute to its Pension Plan in 2013, bufidanake a voluntary contribution pursuant to theximum
funding limits under ERISA.

The following benefit payments (net of participannhtributions), which consider expected future mervas appropriate, are expected to be paid:
Years Ending December 31,

DOLLARS IN MILLIONS 2013 2014 2015 2016 2017 2018-2022
Pension Benefits $ 227 $ 23¢ % 25.C $ 26.2 $ 274 $ 155.2

The Company also sponsors a non-qualified suppleahdefined benefit pension plan (the “SupplemeBRtah”). The unfunded liability related to the
Supplemental Plan was $24.0 million and $21.7 amiliat December 31, 2012 and 2011 , respectivelysiBe expense for the Supplemental Plan was $1.8
million , $3.3 million and $3.1 million in 2012 021 and 2010, respectively. An actuarial losslo8%nillion before tax and an actuarial gain of@illion
before tax is included Other Comprehensive Incoonehfe years ended December 31, 2012 and 201fpeateely.

104




Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 17. PENSION BENEFITS (Continued)

The Company also sponsors several defined conibbenefit plans covering most of its employedse Tompany made contributions to those plans & $7.
million , $7.3 million and $6.8 million in 2012 P21 and 2010 , respectively. Under these plangdhticipants have several investment alternativetyding
Kemper's common stock held through the Kemper Egg#dStock Ownership Plan (‘ESOP”) Fund and the fiepppreciation Fund. FS&C is a sub-
investment advisor of the Dreyfus Appreciation FuBde of Kemper's directors, Mr. Fayez Sarofinthis Chairman of the Board, Chief Executive Offiaad
majority shareholder of FS&C (see Note 24 , “ RedaParties ,” to the Consolidated Financial States)eThe fair value of participants’ investmenmts i
Kemper's ESOP Fund was $15.0 million , or 5.0%hef total investments in the defined contributiondfi plans at December 31, 2012 . The fair value o
participants’ investments in the Dreyfus ApprecatFund was $20.1 million , or 6.7% of the totaléatments in the defined contribution benefit planhs
December 31, 2012 .

NOTE 18. POSTRETIREMENT BENEFITS OTHER THAN PENSION S

The Company sponsors an other than pension postrent employee benefit plan (“OPEB”) that providedical, dental and/or life insurance benefits to
approximately 600 retired and 400 active employ#es“OPEB Plan”). The Company generally is sefftired for the benefits under the OPEB Plan. The
medical plan generally provides for a limited numbkyears of medical insurance benefits at retertibased on the participant’s attained age aersént and
number of years of service until specified dates generally requires participant contributions hwitost contributions adjusted annually.

Changes in Fair Value of Plan Assets and Changasdéomulated Benefit Obligation for the years enBetember 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011

Fair Value of Plan Assets at Beginning of Year $ — % —
Employer Contributions 3.C 3.2
Plan Participants’ Contributions 1.C 11
Benefits Paid 4.0 4.9
Fair Value of Plan Assets at End of Year — —
Benefit Obligation at Beginning of Year 447 41.1
Service Cost 0.2 0.1
Interest Cost 1.€ 1.6
Plan Participants’ Contributions 1.C 11
Benefits Paid (4.0 4.9
Modernization Act Subsidy Received 1.C 0.4
Actuarial (Gains) Losses (5.5 4.4
Obligations Transferred Into Plan 3.8 —
Benefit Obligation at End of Year 42.¢ 447
Funded Status—Benefit Obligation in Excess of Plasets $ (42.¢) $ (44.7)
Actuarial Gain Recognized in Accumulated Other Coehpnsive Income $ 132  $ 9.2

The measurement dates of the assets and liabditiesd of year in the preceding table under tlzelings “ 2012 ” and “ 2011 " were December 31, 2844
December 31, 2011 , respectively.

The actuarial assumptions used to develop the coems of the Accumulated Benefit Obligation at Deber 31, 2012 and 2011 were:

2012 2011
Discount Rate 3.15% 4.25%
Rate of Increase in Future Compensation Levels 2.1C 2.1C
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The assumed health care cost trend rate used isunieg the Accumulated Benefit Obligation at Decem®l, 2012 was 7.0% for 2013, gradually declirig
5.0% in the year 2017 and remaining at that levergafter for medical benefits and 8.5% for 2018@dgally declining to 5.0% in the year 2020 andagmimg at
that level thereafter for prescription drug bersefithe assumed health care cost trend rate usedasuring the Accumulated Benefit Obligation at&maber 31,
2011 was 7.5% for 2012 , gradually declining td%.id the year 2017 and remaining at that leveldgatter for medical benefits and 9.0% for 2012 dgedly
declining to 5.0% in the year 2020 and remaininthat level thereafter for prescription drug betsefi

A one—percentage point increase in the assumethtezak cost trend rate for each year would ineréas Accumulated Benefit Obligation@¢cember 31, 20!
by $2.8 million and 2012 OPEB expense by $0.1 arilli A one-percentage point increase in the assumealth care cost trend rate for each year woutkase
the Accumulated Benefit Obligation at December21,1 by $2.8 million and 2011 OPEB expense by $#tilllon .

The components of Comprehensive OPEB Expensedoyahrs ended December 31, 2012 , 2011 and 20H0 wer

DOLLARS IN MILLIONS 2012 2011 2010

Service Cost Earned During the Year $ 02 $ 01 $ 0.1
Interest Cost on Accumulated Benefit Obligation 1€ 1.¢ 2.1
Net Amortization and Deferral (1.2) (0.€) (2.2
OPEB Expense Recognized 0.€ 1.4 1.1
Unrecognized OPEB (Gain) Loss Arising During theale (5.5) 4.4 4.2
Amortization of Accumulated Unrecognized OPEB Gain 1.2 0.€ 11
Comprehensive OPEB Expense (Benefit) $ B7 % 6.4 $ 6.5

The Company estimates that OPEB Expense for theeyeied December 31, 2013 will include income aO$tillion resulting from the amortization of the
related accumulated actuarial gain included in Awglated Other Comprehensive Income at Decembe2(BIL, .

The actuarial assumptions used to develop the coems of the OPEB Expense for the years ended Dmredd, 2012 , 2011 and 2010 were:

2012 2011 2010
Discount Rate 4.25% 4.4(% 5.25%
Rate of Increase in Future Compensation Levels 2.1C 1.5C 1.5C

The Company expects to contribute $4.3 milliont,afeexpected Modernization Act Subsidy, to its @PBan to fund benefit payments in 2013.

The following benefit payments (net of participaonhtributions), which consider expected future mervas appropriate, are expected to be paid:

Years Ending December 31,

DOLLARS IN MILLIONS 2013 2014 2015 2016 2017 2018-2022
Benefit Payments:
Excluding Modernization Act Subsidy $ 48 $ 48 $ 48 $ 47 $ 4€ $ 19.:
Expected Modernization Act Subsidy (0.5) (0.5) (0.€) (0.€) (0.€) (2.9
Net Benefit Payments $ 43 % 423 3% 42 % 41 % 4C % 16.¢
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NOTE 19. BUSINESS SEGMENTS

The Company is engaged, through its subsidianrethe property and casualty insurance and life lagalth insurance businesses. The Company conds
operations through four operating segments: KerRpeferred, Kemper Specialty, Kemper Direct and kified Health Insurance.

The Kemper Preferred segment provides preferredstartlard risk personal automobile insurance, hemers insurance and other personal insurance th
independent agents. The Kemper Specialty segmewides automobile insurance to individuals and hesses in the nostandard and specialty market thro
independent agents. The nstandard automobile insurance market consistsdiWigfiuals and companies that have difficulty obitagnstandard or preferred r
insurance, usually because of their adverse drivégrds or claim or credit histories. The KempéreEt segment currently distributes personal autmbey
homeowners and renters insurance products throoghoger-sponsored voluntary benefit programs amemaffinity relationships. Prior to ceasing dirtst
consumer marketing activities in the third quaxdé€r2012 , Kemper Direct also distributed its progudirectly to consumers through a variety of ditee
consumer websites, including its own websites. Oifeand Health Insurance segment provides indiaidife, accident, health and property insurance.

The Company'’s earned premiums are derived in thHeet)iStates. The accounting policies of the segsnare the same as those described in Note 2 , frisuyn
of Accounting Policies and Accounting Changes ,th® Consolidated Financial Statements. Capitatedjpures for long-lived assets by operating sedgraen
immaterial.

The Company does not allocate insurance resereesifs 2002 acquisition of certain insurance conggfrom SCOR (see Note 6 , “ Property and Casualty
Insurance Reserves ,” to the Consolidated Finastatements). It is also the Company’s managenrawtipe to allocate certain corporate expenses)guily
compensation costs for corporate employees antkdfacility costs, included in Interest and OtR&penses in the Consolidated Statements of Incoriis t
insurance operations. The amount of such allocztegbrate expenses was $31.7 million , $33.0 miliad $30.9 million for the years ended December 31
2012, 2011 and 2010, respectively. The Compasey dot allocate Net Realized Gains on Sales ofsinvents, Net Impairment Losses Recognized in Egshin
interest expense on debt or retirement plans, aendal gains and losses on its retirement plarits toperating segments.

Segment Assets at December 31, 2012 and 2011 were:

DOLLARS IN MILLIONS 2012 2011
SEGMENT ASSETS

Kemper Preferred $ 1,562( $ 1,544.(
Kemper Specialty 684.€ 615.¢
Kemper Direct 453.% 570.¢
Life and Health Insurance 4,781.¢ 4,802.!
Corporate and Other, Net 527.¢ 401.¢
Total Assets $ 8,009. $ 7,934
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NOTE 19. BUSINESS SEGMENTS (Continued)

Segment Revenues for the years ended Decembe®B2, 2011 and 2010 were:

DOLLARS IN MILLIONS
REVENUES
Kemper Preferred:
Earned Premiums
Net Investment Income
Other Income
Total Kemper Preferred
Kemper Specialty:
Earned Premiums
Net Investment Income
Other Income
Total Kemper Specialty
Kemper Direct:
Earned Premiums
Net Investment Income
Other Income
Total Kemper Direct
Life and Health Insurance:
Earned Premiums
Net Investment Income
Other Income
Total Life and Health Insurance
Total Segment Revenues
Net Realized Gains on the Sales of Investments
Net Impairment Losses Recognized in Earnings
Other
Total Revenues
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2012 2011 2010
$ 8794 $  859& $  888(
45.( 48.¢ 55.
0.4 0.2 0.4
924. 908.¢ 943.¢
419.¢ 445.: 474.¢
19.C 22.¢ 25.¢
0.2 0. 0.€
439.1 468 501.2
168.( 222.7 282.
13. 17. 20.€
— 0.1 0.1
181.¢ 240.: 303.1
639.¢ 645.¢ 644.1
204. 200. 213.(
0.1 0.1 0.2
844.: 846. 857.:
2,390.. 2,464. 2,605.!
65.2 33.7 42.€
(6.9 (11.9) (16.5)
13.7 8.t 10.¢
$ 2462. $ 2495( $ 2,642
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NOTE 19. BUSINESS SEGMENTS (Continued)

Segment Operating Profit for the years ended Deeeib, 2012 , 2011 and 2010 was:

DOLLARS IN MILLIONS 2012 2011 2010
SEGMENT OPERATING PROFIT (LOSS)
Kemper Preferred $ (28.0) $ (40.¢) 66.¢
Kemper Specialty (2.9 24.2 25.€
Kemper Direct (4.9) (47.2) (7.9)
Life and Health Insurance 140.¢ 152.¢ 141.¢
Total Segment Operating Profit 104.¢ 88.7 226.5
Corporate and Other Operating Loss (40.9 (42.¢) (26.9
Total Operating Profit 63.¢ 45.¢ 200.2
Net Realized Gains on Sales of Investments 65.4 33.7 42.¢
Net Impairment Losses Recognized in Earnings (6.9) (11.3) (16.5)
Income from Continuing Operations before Incomeékaand Equity in Net Loss of Former Investee $ 122.¢  $ 68.2 226.%
Segment Net Operating Income for the years endegiber 31, 2012 , 2011 and 2010 was:
DOLLARS IN MILLIONS 2012 2011 2010
SEGMENT NET OPERATING INCOME (LOSS)
Kemper Preferred $ (112 $ (17.¢) 52.¢
Kemper Specialty 1.2 19.¢ 21.C
Kemper Direct (0.9 (27.5) 2.7
Life and Health Insurance 90.¢ 98.¢ 87.4
Total Segment Net Operating Income 79.¢ 73.€ 159.€
Unallocated Net Operating Loss (26.7) (26.5) (14.9
Consolidated Net Operating Income 53.¢ 47.1 145.2
Unallocated Net Income (Loss) From:

Net Realized Gains on Sales of Investments 42t 21.¢ 27.¢

Net Impairment Losses Recognized in Earnings (4.5) (7.9) (20.9)
Income from Continuing Operations $ 91t $ 61.7 162.¢
Amortization of Deferred Policy Acquisition Costg ®perating Segment for the years ended Decemh@032 , 2011 and 2010 was:
DOLLARS IN MILLIONS 2012 2011 2010
Kemper Preferred $ 147.¢  $ 144.¢ 152.€
Kemper Specialty 58.7 62.€ 67.7
Kemper Direct 6.1 8.¢ 9.8
Life and Health Insurance 44.4 44.¢ 42.1
Total Amortization $ 257.C % 260.7 272.2
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NOTE 19. BUSINESS SEGMENTS (Continued)

Earned Premiums by product line for the years emdsrbmber 31, 2012 , 2011 and 2010 were:

DOLLARS IN MILLIONS 2012 2011 2010
EARNED PREMIUMS

Life $ 393« $ 3951 $ 396.7
Accident and Health 165.2 166.: 161.¢

Property and Casualty:
Personal Lines:

Automobile 1,050.: 1,129.. 1,249.!
Homeowners 318.( 304.1 298.7
Other Personal 136.¢ 138.% 139.(

Total Personal Lines 1,505.( 1,572.: 1,687.:
Commercial Automobile 43.t 40.C 43.€
Total Earned Premiums $ 2107.. $ 2,173¢ $ 2,289.

NOTE 20. CATASTROPHE REINSURANCE

Catastrophes and storms are inherent risks ofrthygepty and casualty insurance business. Thesstiagihic events and natural disasters include,ouith
limitation, hurricanes, tornadoes, earthquakedstoams, wildfires, high winds and winter stormsi.c8 events result in insured losses that are, dhdamtinue
to be, a material factor in the results of operstiand financial position of the Company’s propertyg casualty insurance companies. Further, be¢chedevel
of these insured losses occurring in any one yaanat be accurately predicted, these losses mayilmate to material year-to-year fluctuations ie tresults of
the operations and financial position of these camigs. Specific types of catastrophic events aneilely to occur at certain times within the yélaan others.
This factor adds an element of seasonality to ptg@ad casualty insurance claims. The Companyatagted the industry-wide catastrophe classifioatiof
storms and other events promulgated by I1SO to taackreport losses related to catastrophes. ISifiks a disaster as a catastrophe when the ezases
$25.0 million or more in direct losses to propeatyd affects a significant number of policyholdernd isurers. ISO-classified catastrophes are asdigrunique
serial number recognized throughout the insurandestry. The discussions that follow utilize IS@&finition of catastrophes.

The Company manages its exposure to catastroplbestiagr natural disasters through a combinatiageofyraphical diversification, restrictions on tmecaint
and location of new business production in sucloreg and reinsurance. To limit its exposures tasteophic events, the Company maintains variotastapht
reinsurance programs for its property and casuadiyrance businesses.
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NOTE 20. CATASTROPHE REINSURANCE (Continued)

Coverage for each catastrophe reinsurance prodfantiee January 1, 2012 to December 31, 2012asigded in various layers as presented below:

Catastrophe Losses and
LAE

Percentage

DOLLARS IN MILLIONS In Excess of Up to of Coverage
Kemper Preferred, Kemper Direct and Kemper Spec&digments:

Retained $ — 50.C —%

1st Layer of Coverage 50.C 100.( 65.C

2nd Layer of Coverage 100.( 200.( 95.C

3rd Layer of Coverage 200.( 350.( 90.C

4th Layer of Coverage 350.( 450.( 50.C
Life and Health Segment—Property Insurance Operatio

Retained $ — 8.C —%

1st Layer of Coverage 8.C 15.C 70.C

2nd Layer of Coverage 15.C 40.C 70.C

The catastrophe reinsurance program for the Kefpeferred segment in 2012 also included reinsuraaeerage for catastrophe losses in North Caralina
retentions lower than those described above. Ttestaphe reinsurance program for the Life and tHdakurance and Kemper Direct segments in 20X2 als
included reinsurance coverage from FHCF for hunéclsses in Florida at retentions lower than thieseribed above.

Coverage for each catastrophe reinsurance progdifagtiee January 1, 2011 to December 31, 2011asided in various layers as presented below:

Catastrophe Losses and
LAE

Percentage

DOLLARS IN MILLIONS In Excess of Up to of Coverage
Kemper Preferred Segment:

Retained $ —  $ 50.C —%

1st Layer of Coverage 50.C 100.( 65.C

2nd Layer of Coverage 100.( 200.C 95.C

3rd Layer of Coverage 200.( 350.( 90.C
Kemper Direct and Kemper Specialty Segments:

Retained $ — $ 3.C —%

1st Layer of Coverage 3.C 16.C 100.C
Life and Health Segment—Property Insurance Opearatio

Retained $ —  $ 8.C —%

1st Layer of Coverage 8.C 15.C 70.C

2nd Layer of Coverage 15.C 40.C 100.(

The catastrophe reinsurance program for the Kefpeferred segment in 2011 also included reinsuraocerage for catastrophe losses in North Caralina
retentions lower than those described above. Ttasitaphe reinsurance program for the Life and tHdakurance and Kemper Direct segments in 20X als
included reinsurance coverage from FHCF for humeclosses in Florida at retentions lower than thieseribed above.
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NOTE 20. CATASTROPHE REINSURANCE (Continued)

Coverage for each catastrophe reinsurance prodfantiee January 1, 2010 to December 31, 2010asigded in various layers as presented below:

Catastrophe Losses and
LAE

Percentage

DOLLARS IN MILLIONS In Excess of Up to of Coverage
Kemper Preferred Segment:

Retained $ —  $ 50.C —%

1st Layer of Coverage 50.C 100.( 65.C

2nd Layer of Coverage 100.C 200.( 95.C

3rd Layer of Coverage 200.( 350.( 90.C
Kemper Direct and Kemper Specialty Segments:

Retained $ — 3 3.C —%

1st Layer of Coverage 3.C 16.C 100.C
Life and Health Segment—Property Insurance Operatio

Retained $ — 3 8.C —%

1st Layer of Coverage 8.C 15.C 88.5

2nd Layer of Coverage 15.C 40.C 100.(

The catastrophe reinsurance program for the Kefpeferred segment in 2010 also included reinsuraacerage for catastrophe losses in North Caralina
retentions lower than those described above. Ttestaphe reinsurance program for the Life and tHdakurance and Kemper Direct segments in 20XD als
included reinsurance coverage from FHCF for hunéclsses in Florida at retentions lower than thieseribed above.

In the event that the Company’s incurred catastdpbses and LAE covered by any of its catastropimsurance programs presented in the three pregedi
tables exceed the retention for that particulaetagach of the programs required one reinstatenfesuich coverage. In such an instance, the Comigsany
required to pay a reinstatement premium to thestegrs to reinstate the full amount of reinsureaalable under such layer. The reinstatement pnenis a
percentage of the original premium based on the ddthe losses in excess of the Company'’s redartt the reinsurers’ coverage limit.

Reinsurance premiums for the Company’s primarystaiphe reinsurance programs, the Kemper Prefél&&rogram and the FHCF Program reduced earned
premiums for the years ended December 31, 20121, a0d 2010 by the following:

DOLLARS IN MILLIONS 2012 2011 2010

Kemper Preferred $ 24¢ $ 20.C $ 21.¢
Kemper Specialty 0.1 0.1 0.2
Kemper Direct 0.4 0.€ 0.8
Life and Health Insurance 2.C 2.8 3.€
Total Ceded Catastrophe Reinsurance Premiums $ 271  $ 232 $ 26.€

Catastrophe reinsurance premiums for the year ebdedmber 31, 2011 for the Life and Health Insuessegment in the preceding table includes a resfucii
$0.2 million in the Company'’s estimated reinsurargastatement premiums for prior years. Catasgapimsurance premiums for the Life and Health laisce
segment in the preceding table includes reinsureginstatement premiums of $0.6 million for theyeaded December 31, 2010 to reinstate coverafgmiolg
certain hurricanes.
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NOTE 20. CATASTROPHE REINSURANCE (Continued)

Catastrophe losses and LAE (including developmeet) of reinsurance recoveries, for the years efidm@émber 31, 2012 , 2011 and 2010 by businessesggm
are presented below.

DOLLARS IN MILLIONS 2012 2011 2010

Kemper Preferred $ 99.z $ 138.7 $ 65.2
Kemper Specialty 4.8 3.¢ 3.C
Kemper Direct 8.C 7.2 2.C
Life and Health Insurance 6.1 7.€ 7.6
Total Catastrophe Losses and LAE $ 1182 $ 157« $ 78.1

Total Catastrophe loss and LAE reserves, net asueance recoverables, developed favorably by i$@l®n , $6.4 million and $1.2 million for the yemended
December 31, 2012, 2011 and 2010 , respectivélg.Kemper Preferred segment reported favorablestcaphe reserve development of $6.2 million , $5.5
million and $4.9 million for the years ended Decem®1, 2012 , 2011 and 2010 , respectively. The &ifd Health Insurance segment reported adverse
catastrophe reserve development of $0.1 milliong®d million for the years ended December 31, 281®201Q respectively and favorable catastrophe res
development of $1.5 million for the year ended Delser 31, 2011 .

In late October 2012, Superstorm Sandy, at onet @oilevel two hurricane while over the Atlantic @oe caused a significant amount of damage in sk
northeastern states. Catastrophe losses and LAfEdgrear ended December 31, 2012 include $48lomiklated to Superstorm Sandy, of whigdd.0 millior
is included in the Kemper Preferred segment.

In the second quarter of 2011, the United Statpsmenced a high volume of spring storms, includimgcord level of tornadoes in April. In the thiqdarter of
2011, the Company incurred claims related to Harriclrene. Catastrophe losses and LAE for thegreded December 31, 2011 include $23.0 million eelao
Hurricane Irene, of which $22.1 million is includiedthe Kemper Preferred segment.

For the year ended December 31, 2010 , compar2d0® , the Kemper Preferred segment experiencégharseverity of catastrophe losses, due in paat t
catastrophe loss of $12.9 million resulting fronm@@e caused by hail in the state of Arizona infélueth quarter of 2010 . No major hurricanes thigmigicantly
impacted the Company made landfall in the UniteteStduring 2010 .

The process of estimating and establishing resdorestastrophe losses is inherently uncertaintbadictual ultimate cost of a claim, net of acteaisurance
recoveries, may vary materially from the estimaetunt reserved. The Company’s estimates of diegeistrophe losses are generally based on inspgdtijo
claims adjusters and historical loss developmepeggnce for areas that have not been inspectit olaims that have not yet been reported. The @oy’'s
estimates of direct catastrophe losses are bast#ite@overages provided by its insurance polidiee. Company’s homeowners and dwellings insuranteig®
do not provide coverage for losses caused by fldmatsgenerally provide coverage for physical daenegused by wind or wind driven rain. Accordinghg
Company'’s estimates of direct losses for homeowaedsdwellings insurance do not include losseseathby flood. Depending on the policy, automobile
insurance may provide coverage for losses causdlddy. Estimates of the number and severity ohttaultimately reported are influenced by many ableés,
including, but not limited to, repair or reconstiinoa costs and determination of cause of lossahadifficult to quantify and will influence thenfal amount of
claim settlements. All these factors, coupled lith impact of the availability of labor and matéada costs, require significant judgment in theergs setting
process. A change in any one or more of theserfaigdikely to result in an ultimate net claim tdgferent from the estimated reserve. The Compapgtimate
of indirect losses from residual market assessnagtbased on a variety of factors, including,rmttlimited to, actual or estimated assessmentgaged by or
received from the assessing entity, insurance inglestimates of losses, and estimates of the Copipanarket share in the assessable states. Actgssasent
may differ materially from these estimated amounts.
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NOTE 21. OTHER REINSURANCE

In addition to the reinsurance programs descrinedate 20 , “ Catastrophe Reinsurance ,” to thesBbidated Financial Statements, Kemper’s insurance
subsidiaries utilize other reinsurance arrangemerlimit their maximum loss, provide greater disification of risk and to minimize exposures orgkarrisks.
The ceding of insurance does not discharge thegpyitimability of the original insurer. Accordinglynsurance reserve liabilities are reported gréssg
estimated recovery from reinsurers in the Constddi@alance Sheets. Amounts recoverable from rensare estimated in a manner consistent with the
insurance reserve liability and are included iné@dtReceivables in the Consolidated Balance Sheets.

Earned Premiums ceded on long-duration and shaoatida policies were not material for the yearsezshBecember 31, 2012 , 2011 and 200@rtain insuranc
subsidiaries assume business from other insurameanies and involuntary pools. Earned Premiumsnasg on long-duration and short-duration policas f
the years ended December 31, 2012, 2011 and 2648 w

DOLLARS IN MILLIONS 2012 2011 2010
Earned Premiums Assumed From:
Capitol $ 25.C $ 27¢ % 30.1
ORCC 8.2 9.C 9.€
Other 10.€ 6.€ 6.C
Total Earned Premiums Assumed $ 44.1 3 437 % 45.7

Trinity and Capitol are parties to a quota shaiestgance agreement whereby Trinity assumes 100¥tedfusiness written by Capitol. Capitol is a nalitu
insurance company and, accordingly, is owned bgateyholders. In the second quarter of 2012, @hpéquested regulatory approval to amend sucbesgent
with Trinity, effective April 1, 2012, whereby cediétosses for dwelling coverage were capped. Irtilid quarter of 2012, Capitol received such reguia
approval. Incurred losses and LAE assumed by Vrimére reduced by $2.6 million in the third qua@&€2012 in conjunction with such amendment. Tyirgihd
ORCC, a subsidiary of Capitol, are also parties tpota share reinsurance agreement whereby Tasstymes 100% of the business written by ORCC.

Five employees of the Company serve as directo@apftol’s five member board of directors. Nine doypes of the Company also serve as directors EOR
nine member board of directors. Kemper's subsididnjted Insurance, provides claims and adminiseatervices to Capitol and ORCC. In addition, dgen
appointed by Kempes'subsidiary, The Reliable Life Insurance Compamg who are employed by United Insurance, areapointed by Capitol and ORCC
sell property insurance products for the Compahifess and Health Insurance segment. The Companymi®ades certain investment services to Capitdl an
ORCC.
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NOTE 22. FAIR VALUE MEASUREMENTS

The Company classifies its Investments in Fixeduvliés and Equity Securities as available for seid reports these investments at fair value. Téragny
classifies certain investments in mutual fundsudel in Other Investments as trading securitiesrepdrts these investments at fair value. The Campas no
material liabilities that are measured and repoatefir value.

The valuation of assets measured at fair valueeérCtompany’s Consolidated Balance Sheet at Dece®ih@012 is summarized below:

Fair Value Measurements

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) Fair Value
Fixed Maturities:
U.S. Government and Government Agencies and Autbsri $ 135¢ $ 2931 % — 3 428.¢
States and Political Subdivisions — 1,401. — 1,401 .
Corporate Securities:
Bonds and Notes — 2,632. 361.( 2,993.
Redeemable Preferred Stocks — 27.¢ 4.7 32.¢
Mortgage and Asset Backed — 3.8 0.1 3.9
Total Investments in Fixed Maturities 135.¢ 4,358.¢ 365.¢ 4,860.:
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate — 79.2 — 79.2
Other Industries — 15.2 6.C 21.c
Common Stocks:
Manufacturing 79.€ 6.C 1.6 87.t
Other Industries 60.1 1.2 5.4 66.7
Other Equity Interests:
Exchange Traded Funds 125.¢ — — 125.¢
Limited Liability Companies and Limited Partnership — — 141.% 141.%
Total Investments in Equity Securities 265.¢ 101.7 154.¢ 521.¢
Other Investments:
Trading Securities 4. — — 4.5
Total $ 405.¢ $ 4,460.0 $ 520.2 $ 5,386.¢

At December 31, 2012 , the Company had unfundedvitments to invest an additional $86.2 million ertain private equity funds and mezzanine debtgund
that will be included in Other Equity Interests.

115




Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 22. FAIR VALUE MEASUREMENTS (Continued)

The valuation of assets measured at fair valueérCtompany’s Consolidated Balance Sheet at Dece®ih@011 is summarized below:

Fair Value Measurements

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) Fair Value
Fixed Maturities:
U.S. Government and Government Agencies and Autbsri $ 153¢€ $ 338.1 % — 3 491.7
States and Political Subdivisions — 1,852.¢ — 1,852.¢
Corporate Securities:
Bonds and Notes — 2,107.: 235.1 2,342
Redeemable Preferred Stocks — 75.€ 6.1 81.7
Mortgage and Asset Backed — 4.8 0.3 5.1
Total Investments in Fixed Maturities 153.€ 4,378.: 241.% 4,773.¢
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate — 86.7 — 86.7
Other Industries — 14.¢ 5.€ 20.t
Common Stocks:
Manufacturing 74.7 5.C 3.7 83.4
Other Industries 42.¢ — 4.2 47.C
Other Equity Interests:
Exchange Traded Funds 66.€ — — 66.€
Limited Liability Companies and Limited Partnership — — 93.1 93.1
Total Investments in Equity Securities 184.1 106.€ 106.€ 397.c
Other Investments:
Trading Securities 4.4 — — 4.4
Total $ 3421 $ 4,484¢ $ 348.1 $ 5,175.:

The Company’s investments in Fixed Maturities #&t classified as Level 1 in the two precedingeslprimarily consist of U.S. Treasury Bonds andeNofThe
Company'’s investments in Equity Securities thatcassified as Level 1 in the two preceding tablessist of either investments in publicly-tradednooon
stocks or exchange traded funds. The Company’stments in Fixed Maturities that are classified.@gel 2 in the two preceding tables primarily censif
investments in corporate bonds and redeemablerpedfstocks, states and political subdivisions, lamrds and mortgage-backed securities of U.S. govent
agencies. The Company'’s investments in Equity S&esithat are classified as Level 2 in the twocpding tables primarily consist of investmentsiieferred
stocks. The Company uses a leading, nationallygreized provider of market data and analytics toethe vast majority of the Company’s Level 2
measurements. The provider utilizes evaluatedmginiodels that vary by asset class and incorpasa#able trade, bid and other market informat®ecause
many fixed maturity securities do not trade on idydzasis, the provider’s evaluated pricing appiicas apply available information through processash as
benchmark curves, benchmarking of like securigestor groupings, and matrix pricing to preparduatsons. In addition, the provider uses model psses to
develop prepayment and interest rate scenariospfitieag provider’'s models and processes also irtieeaccount market convention. For each asses,deams
of its evaluators gather information from marketrees and integrate relevant credit informatiomcpiwed market movements and sector news intovhkiatec
pricing applications and models. The Company géiyeralidates the measurements obtained from it®ary pricing provider by comparing them with
measurements obtained from one additional priciogider that provides either prices from recentkeatransactions or quotes in inactive markets or
evaluations based on its own proprietary models.
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NOTE 22. FAIR VALUE MEASUREMENTS (Continued)

The Company investigates significant differencéateel to the values provided. On completion ofritestigation, management exercises judgment &rohite
the price selected and whether adjustments, if @nihe price obtained from the Company’s primaigipg provider would warrant classification of thece as
Level 3. In instances where a measurement cannolbtaéned from either pricing provider, the Compaeynerally will evaluate bid prices from one or mor
binding quotes obtained from market makers to valuestments in inactive markets and classifiedigyCompany as Level 2. The Company generally ifiles
securities when it receives non-binding quotesidiciations as Level 3 securities unless the Companyvalidate the quote or indication against recen
transactions in the market. For securities classiéis Level 3, the Company either uses valuatiomsged by third party fund managers, third pafpmisers,
the Company’s own internal valuations or net agaktes provided for Limited Liability Companies ahithited Partnerships. These valuations typicathpéoy
valuation techniques, including earnings multigdased on comparable public securities, comparaéldsyas well as industry specific non-earningetas
multiples or discounted cash flow models. Valuaictassified as Level 3 by the Company generalhsish of investments in various private placement
securities of non-rated entities. In rare casehgifprivate placement security has only been andishg for a short amount of time, the Companeraft
considering the initial assumptions used in acggian investment, considers the original purchaise ps representative of the fair value.

The majority of Investments in Fixed Maturitiestthae classified as Level 3 are priced using alyégproach. A yield approach uses a risk-freeptate a credit
spread depending on the underlying credit profilthe security. For floating rate securities, thsk free rate used in the yield is the contracfieating rate of th
security. For each individual security, the Companthe Company'’s third party appraiser gathersrmation from market sources, relevant credit imfation,
perceived market movements and sector news andreés an appropriate yield for each security. Yieéd selected is then used to discount the futash
flows of the security to determine the fair valliae Company separately evaluates yields based ags®i class to assess the reasonableness of dhdek&air
value. For Investments in Fixed Maturities, corpetaonds and notes makes up the majority of thep@oyis investments classified as Level 3. For caf
bonds and notes, the primary asset classes argtimeet grade private placements, non-investmextegsanior debt, non-investment grade junior deitaher
debt. Non-investment grade senior debt includesetsecurities that receive first priority in a lidation and non-investment grade junior debt inekidny fixed
maturity security with other than first priority anliquidation.

The table below presents quantitative informatibaua the significant unobservable inputs utilizedfre Company in determining fair values for invesnts in
corporate bonds and notes classified as Level 3.

Total Weighted

DOLLARS IN MILLIONS Unobservable Input Fair Value Range of Unobservable Inputs  Average Yield
Investment Grade Private Placements Yield $ 94.¢ 1.2% - 6.3% 4.(%
Non-investment Grade:

Senior Debt Yield 7.0 5.7 - 18.C 9.1

Junior Debt Yield 173.2 8.8 - 21.4 14.¢
Other Debt Various 155
Bonds and Notes Classified as Level 3 $ 361

For an investment in a fixed maturity securityimerease in the yield used to determine the fdirevaf the security will decrease the fair valuehaf security. A
decrease in the yield used to determine fair valillencrease the fair value of the security, bue fair value increase is generally limited to ibéine security is
currently callable.
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NOTE 22. FAIR VALUE MEASUREMENTS (Continued)

Information by security type pertaining to the ches in the fair value of the Company’s investmetdssified as Level 3 for the year ended DecembeB12
is presented below:

Fixed Maturities Equity Securities
Corporate Preferred
Bonds Redeemable Mortgage and Other
and Preferred and Asset Common Equity
DOLLARS IN MILLIONS Notes Stocks Backed Stocks Interests Total
Balance at Beginning of Year $ 235.1 % 6.1 $ 03 $ 135 $ 931 $ 348.1
Total Gains (Losses):
Included in Consolidated Statement of Income 4.C (0.4) — 3.2 — 6.8
Included in Other Comprehensive Income 14 0.E — 1.3 8.3 8.8
Purchases 199.7 0.1 — 1.€ 52.C 253.¢
Settlements (73.) (1.6 (0.2 — (12.1 (87.0
Sales (0.9) — — 3.7) — (4.€)
Transfers into Level 3 0.¢ — — — — 0.
Transfers out of Level 3 (6. — — — — (6.2
Balance at End of Year $ 361.C $ 47 % 01 $ 132 % 141 $ 520.¢

The Company’s policy is to recognize transfers leetwlevels as of the end of the reporting peridetré were no transfers between Levels 1 and héoyear
ended December 31, 2012 . The transfers into L2eeld out of Level 3 for the year ended DecembeRB12 were due to changes in the availability afket
observable inputs.

Information by security type pertaining to the cges in the fair value of the Company’s investmetfdssified as Level 3 for the year ended Decembe311
is presented below:

Fixed Maturities Equity Securities
Corporate Preferred
Bonds Redeemable Mortgage and Other
and Preferred and Asset Common Equity
DOLLARS IN MILLIONS Notes Stocks Backed Stocks Interests Total
Balance at Beginning of Year $ 1462 $ 45 % 04 $ 147 $ 752 % 241.(
Total Gains (Losses):
Included in Consolidated Statement of Income (0.7) — — 4.5 4.3 8.1
Included in Other Comprehensive Income 34 1.€ — 3.7 (6.2) (4.3
Purchases 131.€ — — 3.5 39.3 174.¢
Settlements (50.9) — 0.1 (0.9) (19.5) (70.9)
Sales (0.5 — — (5.7 — (6.2
Transfers into Level 3 54 — — — — 5.4
Balance at End of Year $ 2351 $ 6.1 $ 03 $ 135 $ 931 $ 348.1

Transfers into Level 2 from Level 1 were $2.2 roifiifor the year ended December 31, 2011 . Transferd.evel 1 from Level 2 were $2.2 million foratyear
ended December 31, 2011 . Transfers between Léwaatsl 2 for the year ended December 31, 2@4rk due to changes in the observable inputs ferseaurity
Transfers into Level 3 for the year ended Decem3fie2011 were due to changes in the availabilitsnafket observable inputs.

The fair value of Notes Payable is estimated ugimafed prices for similar liabilities in marketsattare not active. The inputs
used in the valuation are considered Level 2 measents. The fair value of Short-term Investmentstémated using inputs that are considered Level 1
measurements.
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 23. CONTINGENCIES

In the ordinary course of its businesses, the Cappminvolved in legal proceedings, including laits, regulatory examinations and inquiries. Exagjpih
regard to the matter discussed below, based oartiyravailable information, the Company does redidve that it is reasonably possible that anytopending
legal proceedings will have a material effect oa @ompany’s financial statements.

Certain state insurance regulators, legislatorst@adurers are involved in an array of initiatittest could result in significant changes to umukad property
laws and claims handling practices with respedfédnsurance policies. These initiatives seekvanious ways, to impose a new duty on the palif®fnsurers
to proactively search for deaths of their insurelfler example, Kentucky, New York, Maryland and l#dena have each enacted legislation, with effectates c
January 1, 2013, June 17, 2013, October 1, 2013amaary 1, 2014, respectively, that requiresiigarers to compare their in-force policy recordaiast the
database of reported deaths maintained by the IS8etarrity Administration (the “SSA Death MasteleF) for the purpose of proactively identifying patially
deceased insureds for whom the life insurer hayeinteceived a death claim. If state officials smecessful in applying this new standard retroabtito
existing life insurance policies, it will fundamaeiiy alter the responsibilities of the parties tls contracts by effectively eliminating contramtbs that
condition claim settlement and payment on the ptadinotice and “due proof of death” of an insur&He outcome of the various state initiatives ddwve a
significant effect on, including acceleration dfetpayment and/or escheatment of policy benefiissagnificantly increase claims handling costs.

Kemper's life insurance companies are currentlysiligiect of an unclaimed property compliance exation by a private firm retained by the treasurdrs
thirty-eight states. One state insurance regulasralso commenced a market conduct exam of Kemliferinsurance companies for the purpose of yierf
such companies’ compliance with relevant regulatigoverning life insurance claims handling and eatinent practices. It is the Company’s position stete
officials lack authority to establish new proceditieat change existing contracts. In November 28#2Company filed a declaratory judgment actiostate
court in Kentucky asking the court to construeKleatucky Unclaimed Life Insurance Benefit Act (th&ntucky Act”) such that it would only apply
prospectively, i.e., only with respect to those lifisurance policies issued on or after the effealate of the Kentucky Act, consistent with thguieements of
applicable Kentucky statutory law and Kentucky &edkral constitutional provisions. The case iseutly in the discovery phase.

The Company cannot predict which states, if anyy exact legislation of this type or the outcometbfer initiatives by state officials. The Comparmesd not
use, nor does it believe it is required under applie law or the terms of its life insurance p@cto use, the SSA Death Master File. The Compangat
reasonably estimate the amount of loss, if any,tfeeCompany would recognize if it were not taroétely prevail in this matter.

NOTE 24. RELATED PARTIES

One of Kemper's directors, Mr. Fayez Sarofim, is @hairman of the Board, Chief Executive Officed éime majority shareholder of FS&C, a registered
investment advisory firm. In the second quarte2@f0 , Kemper’s subsidiary, Trinity, entered intoagreement with FS&C whereby FS&C provides investim
management services with respect to certain asé&tinity for a fee based on the fair market vahi¢he assets under management. Such agreement is
terminable by either party at any time upon 30 dadigance written notice. At December 31, 2012 pifyrihad $125.2 million in assets managed by FS&C.
Investment Expenses incurred in connection witthsagreement were $0.3 million , $0.3 million andi$@illion for the years ended December 31, 204@1,1
and 2010, respectively.

FS&C also provides investment management servidbsraspect to certain funds of the Company’s dafibenefit pension plans. The Company’s defined
benefit pension plans had $120.7 million , $107illion and $98.3 million in assets managed by FS&@ecember 31, 2012 , 2011 and 20i€spectively. Th
Company'’s defined benefit pension plans incurnedhé aggregate, expenses of $0.3 million , $0IBomiand $0.3 million to FS&C for the years ended
December 31, 2012, 2011 and 2010, respectively.
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements (Ctnued)

NOTE 24. RELATED PARTIES (Continued)

With respect to the Company’s defined contribufiens, one of the alternative investment choicter@éd to participating employees is the Dreyfus
Appreciation Fund, an open-end, diversified manadgeestment fund. FS&C provides investment manageservices to the Dreyfus Appreciation Fund as a
sub-investment advisor. According to published repfiled by FS&C with the SEC, the Dreyfus Appi@n Fund pays monthly fees to FS&C according to a
graduated schedule computed at an annual rate baske value of the Dreyfus Appreciation Fudverage daily net assets. The Company does mpessat
FS&C for services provided to the Dreyfus Appreociat-und. Participants in the Company’s definedtgébation plans had allocated $20.4 million , $19.3
million and $18.2 million for investment in the Drfas Appreciation Fund at December 31, 2012 , 2811d 2010 , respectively, representing 7% , 7% &b
the total amount invested in the Company’s deficatribution plans at such dates.

The Company believes that the transactions destdbeve have been provided on terms no less faleotaithe Company than could have been negotiatéd w
non-affiliated third parties.

As described in Note 21 , “ Other Reinsurance thimConsolidated Financial Statements, the Compbtyhas certain relationships with Capitol, aualt
insurance company which is owned by its policyhaddand its subsidiary, ORCC.
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Notes to the Consolidated Financial Statements (Ctnued)

NOTE 25. QUARTERLY FINANCIAL INFORMATION (Unaudited )

Three Months Ended (Unaudited) Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2012 2012 2012 2012 2012
Revenues:

Earned Premiums $ 529.2 $ 529.¢ $ 527.¢  $ 520.6¢ $ 2,107.

Net Investment Income 7.4 75.2 70.4 72.€ 295.¢

Other Income 0.2 0.z 0.2 0.z 0.8

Net Realized Gains on Sales of Investments 4.8 4.1 50.¢ B2 65.4

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment Losses (0.5 (0.9 3.2 (3.1 (7.2
Portion of Losses Recognized in Other Compreheriac@me — — — 0.2 0.2

Net Impairment Losses Recognized in Earnings (0.5 (0.9 3.9 (2.€) (6.9)
Total Revenues 611.2 608.¢ 645.¢ 596.¢ 2,462.:
Expenses:

Policyholders’ Benefits and Incurred Losses andslAdjustment Expenses 376.€ 423.¢ 368.% 413.( 1,582.:

Insurance Expenses 162.¢ 167.7 172.7 169.5 672.%

Interest and Other Expenses 21.¢ 20.¢ 22.7 20.1 85.5
Total Expenses 560.¢ 612.4 564.1 602.¢ 2,339.¢
Income (Loss) from Continuing Operations beforeome Taxes 50.£ (3.5) 81.t (6.0) 122.¢
Income Tax Benefit (Expense) (24.7 5.1 (25.9 4.2 (30.6)
Income (Loss) from Continuing Operations 36.c 1.€ 55.€ 1.7 91.¢
Discontinued Operations:

Income (Loss) from Discontinued Operations befome Taxes 12.2 1.C (0.7 5.7 18.¢

Income Tax Benefit (Expense) (5.0 0.3 0.1 (2.3 (7.9
Income from Discontinued Operations 7.2 0.7 — 3.€ 11.€
Net Income $ 43€ $ 22 % 55.6 $ 1¢ 3 103.¢
Income (Loss) from Continuing Operations Per Unietstd Share:

Basic $ 061 $ 0.0: $ 09t $ 0.0 $ 1.5¢

Diluted $ 06C $ 0.0: % 09t $ (0.09) % 1.5¢
Net Income Per Unrestricted Share:

Basic $ 0.7:  $ 0.0¢ $ 09t $ 0.0 $ 1.7¢

Diluted $ 0.7z $ 0.0¢ $ 09t $ 0.0: $ 1.74
Dividends Paid to Shareholders Per Share $ 024 % 02 § 024§ 02, $ 0.9¢

The sum of quarterly per share amounts does nailgmr share amounts for the year due to differsnineveighted-average shares and/or equivalenteshautstanding for each of the periods
presented
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NOTE 25. QUARTERLY FINANCIAL INFORMATION (Unaudited ) (Continued)

Three Months Ended (Unaudited) Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2011 2011 2011 2011 2011
Revenues:

Earned Premiums $ 546.C $ 548.1 $ 543.C $ 536.t $ 2,173.¢

Net Investment Income 81.2 82.¢ 58.¢ 758 298.(

Other Income 0.2 0.2 0.4 0.2 1.C

Net Realized Gains (Losses) on Sales of Investments 14.2 17.¢ (4.2) 5.¢ 33.7

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment Losses (0.9 2.3 (5.0 (4.7) (11.9
Portion of Losses Recognized in Other Compreherias@me — — — 0.1 0.1

Net Impairment Losses Recognized in Earnings (0.9 1.9 (5.0 (4.€) (11.9)
Total Revenues 641.2 647.7 592.¢ 613.2 2,495.(
Expenses:

Policyholders’ Benefits and Incurred Losses andslAdjustment Expenses 392.: 477.1 399.¢ 376.% 1,645."

Insurance Expenses 166.1 170.¢ 176.¢ 170.1 683.¢

Write-off of Other Intangibles Acquired — — — 13.t 13.t

Interest and Other Expenses 19.7 20.¢ 21.4 21.¢ 83.¢
Total Expenses 578.1 668.¢ 597.¢ 582.2 2,426."
Income (Loss) from Continuing Operations beforeome Taxes 63.1 (20.9) (5.0 31.1 68.2
Income Tax Benefit (Expense) (18.7) 115 6.1 (6.3 (6.6
Income (Loss) from Continuing Operations 45.C (9.9 1.1 25.C 61.7
Discontinued Operations:

Income from Discontinued Operations before Incorareb 9.4 9.2 0.€ 0.2 19.t

Income Tax Benefit (Expense) (2.9 3.2 K (0.9 (6.7)
Income (Loss) from Discontinued Operations 6.5 6.1 0.€ (0.7) 12.¢
Net Income (Loss) $ 51t % B3y % 2C % 24 $ 74.5
Income (Loss) from Continuing Operations Per Uniretstd Share:

Basic $ 0.7¢ % (0.1e) $ 0.01 $ 041 $ 1.0Z

Diluted $ 0.7: % (0.1¢) $ 0.01 $ 041 $ 1.02
Net Income (Loss) Per Unrestricted Share:

Basic $ 0.8t $ (0.0) $ 0.0: $ 04C $ 1.2¢

Diluted $ 082 % (0.0) $ 0.0: % 04C $ 1.2t
Dividends Paid to Shareholders Per Share $ 02/ § 024 % 02¢ $ 024 $ 0.9¢€

The sum of quarterly per share amounts does nailgmr share amounts for the year due to differerineveighted-average shares and/or equivalenteshautstanding for each of the periods

presented
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Report of Independent Registered
Public Accounting Firm

TO THE SHAREHOLDERS AND BOARD OF DIRECTORS OF KEMPE R CORPORATION

We have audited the accompanying consolidated balsineets of Kemper Corporation and subsidiafes“@ompany”) as of December 31, 2012 and 2011, and
the related consolidated statements of income, celngpsive income, shareholders’ equity and casbsffor each of the three years in the period ended
December 31, 2012. Our audits also included thenfifal statement schedules listed in Item 15. \We have audited the Company’s internal control over
financial reporting as of December 31, 2012, basedriteria established in Internal Contrdhtegrated Framework issued by the Committee ohSpiong
Organizations of the Treadway Commission. The Camijsananagement is responsible for these finasta&bments and financial statement schedules, for
maintaining effective internal control over finaakieporting, and for its assessment of the effeatss of internal control over financial reporfimgluded in

the accompanying Management Report on Internalr@bm@ur responsibility is to express an opiniontbese financial statements and financial statement
schedules and an opinion on the effectivenesseo€ttimpany’s internal control over financial repagtbased on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighaflqUnited States). Those standards require that w
plan and perform the audit to obtain reasonablarasse about whether the financial statementsraeedf material misstatement and whether effedtiternal
control over financial reporting was maintainedilhmaterial respects. Our audits of the finanstatements included examining, on a test basideace
supporting the amounts and disclosures in the filahstatements, assessing the accounting prircied and significant estimates made by manageareht
evaluating the overall financial statement pred@niaOur audit of internal control over financiabporting included obtaining an understanding térimal contrc
over financial reporting, assessing the risk thatzgerial weakness exists, and testing and evaltyéte design and operating effectiveness of iaterontrol
based on the assessed risk. Our audits also inthei€orming such other procedures as we considezedssary in the circumstances. We believe tiraduadits
provide a reasonable basis for our opinions.

A company'’s internal control over financial repogiis a process designed by, or under the supemnvidi the company’s principal executive and ppati
financial officers, or persons performing similan€tions, and effected by the company’s board i&otiors, management, and other personnel to provide
reasonable assurance regarding the reliabilitjna@htcial reporting and the preparation of finanstatements for external purposes in accordandegeiterally
accepted accounting principles. A company'’s intecoatrol over financial reporting includes thosgtipies and procedures that (1) pertain to the teaence of
records that, in reasonable detail, accuratelyfainy reflect the transactions and dispositionshef assets of the company; (2) provide reasoressierance that
transactions are recorded as necessary to perapiafation of financial statements in accordanch génerally accepted accounting principles, antrdweipts
and expenditures of the company are being madeiorlgcordance with authorizations of managemedtdirectors of the company; and (3) provide reablna
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositiothef company’s assets that could have a matefedtein the
financial statements.

Because of the inherent limitations of internaltcolhover financial reporting, including the posétig of collusion or improper management overrifecontrols,
material misstatements due to error or fraud maype@revented or detected on a timely basis. Alsgjections of any evaluation of the effectivenesthe
internal control over financial reporting to futyseriods are subject to the risk that the contmdy become inadequate because of changes in angjitr that
the degree of compliance with the policies or pdaces may deteriorate.

In our opinion, the consolidated financial statetaeaferred to above present fairly, in all matergapects, the financial position of Kemper Cogtian and
subsidiaries as of December 31, 2012 and 201 1theniésults of its operations and its cash flowsth of the three years in the period ended Dbeef1l,
2012, in conformity with accounting principles gealy accepted in the United States of America.0Ala our opinion, such financial statement schesiuivhen
considered in relation to the basic consolidatedrftial statements taken as a whole, present fairBll material respects, the information settfdrerein. Also,
in our opinion, the Company maintained, in all mateespects, effective internal control over fic&l reporting as of December 31, 2012, basedhertiteria
established in Internal Controlntegrated Framework issued by the Committee ohSpong Organizations of the Treadway Commission.

As discussed in Note 2 to the consolidated findrst&tements, the Company changed its accountingofets associated with acquiring or renewing iasce
contracts in 2012.

/s/ Deloitte & Touche LLP
Chicago, lllinois
February 15, 2013
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Item 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure.
Not Applicable

Item 9A. Controls and Procedures.

Disclosure Controls and Procedures

The Company’s management, with participation of@eenpany’s Chief Executive Officer and Chief Finah©fficer, has evaluated the effectiveness of the
Company'’s disclosure controls and procedures (el &rm is defined in Rules 13a-15(e) and 15d-18ieer the Securities Exchange Act of 1934, as detén
(the “Exchange Act")) as of the end of the periodered by this report. Based on such evaluatienCthmpany’s Chief Executive Officer and Chief Ficiah
Officer have concluded that, as of the end of qatiod, the Company’s disclosure controls and pioces are effective in ensuring that informatioguieed to
be disclosed by the Company in reports that is fde submits under the Exchange Act is recordeatgased, summarized and reported, within the tienegs
specified by the SEC'’s rules and forms, and accataedland communicated to the Company’s manageinehiding the Company’s Chief Executive Officer
and Chief Financial Officer, as appropriate toallimely decisions regarding required disclosure.

Changes in Internal Controls Over Financial Reporthg

There have not been any changes in the Compartgisial control over financial reporting (as suatmtés defined in Rules 13a-15(f) and 15d-15(f) urithe
Exchange Act) during the fiscal quarter ended Ddimm31, 2012 that have materially affected, orassonably likely to materially affect, the Company
internal control over financial reporting.

Management Report on Internal Control Over Financid Reporting

We, as management of the Company, are responsibéstablishing and maintaining adequate interoatrol over financial reporting. Pursuant to thkesuand
regulations of the SEC, internal control over ficiahreporting is a process designed by, or unitkeistipervision of, a company’s principal execuéine
principal financial officers, or persons performisignilar functions, and effected by the companyaral of directors, management and other persotmel,
provide reasonable assurance regarding the réfyadflfinancial reporting and the preparation wiacial statements for external purposes in acoare with
generally accepted accounting principles and iresutiose policies and procedures that:

« Pertain to the maintenance of records that, inomegtsle detail, accurately and fairly reflect trengactions and dispositions of the assets of thpany

¢ Provide reasonable assurance that transactiengeorded as necessary to permit preparatiomarfidial statements in accordance with generally
accepted accounting principles, and that receipdseapenditures of the company are being madeinrdgcordance with authorizations of management
and directors of the company; and

*  Provide reasonable assurance regarding preveotitmely detection of unauthorized acquisitiose or disposition of the company’s assets thadticou
have a material effect on the financial statements.

Management has evaluated the effectiveness oftésnial control over financial reporting as of Deer 31, 2012 , based on the control criteria éistadd in a
report entitlednternal Control—Integrated Frameworissued by the Committee of Sponsoring Organizatidriee Treadway Commission. Based on such
evaluation, we have concluded that the Company&snal control over financial reporting is effeetias of December 31, 2012 .

The independent registered public accounting fifiBeloitte & Touche LLP, as auditors of Kemper'sisolidated financial statements, has issued astatien
report on the effectiveness of management’s int@wratrol over financial reporting based on cri¢geestablished imternal Control—Integrated Framework,
issued by the Committee of Sponsoring Organizatifrise Treadway Commission.

/'s/ DONALD G. SOUTHWELL /s/ DENNIS R. VIGNEAU
Donald G. Southwell Dennis R. Vigneau
Chairman, President and Chief Executive Officer Senior Vice President and Chief Financial Officer

February 15, 2013
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Report of Independent Registered Public Accountind-irm on Internal Control Over Financial Reporting

The attestation report of the independent regidtpublic accounting firm, Deloitte & Touche LLP, tre Company'’s internal control over financial repg is
included in Item 8 under the heading “Report ofépendent Registered Public Accounting Firm,” anidésrporated herein by reference.

Item 9B. Other Information.

None
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PART Il
Item 10. Directors, Executive Officers and Corprate Governance.

The information required by this ltem is incorp@dtherein by reference to the sections captionéettién of Directors,” “Kemper Executive Officers,”
“Ownership of Kemper Common Stock” and “Corporatvérnance” in the Proxy Statement for Kemper’'s 28h8ual Meeting of Shareholders. Kemper plans
to file such proxy statement within 120 days aBecember 31, 2012 , the end of Kemper's fiscal .year

Kemper's code of ethics applicable to its chiefarive officer, chief financial officer and prin@paccounting officer (“Code of Ethics for Senian&ncial
Executives”) is posted in the “Governance” sectbiKempers website, kemper.com. Kemper also intends toaischny future amendments to, and any wa
from (though none are anticipated), the Code ofc&tfor Senior Financial Executives in the “Goveroa’ section of its website.

Item 11. Executive Compensation.

The information required by this ltem is incorp@dtherein by reference to the sections captionadciive Compensation,” “Executive Officer Compeditsa
and Benefits,” “Director Compensation,” “CompeneatCommittee Interlocks and Insider Participaticantl “Compensation Committee Report” in the Proxy
Statement for Kemper's 2013 Annual Meeting of Shalders. The Compensation Committee Report to tleded in such Proxy Statement shall be deemed to
be furnished in this report and shall not be inocoaped by reference into any filing under the SitiesrAct of 1933 or the Exchange Act as a resuttuch
furnishing in this Item 11.

Iltem 12. Security Ownership of Certain BeneficihOwners and Management and Related Stockholder Mé&rs.

The information required by this Item is set faritthe table below and incorporated herein by efee to the section captione@wnership of Kemper Commc
Stock” in the Proxy Statement for Kemper's 2013 AalnMeeting of Shareholders.

Equity Compensation Plan Information

Number of Securities

Number of Securities Remaining Available
to be Issued Upon Weighted-Average for Future Issuance
Exercise of Exercise Price of Under Equity
Outstanding Options, Outstanding Options, Compensation Plans
Plan Category Warrants and Rights Warrants and Rights or Programs (1)
Equity Compensation Plans Approved by Security ks 3,192,05 $ 40.5¢ 9,278,53.
Equity Compensation Plans Not Approved by Security
Holders — — —
Total 3,192,05 $ 40.5¢ 9,278,53.

(1) Includes 561,225 shares reserved for futuratgriaased on the achievement of performance gadksrihe terms of outstanding performance-basedatesl
stock awards.

Kemper's Omnibus Plan permits various stock-baseatds including, but not limited to, stock optiostck appreciation rights, time-vested restriciedk and
performance-based restricted stock.

The design of the Omnibus Plan provides for furgise of shares to determine the number of shaadsalale for future grants, with a fungible conversfactor
of three to one, such that the Share Authorizatitihbe reduced at two different rates, dependinghe type of award granted. Each share of Kemge&moon
stock issuable upon the exercise of stock optiorssazk appreciation rights will reduce the numbieshares available for future grant under the &har
Authorization by one share, while each share of gentommon stock issued pursuant to “full value raa’awill reduce the number of shares available forffe
grant under the Share Authorization by three shaFesl value awards” are awards, other than stogtions or stock appreciation rights, that ardesgthy the
issuance of shares of Kemper common stock anddediestricted stock, restricted stock units, pentmice shares, performance units, if settled wabkstand
other stock-based awards.
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Item 13. Certain Relationships and Related Trarections, and Director Independence.

The information required by this Item is incorpedherein by reference to the sections captionedat®d Person Transactions” and “Director Indepeoeein
the Proxy Statement for Kemper’s 2013 Annual MegthShareholders.

Item 14. Principal Accounting Fees and Services.

The information required by this Item is incorp@by reference to the section captioned “Indepetegistered Public Accountariti the Proxy Statement f
Kemper’'s 2013 Annual Meeting of Shareholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedules

(a) Documents filed as part of this Report

1.

Financial Statements. The consolidated balaheets of Kemper and subsidiaries as of Decemh&@032 and 2011 , and the consolidated stateménts o
income, comprehensive income, cash flows and shltets’ equity for the years ended December 3122@D11 and 2010 , together with the notes thereto
and the report of Deloitte & Touche LLP thereoneging in Item 8 are included in this 2012 AnnueapBrt.

Financial Statement Schedules. The following financial statement schedules are included erpiges immediately following the signature pagasdf.
Schedules not listed here have been omitted bethegare not applicable or not material or thaunegl information is included in the Consolidated
Financial Statements.

Schedule | Investments Other Than Investments lateg: Parties
Schedule Il Parent Company Financial Statements

Schedule Il Supplementary Insurance Information

Schedule IV Reinsurance Schedule

The Report of Independent Registered Public Acdogrfirm, Deloitte & Touche LLP, with regards tetRinancial Statement Schedules listed above, is
incorporated by reference to the Report of Indepah&egistered Public Accountant included in Item 8

Exhibits. The following exhibits are eitherfil as a part hereof or are incorporated by refereixhibit numbers correspond to the numberingesysh
Item 601 of Regulation S-K. Exhibits 10.1 through2b relate to compensatory plans incorporatecefgrence as exhibits hereto pursuant to Item 1dg(b)
Form 10-K.

3.1 Restated Certificate of Incorporation (Incogted herein by reference to Exhibit 3.1 to Kemp&urrent Report on Form 8-K filed August 29,
2011).

3.2 Amended and Restated Bylaws (Incorporatedrésereference to Exhibit 3.2 to Kemper's CurrBaport on Form 8-K filed August 29, 2011).

4.1 Rights Agreement between Kemper and Compuegsirust Company, N.A. as successor Rights Ageeitjding the Form of Certificate of

Designation, Preferences and Rights of Series Aod®articipating Preferred Stock, the Form of RegfBertificate and the Summary of Right:
Purchase Preferred Stock, dated as of August 44 @00 amended May 4, 2006 and October 9, 2006orfhocated herein by reference to Ext
4.1 to Kemper's Quarterly Report on Form 10-Q fikahust 3, 2009).

4.2 Indenture dated as of June 26, 2002, by atvdtlea Kemper and The Bank of New York Trust Comp&h., as successor trustee to BNY
Midwest Trust Company, as Trustee (Incorporate@ihdry reference to Exhibit 4.1 to Kemper’s CurrReport on Form & filed May 14, 200

4.3 Officers’ Certificate, including form of Semiblote with respect to Kemper's 6.00% Senior Nates May 15, 2017 (Incorporated herein by
reference to Exhibit 4.3 to Kemper's Quarterly Repm Form 10-Q filed May 7, 2012).

4.4 Officers’ Certificate, including the form o&Bior Note with respect to Kemper6.00% Senior Notes due November 30, 2015 (Incatped here
by reference to Exhibit 4.2 to Kemper's Current 8&¢pn Form 8-K filed November 24, 2010).

10.1 Kemper 1995 NoRmployee Director Stock Option Plan, as amendedestated effective February 3, 2009 (Incorpordieein by reference
Exhibit 10.2 to Kemper’s Annual Report on Form 10Hkd February 4, 2009).

10.2 Kemper 1997 Stock Option Plan, as amendedestated effective February 1, 2006 (Incorpor&eein by reference to Exhibit 10.2 to Kemiper
Quarterly Report on Form 10-Q filed May 4, 2011).

10.3 Kemper 2002 Stock Option Plan, as amendedestated effective February 3, 2009 (Incorpor&eein by reference to Exhibit 10.4 to Kemiper

Annual Report on Form 10-K filed February 4, 2009).

10.4 Kemper 2005 Restricted Stock and Restricted StaukRlan, as amended and restated effective FepBj&009 (Incorporated herein by refe
to Exhibit 10.5 to Kemper’s Annual Report on ForfiK filed February 4, 2009).

10.5 Kemper 2011 Omnibus Equity Plan, as amendddestated effective February 6, 2013.

10.6 Form of Stock Option Agreement under the Kemi®95 NorEmployee Director Stock Option Plan, as of Febrdarg006 (Incorporated hert
by reference to Exhibit 10.6 to Kemper's Quarté&bport on Form 10-Q filed May 4, 2011).
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10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19
10.20
10.21
10.22

Form of Stock Option Agreement under the Keni®95 NonEmployee Director Stock Option Plan, as of Febr&r009 (Incorporated hert
by reference to Exhibit 10.7 to Kemper's Annual Bemn Form 10-K filed February 4, 2009).

Form of Stock Option and SAR Agreement under thmper 1997 Stock Option Plan, as of February 1, Z08frporated herein by referenc
Exhibit 10.8 to Kemper’s Quarterly Report on FortrQ filed May 4, 2011).

Form of Stock Option and SAR Agreement under thmper 2002 Stock Option Plan, as of February 1, Z08frporated herein by referenc
Exhibit 10.9 to Kemper’s Quarterly Report on FortrQ filed May 4, 2011).

Form of Stock Option Agreement (includingctappreciation rights) under the Kemper 2002 IS@ption Plan, as of February 1, 2011
(Incorporated herein by reference to Exhibit 10.Kémper’s Annual Report on Form 10-K filed Febsudr 2011).

Form of Timefested Restricted Stock Award Agreement under thmper 2005 Restricted Stock and Restricted StoékRJan, as of Februa
2011 (Incorporated herein by reference to Exhibifl0 to Kemper’s Annual Report on Form 10-K fileebFuary 3, 2011).

Form of Performance-Based Restricted Stagrd Agreement under the Kemper 2005 RestrictedkSiod Restricted Stock Unit Plan, as of
February 1, 2011 (Incorporated herein by referéadexhibit 10.11 to Kemper’'s Annual Report on FatfiK filed February 3, 2011).

Form of Stock Option and SAR Agreement fonNEmployee Directors under the Kemper 2011 Omniusty Plan, as of August 25, 2011
(Incorporated herein by reference to Exhibit 1Gd 8emper’'s Annual Report on Form 10-K filed Febyua7, 2012).

Kemper Pension Equalization Plan, as ameadédestated effective August 25, 2011 (Incorpatdierein by reference to Exhibit 10.5 to
Kemper's Quarterly Report on Form 10-Q filed NovemnB, 2011).

Kemper Defined Contribution Supplemental Retirenf®an, as amended and restated effective Augu&®3, (Incorporated herein by refer
to Exhibit 10.5 to Kemper’s Quarterly Report on fat0-Q filed November 2, 2011).

Kemper Non-Qualified Deferred CompensatitamPas amended and restated effective August®B, @ncorporated herein by reference to
Exhibit 10.5 to Kemper’s Quarterly Report on For®Q filed November 2, 2011), and Amendment No.feative January 1, 2013.

Kemper is a party to individual severanaeaents (the form of which, as amended and relsédtective August 25, 2011, is incorporated by
reference to Exhibit 10.17 to Kemper's Quarterlyp®&@ on Form 10-Q filed November 2, 2011) with fhkowing officers:

Donald G. Southwell (Chairman, President ance€Chkecutive Officer)
John M. Boschelli (Vice President and Chief stmeent Officer)

Lisa M. King (Vice President — Human Resources)

Edward J. Konar (Vice President)

Denise . Lynch (Vice President)

Christopher L. Moses (Vice President and Treagur

Scott Renwick (Senior Vice President and Genecalnsel)

Richard Roeske (Vice President and Chief Acdogrdfficer)

Dennis J. Sandelski (Vice President — Tax)

Frank J. Sodaro (Vice President — Planning amalysis)

Dennis R. Vigneau (Senior Vice President anceChRinancial Officer)

Each of the foregoing agreements is identical exitegt the severance compensation multiple is@&.0r. Southwell and 2.0 for the other
executive officers.

Kemper Severance Plan, as amended ancecksféctive August 25, 2011 (Incorporated hergimeference to Exhibit 10.5 to KempgiQuarte
Report on Form 10-Q filed November 2, 2011).

Kemper 2009 Performance Incentive Planpended and restated effective February 4, 2013.

Form of Annual Incentive Award Agreement emthe Kemper 2009 Performance Incentive Planf &sloruary 4, 2013.

Form of Multi-Year Incentive Award Agreememider the Kemper 2009 Performance Incentive Rlswof February 4, 2013.

Form of Stock Option and SAR Agreement tdliment Vesting Form under the Kemper 2011 Omnibgsity Plan, as of February 4, 2013.
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10.23
10.24
10.25
10..26

10.27

12
21
23
24
311
31.2
321

32.2

101.1
101.2
101.3
101.4
101.5
101.6

Form of Stock Option and SAR Agreement €Rédn Award Form under the Kemper 2011 Omnibusity@lan, as of February 4, 2013.
Time-Vested Restricted Stock Award Agreenueidter the Kemper 2011 Omnibus Equity Plan, asbfirary 4, 2013.
Form of Performance-Based Restricted Staelird Agreement under the Kemper 2011 Omnibus EdRlén, as of February 4, 2013.

Kemper is a party to individual Indemnification aBgpense Advancement Agreements with each ofiecttirs, as amended and restated ef
February 1, 2012 (Incorporated herein by referéadexhibit 10.25 to Kemper's Current Report on F@+K filed February 6, 2012).

Credit Agreement, dated as of March 7, 28¢2nd among Kemper, the lenders party theretdjadigan Chase Bank, N.A., as administrative
agent, swing line lender and issuing bank, and 8\Fedirgo Bank, National Association and Fifth THyahk, as casyndication agents (Incorpo
by reference to Exhibit 10.1 to Kemper’s Curremta on Form 8-K filed March 12, 2012).

Ratios of Earnings to Fixed Charges

Subsidiaries of Kemper Corporation

Consent of Deloitte & Touche LLP

Power of Attorney (included on the signaturgephereof)

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

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

Certification of Chief Executive Officer Puemnt to 18 U.S.C. Section 1350, as adopted pursaa@ection 906 of the Sarbar@siey Act of 20(
(furnished pursuant to Item 601(b)(32) of Regulat®:K).

Certification of Chief Financial Officer Puemnt to 18 U.S.C. Section 1350, as adopted pursad@ection 906 of the Sarban@sley Act of 200
(furnished pursuant to Item 601(b)(32) of Regulat®K).

XBRL Instance

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkb&scument
XBRL Taxonomy Extension Label Linkbase Doeain
XBRL Taxonomy Extension Presentation LinkbBscument
XBRL Taxonomy Extension Definition Linkba3ecument

(b) Exhibits. Included in Item 15(a)3 abc
(c) Financial Statement Schedules. Included in Itena)P54bove
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POWER OF ATTORNEY

Each person whose signature appears below on ltbesiftg page hereby appoints each of Donald G. IBwall, Chairman, President and Chief Executive
Officer, Dennis R. Vigneau, Senior Vice Presidem &hief Financial Officer, and Scott Renwick, Senfice President and General Counsel, so longies s
individual remains an executive officer of Kempenr@oration, his true and lawful attorney-in-factiwauthority together or individually to executetfire name

of each such signatory, and with authority to fiiéh the SEC, any and all amendments to this 20d2ual Report of Kemper Corporation, together witl and

all exhibits thereto and other documents therewiéitessary or advisable to enable Kemper Corporadicomply with the Securities Exchange Act of 4.98s
amended, and any rules, regulations, and requiresnoétthe SEC in respect thereof, which amendnmmatg make such other changes in the 2012 AnnualiRepo
as the aforesaid attorney-in-fact executing theesdeems appropriate.

SIGNATURES

Pursuant to the requirements of Section 13 of #muffties Exchange Act of 1934, Kemper Corporakias duly caused this 2012 Annual Report on ForrK 10-
for the fiscal year ended December 31, 2012 tadreed on its behalf by the undersigned, thereunty duthorized, on February 15, 2013 .

KEMPER CORPORATION
(Registrant)

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

Chairman, President, Chief Executive Officer and Diector
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Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bblpthe following persons on behalf of Kemper Cagtion

in the capacities indicated on February 15, 2013 .

Signature

IS/ DONALD G. SOUTHWELL

Donald G. Southwell

/S/ DENNIS R. VIGNEAU

Dennis R. Vigneau

IS/ RICHARD ROESKE

Richard Roeske

IS/ JAMES E. ANNABLE

James E. Annable

IS/ DOUGLAS G. GEOGA

Douglas G. Geoga

/S/' REUBEN L. HEDLUND

Reuben L. Hedlund

/S/ JULIE M. HOWARD

Julie M. Howard

/S/ ROBERT J. JOYCE

Robert J. Joyce

IS/ WAYNE KAUTH

Wayne Kauth

IS/ FAYEZ S. SAROFIM

Fayez S. Sarofim

/S DAVID P. STORCH

David P. Storch

IS/ RICHARD C. VIE

Richard C. Vie

Title

Chairman, President, Chief Executive Officer anceBiior (principal executive

officer)

Senior Vice President and Chief Financial Offiqanir{cipal financial officer)

Vice President and Chief Accounting Officer (primei accounting officer)

Director

Director

Director

Director

Director

Director

Director

Director

Director
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KEMPER CORPORATION AND SUBSIDIARIES
INVESTMENTS OTHER THAN INVESTMENTS IN RELATED PARHS
DECEMBER 31, 2012
(Dollars in Millions)

SCHEDULE

Amount
Amortized Carried in
Cost Fair Value Balance Sheet
Fixed Maturities:
Bonds and Notes:
United States Government and Government Agenci@athorities $ 384.C $ 428.¢ % 428.¢
States and Political Subdivisions 1,251.( 1,401. 1,401.
Corporate Securities:
Other Bonds and Notes 2,618." 2,997.: 2,997.:
Redeemable Preferred Stocks 30.1 32.€ 32.€
Total Investments in Fixed Maturities 4,283.¢ 4,860.: 4,860.:
Equity Securities:
Preferred Stocks 93.¢ 100.t 100.t
Common Stocks 126.1 154.2 154.2
Other Equity Interests 242.¢ 267.Z 267.Z
Total Investments in Equity Securities 462.% 521.¢ 521.¢
Equity Method Limited Liability Investments at Cd3ius Cumulative Undistributed Earnings 253.( XXX. X 253.(
Loans, Real Estate and Other Investments 497t XXX. X 497t
Short-term Investments 327.t XXX. X 327.t
Total Investments $ 5,824.! $ 6,460.:

See Accompanying Report of Independent RegistenbtidAccounting Firm.

SCHI-1
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SCHEDULE II

KEMPER CORPORATION
PARENT COMPANY BALANCE SHEETS
(Dollars in Millions)

December 31,

2012 2011

ASSETS
Investments in Subsidiaries $ 2,744 $ 2,666.¢
Fixed Maturities at Fair Value (Cost: 2011 — $13.1) — 13.1
Equity Securities at Fair Value (Cost: 2012 — $2@®11 — $5.0) 4.5 4.3
Short-term Investments 183.t 77.2
Cash 2.2 122.¢
Other Receivables 7.2 5.7
Deferred Income Taxes 75.4 57.€
Other Assets 6.2 5.¢
Total Assets $ 3,023:. $ 2,952.¢
LIABILITIES AND SHAREHOLDERS' EQUITY
Senior Notes Payable, 6.00% due 2017 (Fair Valog@22- $393.7; 2011 — $370.3) $ 3572 % 356.¢
Senior Notes Payable, 6.00% due 2015 (Fair Valo@22- $276.3; 2011 — $262.8 ) 248.¢ 248.2
Liabilities for Income Taxes 77.€ 85.5
Liabilities for Benefit Plans 172.¢ 140.t
Accrued Expenses and Other Liabilities 5.1 54
Total Liabilities 861. 836.2
Shareholders’ Equity:

Common Stock 5.8 6.C

Additional Paid-in Capital 725.( 743.¢

Retained Earnings 1,118.: 1,108."

Accumulated Other Comprehensive Income 312.7 258.(
Total Shareholders’ Equity 2,161." 2,116.¢
Total Liabilities and Shareholders’ Equity $ 3,023.. $ 2,952.¢

See Accompanying Report of Independent RegisteabtidAccounting Firm.
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KEMPER CORPORATION
PARENT COMPANY STATEMENTS OF INCOME
(Dollars in Millions)

For The Years Ended December 31,

2012 2011 2010
Net Investment Income $ 02 $ 04 $ 1.7
Net Realized Gains (Losses) on Sales of Investments 0.2 (0.2) 0.t
Total Revenues 0.5 0.2 2.2
Interest Expense 39.t 39.¢ 34.1
Other Operating Expenses 13.€ 10.2 4.2
Total Operating Expenses 53.1 49.7 38.2
Loss before Income Taxes and Equity in Net Incofm@utsidiaries (52.¢) (49.5 (36.2)
Income Tax Benefit 18.2 18.€ 13.C
Loss before Equity in Net Income of Subsidiaries (34.9 (30.9 (23.2)
Equity in Net Income of Subsidiaries 137.¢ 105.¢ 201.1
Net Income $ 103.2 $ 745 $ 177.¢

See Accompanying Report of Independent Registenbtid?Accounting Firm.
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KEMPER CORPORATION
PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in Millions)

For The Years Ended December 31,

2012 2011 2010
Net Income $ 103.2 $ 745 $ 177.¢
Other Comprehensive Income (Loss):

Unrealized Holding Gains (Losses) Arising During thear:

Securities Held by Subsidiaries 157.¢ 231.t 195.%
Securities Held by Parent — 0.€ 0.1

Reclassification Adjustment for Amounts Included\Niat Income:

Securities Held by Subsidiaries (61.2) (30.2) (18.9)
Securities Held by Parent — 0.9 —

Unrealized Holding Gains 96.7 201.- 177.(

Unrecognized Postretirement Benefit Costs Arisingifly the Year (29.9 (53.9) (27.9

Amortization of Unrecognized Postretirement Ben€fists 16.2 8.7 1.2

Net Unrecognized Postretirement Benefit Costs (13.9) (45.2) (26.7)

Foreign Currency Translation Adjustments 1.€ 0.4 (2.6

Reclassification Adjustment for Amounts IncludedNet Income — — 2.1

Foreign Currency Translation Adjustments 1.€ 0.4 (0.5

Equity in Other Comprehensive Income of Subsidiary — — 2.¢
Other Comprehensive Income before Income Taxes 85.1 156.< 152.7
Income Tax Benefit (Expense):

Unrealized Holding Gains and Losses Arising Duting Year:

Securities Held by Subsidiaries (55.9 (82.9) (69.2)
Securities Held by Parent — (0.2) —
Reclassification Adjustment for Amounts Included\Niat Income:
Securities Held by Subsidiaries 21.t 10.7 6.€
Securities Held by Parent — 0.z —
Unrealized Holding Gains and Losses (34.9 (71.6) (62.€)
Unrecognized Postretirement Benefit Costs Arisingiiy the Year 10.2 19.C 9.8
Amortization of Unrecognized Postretirement Ben€fists (5.7) (3.7 (0.5)

Net Unrecognized Postretirement Benefit Costs 4.€ 15.¢ .8

Foreign Currency Translation Adjustments (0.6 0.7) 1.C

Reclassification Adjustment for Amounts IncludedNet Income — — (0.9)

Foreign Currency Translation Adjustments (0.6 0.7) 0.2

Equity in Other Comprehensive Income of Subsidiary — — (2.0
Income Tax Expense (30.9 (55.9) (54.7)
Other Comprehensive Income 54.7 100.¢ 98.€
Total Comprehensive Income $ 158.1 $ 175.1 $ 276.

See Accompanying Report of Independent RegisteabtidAccounting Firm.
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PARENT COMPANY STATEMENTS OF CASH FLOWS

Operating Activities:
Net Income

KEMPER CORPORATION

(Dollars in Millions)

Adjustment Required to Reconcile Net Income to Glash Provided by Operations:

Equity in Net Income of Subsidiaries
Cash Dividends from Subsidiaries
Cash Contribution to Defined Benefit Plan
Net Realized (Gains) Losses on Sales of Investments
Other, Net
Net Cash Provided by Operating Activities
Investing Activities:
Capital Contributed to Subsidiaries
Capital Distribution from Subsidiary
Maturity of Note Receivable from Subsidiary
Sales and Maturities of Fixed Maturities
Purchases of Fixed Maturities
Purchases of Common Stocks from Subsidiary
Change in Short-term Investments
Net Cash Provided (Used) by Investing Activities
Financing Activities:
Notes Payable Proceeds:
Senior Notes Payable Issued
Revolving Credit Agreement
Notes Payable Payments:
Senior Notes Payable Repaid
Revolving Credit Agreement
Cash Dividends Paid
Common Stock Repurchases
Exercise of Stock Options
Excess Tax Benefits on Share Based Awards
Net Cash Used by Financing Activities
Increase (Decrease) in Cash
Cash, Beginning of Year
Cash, End of Year

For The Years Ended December 31,

2012 2011 2010
$ 103< $ 745§ 177
(137.9) (105.2) (201.1)
95.C 70. 147.c
— (32.9) (15.0
0.9 0.2 (0.5)
8.5 35. (10.9)
68.€ 434 97.¢
— — (110.0)
20.C 250.( —
— — 20.C
13.1 — —
— — (13.9)
— (50.9) —
(106.9) (35.4) 10.
(73.9) 163.¢ (92.6)
— — 247.¢
— 95.( 140.(
— — (200.0)
— (95.0) (140.0)
(56.9) (58.2) (54.6)
(60.7) (27.2) (34.4)
1.2 0.2 0.E
0.5 0.2 0.2
(115.9) (85.2) (40.5)
(120.9) 122.( (35.9)
122.¢ 0.4 35.€
$ 22 $  122¢ $ 0.4

See Accompanying Report of Independent RegisteabtidAccounting Firm.
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SCHEDULE Il

KEMPER CORPORATION AND SUBSIDIARIES
SUPPLEMENTARY INSURANCE INFORMATION
(Dollars in Millions)

Year Ended December 31, December 31,
Insurance
Claims Amortization
and Of Deferred Deferred
Net Policy- Policy Other Policy
Premiums Other Investment holders’ Acquisition Insurance Acquisition Insurance Unearned
Premiums Written Income Income Benefits Costs Expenses Costs Reserves Premiums
2012
Kemper Preferred $ 8794 $ 8917 $ 04 $ 450 $ 709.C $ 147¢ $ 96.C $ 727 $ 452 $ 447¢
Kemper Specialty 419.¢ 415.] 0.2 19.C 350.4 58.7 32.¢ 17.€ 215.¢ 129.¢
Kemper Direct 168.( 147.% — 13.¢ 129.5 6.1 51.1 1kt 177.¢ 44.:
Life and Health (1) 639.¢ N/A 0.1 204.: 393.1 44.¢ 266.4 211: 3,168.¢ 29.€
Other — N/A — 13.7 — — (31.0 — 117.¢ —
Total $2,107.: N/A  $ 0.€ $ 295¢ $1582( $ 257.( $ 415% $ 303« $4,132. $ 650.¢
2011
Kemper Preferred $ 859.6 ¢ 868.¢t $ 02 $ 48¢ $ 7096 $ 144¢ $ 954 $ 70.€ $ 4162 $ 435¢
Kemper Specialty 4452 438.2 0.t 22.¢ 352.¢ 62.€ 28.€ 18.€ 225.¢ 134.1
Kemper Direct 222.1 209.( 0.1 17.4 197.€ 8.8 67.5 24 223.¢ 65.1
Life and Health (1) 645.¢ N/A 0.1 200.5 385.% 44.¢ 263.% 202.¢ 3,111.( 31.1
Other — N/A = 8. — = (32.) — 154.¢ —
Total $2,173.¢ N/A  $ 1.C $ 298.( $1645° $ 2607 $ 422¢ $ 294.( $4,131¢ $ 666.2
2010
Kemper Preferred $ 888.( $ 872z $ 04 $ 55<4 $ 633t $ 152¢€¢ $ 90.7
Kemper Specialty 474.¢ 4572 0.€ 25.¢ 383.( 67.7 25.C
Kemper Direct 282.¢ 269.: 0.1 20.€ 223.¢ 9. 7.5
Life and Health (1) 644.1 N/A 0.2 213.( 406.¢ 42.1 251.%
Other — N/A — 10.¢ — — (31.0)
Total $2,289. N/A  $ 12 $ 3257 $1.647. $ 2722 $ 4135

(1) The Company’s Life and Health Insurance emgdggents also market certain property and casinaliyance products under common management.
Accordingly, the Company includes the results esthproperty and casualty insurance products lriféasand Health Insurance segment.

See Accompanying Report of Independent RegistenbtidAccounting Firm.

SCHIII-1




SCHEDULE IV

KEMPER CORPORATION
REINSURANCE SCHEDULE
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 ANDLR0
(Dollars in Millions)

Percentage
Ceded to Assumed of Amount
Gross Other from Other Net Assumed to
Amount Companies Companies Amount Net
Year Ended December 31, 2012
Life Insurance in Force $ 21,340 $ 6102 $ 242.¢ $ 20,972 1.2%
Premiums
Life Insurance $ 392¢ % 14 % 2C $ 393.¢ 0.5%
Accident and Health Insurance 165.t 04 0.1 165.2 0.1%
Property and Liability Insurance 1,547 40.7 41.¢ 1,548.! 2.7%
Total Premiums $ 2,105 $ 425 % 44C $ 2,107.: 2.1%
Year Ended December 31, 2011
Life Insurance in Force $ 216270 $ 662.C $ 256.¢ $ 21,222° 1.2%
Premiums
Life Insurance $ 394.: $ 15 $ 2 % 395.1 0.6%
Accident and Health Insurance 166.t 0.2 0.1 166.: 0.1%
Property and Liability Insurance 1,6009.¢ 38.¢ 412 1,612.; 2.6%
Total Premiums $ 2,170t $ 40.7  $ 437 $ 2,173.¢ 2.C%
Year Ended December 31, 2010
Life Insurance in Force $ 21,909. $ 695.. $ 272.¢ $ 21,486 1.3%
Premiums
Life Insurance $ 396.1 % 2C % 27 % 396.¢ 0.7%
Accident and Health Insurance 162.( 0.3 0.1 161.¢ 0.1%
Property and Liability Insurance 1,729.! 41.¢€ 42.¢ 1,730.¢ 2.5%
Total Premiums $ 2,287t $ 43¢ % 457 $ 2,289.« 2.C%

See Accompanying Report of Independent RegistenbtidAccounting Firm.
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Exhibit 10.£

KEMPER CORPORATION

2011 Omnibus Equity Plan

Amended and Restated as of February 6, 2013




Article

Article

1

11
1.2
13

2.1

2.2

2.3

2.4

25

2.6

2.7

2.8

2.9

2.10
211
2.12
2.13
2.14
2.15
2.16
2.17
2.18
2.19
2.20
221
2.22
2.23
2.24
2.25
2.26
2.27
2.28
2.29
2.30
231
2.32
2.33
2.34
2.35
2.36

Establishment, Purpose, and Duration
Establishment

Purpose of the Plan

Duration of the Plan

Definitions
"Affiliate"

"Annual Award Limit" or "Annual Award Limst'

"Award"
"Award Agreement"

"Beneficial Owner" or "Beneficial Ownership

"Board" or "Board of Directors"
"Code"

"Committee"

"Company"

"Constructive or Actual Delivery"
"Covered Employee"
"Director”

"Disability or Disabled"
"Effective Date"

"Eligible Director"

"Employee"

"Employment"

"Exchange Act"

"Exercise Price"

"Fair Market Value" or "FMV"
"Full Value Award"

"Insider"

"Incentive Stock Option" or "ISO"
"Leave of Absence"

"Mature Shares"

"Nonqualified Stock Option"
"Option"

"Other Stock-Based Award"
"Participant”
"Performance-Based Compensation”
"Performance Measures"
"Performance Period"
"Performance Share"
"Performance Unit"

"Period of Restriction"

"Plan"
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Article

Article

Article

Article

Article

Article

2.37
2.38
2.39
2.40
241
2.42
2.43
2.44
2.45
2.46
2.47
2.48

3.1
3.2
3.3

4.1
4.2
4.3
4.4

6.1
6.2
6.3
6.4
6.5
6.6

7.1
7.2

8.1
8.2
8.3

"Plan Year"

"Prior Plans"
"Representative"

"Restricted Stock"

"Restricted Stock Unit"
"Retirement" or "Retires"
"Section 162(m)"

"Section 409A"

"Share"

"Stock Appreciation Right" or "SAR"
"Substantial Cause"

"Third Party Service Provider"

Administration

General

Authority of the Committee
Delegation

Shares Subject to the Plan and Maxinfumards
Number of Shares Available for Awards
Share Counting

Annual Award Limits

Adjustments in Authorized Shares

Eligibility

Restricted Stock and Restricted Stociitt)

Restricted Stock or Restricted Stock Unita#d Agreement
Other Restrictions

Certificate Retention or Legend

Voting Rights

Dividends and Dividend Equivalents

Section 83(b) Election

Stock Appreciation Rights
Grant of Stock Appreciation Rights
SAR Award Agreement

Stock Options

Grant of Stock Options

Stock Option and SAR Award Agreements
Exercise of Options and SARs
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Article

Article

Article

Article

Article

Article

Article

Article

Article

9.1
9.2
9.3
9.4
9.5

10

11

111
11.2
11.3

12

12.1
12.2
12.3
12.4
12.5
12.6

13
13.1
13.2

14

141
14.2
14.3
14.4

15

16
16.1
16.2

17
171
17.2

Performance Shares and PerformancesUnit

Grant of Performance Shares and Performidnie

Value of Performance Shares and Performénds

Earning of Performance Shares and Perfarenbimits

Form and Timing of Payment of Performankar8s and Performance Units
No Dividends Payable

Other Stock-Based Awards

Awards to Eligible Directors

Initial Award Grants

Annual Award Grants

Other Forms of Awards to Eligible Director

Forfeiture and Termination of Employm@r Service as a Director or Consultant
Terms Provided in Award Agreements

Termination of Services of an Employee

Termination of Services as a Director

Termination of Services as Third Partyi®erProvider

Forfeiture Provisions and Clawbacks

Leaves of Absence

Transferability of Awards
Transferability
Domestic Relations Orders

Performance Measures

Performance Measures

Evaluation of Performance

Adjustment of Performance-Based Compeursati
Committee Discretion

Arbitration

Compliance with Section 409A
409A Compliance
Deferrals

Rights of Participants
Employment; Services
Participation
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17
17
17

17
17
19
19
19

19

19
19
20

20
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Article

Article

Article

Article

Article

17.3

18

18.1
18.2
18.3

19

19.1
19.2
19.3

20

20.1
20.2
20.3

21

22
221
222
22.3
224
225
22.6
227
22.8
22.9
22.10
2211
22.12

Form of Stock; Rights as a Shareholder

Change in Control

Definition of Change in Control
Other Definitions

Occurrence of Change in Control

Amendment, Modification, Suspensiondd ermination
Amendment, Modification, Suspension, ardhiination
Adjustment of Awards Upon the Occurrentc€ertain Unusual or Nonrecurring Events
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Kemper Corporation
2011 Omnibus Equity Plan

Article 1 Establishment, Purpose, and Duratio

1.1 Establishment. Kemper Corporation, a Delaware corporation (the “Compamgtgpblished the 2011 Omnibus Eq
Plan (the “Plan”), effective May 4, 2011 (the “Effective Datel'he Plan permits the grant of Awards to eligible Participaar
defined below.

1.2 Purpose of the Plan. The purpose of the Plan is to provide a means whereby gessl@and directors of the Comp
and its Affiliates and key advisors develop a sense ofrigtopship and personal involvement in the development aaddial succe:
of the Company, and to encourage them to devote their bedsaffdhe business of the Company, thereby advancing #restd c
the Company and its shareholders. A further purpose oflgmei®to provide a means through which the Company maacatbl
individuals to become employees and to provide a means whéredy individuals on whom the responsibilities for the sssfo
administration and management of the Company depend can acquimaiatain ownership of the Compasycommon stock, there
strengthening their concern for the welfare of the Company.

1.3 Duration of the Plan . Unless sooner terminated as provided herein, the Plantsimalhate ten (10) years from
Effective Date. After the Plan is terminated, no Awards magrbhated, but Awards previously granted shall remain outstgrid
accordance with the applicable terms and conditions ofl#read the respective Award Agreements.

Article 2Definitions

Whenever used in the Plan, the following terms shall have #amimgs set forth below, and when the meaning is intenck
initial letter of the word shall be capitalized.

2.1 “Affiliate” means any person or entity controlled directly or indirelsyiithe Company, whether by equity owners
contract or otherwise and shall include direct or indirect didrgs of the Company and mutual companies the managementob
is controlled by the Company and its subsidiaries.

2.2 “ Annual Award Limit " or “ Annual Award Limits " have the meaning set forth in Section 4.3.

2.3 “Award” means, individually or collectively, a grant under the PlR@stricted Stock, Restricted Stock Units, S
Appreciation Rights, Options, Performance Shares, Performamite dd Other StoclBased Awards, in each case subject to the
of the Plan.

2.4 “Award Agreement” means either one of the following, in such form as the@itee shall from time to time appro
(i) an agreement entered into by the Company and a Particgtsinggorth the terms and provisions applicable to an Awardii) ¢
written or electronic statement issued by the Company to écipart describing the terms and provisions of an Awarce
Committee may provide for the use of non-paper Award Agrees)ari(l acceptance and
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other actions related thereto that involve the use of electratgenet, intranet or other non-paper means.

2.5 “Beneficial Owner” or “Beneficial Ownership” shall have the meaning ascribed to such term in Rule313dthe
General Rules and Regulations under the Exchange Act.

2.6 “Board” or*“Board of Directors” means the board of directors of the Company.
2.7 “Code” means the U.S. Internal Revenue Code of 1986, as amendednfreto time, or any successor statute.

2.8 “Committee” means the Compensation Committee of the Board or any subdesnithiereof, or any other commii
designated by the Board to administer the Plan.

2.9 “Company” has the meaning set forth in Section 1.1.

2.10 *“Constructive or Actual Delivery” means either of the following: (a) presentation to the Compdng recer
brokerage account statement or other written evidence satisfactbey @mmittee evidencing beneficial ownership by the Partic
of Shares other than Shares held in 401(k), pension,idodivretirement or similar accounts; or (b) physical delivargertificate:
evidencing Shares, properly indorsed for transfer to thep@ay or with an appropriately executed stock power.

2.11 “Covered Employee” means any Employee who is or may become a “Covered Employee,"irseddef Section 162

(m).
2.12 “Director” means a member of the Board of Directors.

2.13 “Disability or Disabled” when used with respect to a particular Participaméans a physical or mental condition t
(i) is of a type that would generally trigger benefits urttier Company’s or an applicable Affiliate’s lotgrm disability plan (as
effect from time to time), whether or not such Participaactsially enrolled in such plan; or (ii) in the absence of aol plan, woul
cause such Participant to be unable to substantially perforan hier duties as an Employee, as determined in the soletiiscof the
Committee. Notwithstanding the foregoing, if an AwardRafstricted Stock Units becomes subject to the requirementdiofeALS
the term “disabled” shall be defined as required under Section.409A

2.14 “Effective Date” has the meaning set forth in Section 1.1.

2.15 “Eligible Director” means a Director who is not also an Employee (including argc@r who has retired as
Employee).

2.16 “Employee” means any employee of the Company or any of its Affiliates.

2.17 “Employment” and related terms means the provision of services to the Cgrapds Affiliates as an Employee.
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2.18 “Exchange Act” means the Securities Exchange Act of 1934, as amended fromotitimet or any successor
thereto.

2.19 “Exercise Price” means the price at which the Shares underlying an OptioARm&y be purchased upon exercis
thereof.

2.20 “Fair Market Value” or“FMV” as used to refer to the price of a Share on a particular day, theasiesing price f
a Share for that day as subsequently reported by the New Yack Exchange (or such other exchange on which the Shai
primarily traded), or if no prices are reported for that dlag,last preceding day on which such prices are reported for afhy reasc
no such price is available, in such other manner as the Caannittits sole discretion may deem appropriate to determinfait
market value of a Share).

2.21 *“Full Value Award” means an Award that is not an Option or SAR and that derdi®r is settled by the issuanct
Shares.

2.22 ‘“Insider’ means an individual who is, on the relevant date, a Directogxaautive officer of the Company,
determined by the Board for purposes of Section 16 of ¥ohdhge Act, or a more than ten percent (10%) Beneficial Ownemy
class of the Company’s equity securities that is registenesiant to Section 12 of the Exchange Act.

2.23 ‘“Incentive Stock Option” or “ISO” means an Option that satisfies the requirements of Code Sd22¢n) and ar
regulations promulgated thereunder from time to time, orsasgessor provisions thereto.

2.24 “Leave of Absence”means an approved leave of absence from a Participant’s Emplogotiest than shorterm
disability) determined in accordance with the applicable polici¢iseoParticipant’'s employer.

2.25 “Mature Shares” means Shares that: (i) have been owned by a Participant free a&naognbrances, vesti
requirements or similar restrictions for at least six (6nting; and (ii) have not been exchanged or surrendered by @iverol
Actual Delivery in full or partial payment of the Exercisec@rand/or the related tax withholding obligations arisingob@#tn Optiol
exercise within the previous six months.

2.26 “Non-Qualified Option” means an Option that does not satisfy the requirements f8Can
2.27 “Option” means an option to purchase a designated number of Shares tpanRatticipant pursuant to Article 8.

2.28 *“Other Stock-Based Award” means an equity-based or equiéyated Award of a type other than those describ
Articles 6 — 9 of the Plan, and which is granted pursuaAttiole 10.

2.29 “Participant” means any eligible individual as set forth in Article 5 tawhan Award is granted.
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2.30 “Performance-Based Compensation'means compensation under an Award that satisfies the requiresh&wstiol
162(m) and the applicable regulations thereunder for ceraformance-based compensation, if any, paid to Covered Eegdoy

2.31 “Performance Measures” means measures described in Article 14 on which performance gediasad and whi
are approved by the Company’s shareholders pursuant tcatménRirder to qualify Awards as Performance-Based Compensation

2.32 “Performance Period” means the period of time during which performance goals beustet in order to determine
degree of payout and/or vesting with respect to an Award.

2.33 “Performance Share” means an Award granted to a Participant pursuant to Articler@ndinated in Shares, the ve
of which at the time it is payable is determined based on aetudts of the corresponding performance criteria.

2.34 *“Performance Unit” means an Award granted to a Participant pursuant to Articler@ndinated in units, the value
which at the time it is payable is determined based on actuéisretthe corresponding performance criteria.

2.35 *“Period of Restriction” means the period when Restricted Stock or Restricted Stock (Onitther types of Awards
may be applicable) are subject to a substantial risk of forfefhased on the passage of time, the achievement of performancei
on the occurrence of other events as determined by the Comnmitiée discretion), as provided in the Plan and/or the icgiplk
Award Agreement.

2.36 “Plan” means the 2011 Omnibus Incentive Plan.
2.37 “Plan Year” means the calendar year.

2.38 “Prior Plans” means the Company’s 1995 N&mployee Director Stock Option Plan, 1997 Stock Opti@anP200:;
Stock Option Plan and 2005 Restricted Stock and Restricteld Btot Plan, as amended through the Effective Date.

2.39 “Representative” means an executor, administrator, guardian, trustee or eftresentative of a Participant who has
legal authority to exercise such ParticiparDptions or Stock Appreciation Rights or rights undaeotypes of Awards on behalf
such Participant or such Participant’s estate.

2.40 “Restricted Stock” means an Award granted to a Participant pursuant to Artidedbjncludes (but is not limited
performance-based Restricted Stock and time-vested Restricted Stock

2.41 “Restricted Stock Unit” means an Award granted to a Participant pursuant to Artickxd&pt that no Shares
actually awarded to the Participant on the date of grant.

2.42 “Retirement” or “Retires” means, for Employees, for Awards granted prior to Febru@fs,2the termination -
Employment of a Participant who is eligible to either make an
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election to begin receiving early or regular retirement bengfiter the Compang’defined benefit pension plan or to begin rece
tax penalty-free early distributions (other than a rollote@ranother retirement plan) from the Compangefined contributic
retirement plan, and for Awards granted beginning in Febr2@i, the termination of employment by a Participant wdmditaine
age 65 and completed at least five years of service with the Corapdfor one or more of its Affiliates.

2.43 “Section 162(m)’means Section 162(m) of the Code, or any successor prowsidrthe regulations, rulings and o
guidance issued thereunder.

2.44 “Section 409A"means Section 409A of the Code, or any successor provisidrtharregulations, rulings and ot
guidance issued thereunder.

2.45 “Share”"means a share of common stock of the Company.
2.46 “Stock Appreciation Right” or “SAR” means a right of the type described in Article 7 of the Plan.

2.47 “Substantial Cause’means the (a) commission of a criminal act against, an actideragation of the interests of,
misconduct which results in a financial loss to, the Compamn Affiliate; (b) misconduct which obligates the Comptmgrepare &
accounting restatement due to material noncompliance with applidgablecil reporting requirements; (c) knowing disclosut
confidential information about the Company or an Affiliatdoieach of the Comparg/Essential Standards of Conduct or an appli
contractual or other obligation, or using such informafimnpersonal gain, including, without limitation, by thagl in Compan
securities on the basis of material, nmmblic information; or (d) performance of any other actioat tthe Committee, in its sc
discretion, may deem to be sufficiently injurious to thenests or reputation of the Company or an Affiliate to éaistsubstantii
cause for the termination of services by a Participant as an feplDirector or Third Party Service Provider. Nothing i& Bia
shall be construed to imply that a Participargmployment or other relationship with the Company ®rAitiliates may only b
terminated for Substantial Cause.

2.48 “Third Party Service Provider’ means any consultant, agent, advisor, or independent contrdmigsrovides servic
to the Company or an Affiliate pursuant to a written conttlaat (a) are not in connection with the offer and sale of thepaays
securities in a capital-raising transaction, and (b) do noecitly or indirectly, promote or maintain a market for the @any’s
securities.

Article 3Administration
3.1 General. The Committee shall be responsible for administering ldue Bubject to this Article 3 and the other provis
of the Plan. The Committee may retain attorneys, consul@aotsuntants, or other advisors. The Committee, the Compadyjij:

officers and Directors shall be entitled to rely upon the adwp@ions, or valuations of any such advisors. The feesnpfsuc!
advisors shall be paid by the Company. All actions taken dinteipretations
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and determinations made by the Committee shall be final anihgiod the Participants, beneficiaries, the Company, and el
interested individuals.

3.2 Authority of the Committee . The Committee shall have full and, except as otherwise expmssliged in the Pla
exclusive, power and discretion: (a) to interpret the termdtanéhtent of the Plan and any Award Agreement or other agreen
document ancillary to or in connection with the Plan, anddopt such rules, regulations, forms, instruments, amdkelnes fo
administering the Plan as the Committee may deem necessaryper; o to select Award recipients; (c) to establish the teme
conditions of all Awards, including the terms and condgitmbe set forth in Award Agreements; (d) to grant Awasdan alternati
to or as the form of payment for grants or rights earnetlierunder other compensation plans or arrangements of thea@gnand (e
subject to Article 19, to adopt modifications and amendmentiset Plan or any Award Agreement, including without @tdan, an
that are necessary to comply with the laws of the jurisdistio which the Company and/or its Affiliates operate or psrate.

3.3 Delegation. The Committee may delegate to one or more of its membéosome or more officers of the Company o
Affiliates or to one or more agents or advisors such aditnative duties or powers as it may deem advisable, and thentee or an
individuals to whom it has delegated duties or powers agsdm may retain such legal, financial or other advisors asdiey
appropriate to assist them with respect to any responsithibtyommittee or such individuals may have under the PlatheTexter
consistent with the Compars/’bylaws and applicable law, the Board may, by resolution,odmhone or more officers of t
Company or committees of the Board (in addition to the W@iitee) to do one or both of the following on the samashas can tr
Committee: (a) designate Employees to be recipients of Awardis{b) determine the size of any such Awards and the terr
conditions of such Awards; provided, however, (i) the Badmal not authorize any such officer to grant Awards tcsbifror hersel
nor authorize any such officer or committee to grant Awaeodarty individual who is considered an Insider; (ii) the Iggm
providing such authorization must place a limit on the totmhber of Shares that may be covered by all such Awards; §rsliGi
officer(s) or committee(s) shall report periodically to therBdttee regarding the nature and scope of the Awards grpatedant t
the authority delegated.

Article 4 Shares Subject to the Plan and Maximum Awarc
4.1 Number of Shares Available for Awards.

(a) Share Authorization. Subject to adjustment as provided in Section 4.4, the memwimumber of Shares availa
for issuance to Participants under the Plan on or after tieetlv# Date (the “Share Authorizatiorshall be ten million (10,000,0C
Shares. The Shares available for issuance under the Plan may bzedtoed unissued Shares or treasury Shares.

(b) Fungible Conversion Factor. Notwithstanding any other provision of the Plan, each Shasated to
Participant as part of a Full Value Award shall reduce the ShateAzation by three (3) Shares. Each Share granted to a Pat
as part an Award that is not a Full Value Award shall redue&hare Authorization by one (1) Share.
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(c) Limit on Grants to Eligible Directors. The maximum aggregate number of Shares that may be grantectha
Plan to Eligible Directors shall be limited to one milligh000,000)

(d) Prior Plans . All awards granted pursuant to the Prior Plans andamdstg on the Effective Date shall ren
subject to the terms of the applicable Prior Plans and awegdragnts issued thereunder, except that any Shares to be issutde
Effective Date pursuant to the terms of performanased restricted stock awards granted under one of the Rniar iR connectic
with abovetarget performance results shall be issued under this PlamriBagion the Effective Date, no additional awards sh
granted under any Prior Plan, except for restorative optiot@matically granted pursuant to the terms of any option de
outstanding under a Prior Plan.

4.2 Share Counting. Shares covered by an Award shall only be counted againshéne Suthorization to the extent tt
are actually issued, provided that:

(@) Shares Available for Future Grant. Any Shares related to Awards which terminate by expirationfeifure
cancellation, or otherwise, without the issuance of such Shattesr than surrender of an Option at the time of exercise @fte
Stock Appreciation Right), or are settled in cash in lieGludres, shall be available again for grant under the Plan, teosisth the
fungible conversion factor methodology set forth in Secfidrtb).

(b) Shares That Will Reduce Share Authorization. The Share Authorization will be reduced by the full nunds
Shares that: (i) are subject to the exercise or vesting of ardiwegardless of whether fewer Shares are actually issued bec
Shares tendered to the Company (by either Constructive oalAdglivery) or withheld by the Company to satisfy taxhhitlding
requirements or to pay the exercise price with respect to suatisexer vesting; or (i) may be issued in connection witAaard of
a SAR, regardless of whether fewer Shares are actually issueéxgroise of such SAR.

4.3 Annual Award Limits . The following limits (“Annual Award Limits”)shall apply to grants of such Awards undei
Plan, subject to any adjustments pursuant to Section 49.2runless and until the Committee determines that an Awardovere
Employee shall not be designed to qualify as Performance-Basagdensation.

(a) Restricted Stock or Restricted Stock UnitsThe aggregate maximum number of Shares that may be sut
Awards of Restricted Stock or Restricted Stock Units grairteginy one Plan Year to any one Participant shall be five hu
thousand (500,000).

(b) Options and SARs.The aggregate maximum number of Shares that may be subject tdsA@faDptions ar
SARs, including ISOs, granted in any one Plan Year to amyParticipant shall be one million five hundred thousargDQ1000).

(c) Performance Shares and Performance UnitsThe aggregate maximum number of Shares that may be sul
Awards of Performance Shares or Performance Units granted imrenylan Year to any one Participant shall be five hul
thousand (500,000).
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(d) Other Stock-Based Awards.The aggregate maximum number of Shares that may be subjecteio Shtick-
Based Awards granted in any one Plan Year to any one Partishmhbe five hundred thousand (500,000).

(e) Awards to Eligible Directors. Notwithstanding the foregoing provisions of Sections(4)3— (d),the maximur
number of Shares that may be granted in any one Plan Year Eigibje Director shall be twenty thousand (20,000).

4.4  Adjustments in Authorized Shares. If the number of outstanding Shares is increased or decréasrdh
reorganization, recapitalization, reclassification, special cashetigidstock dividend, stock split, reverse stock splittberosimila
transaction, an appropriate and proportionate adjustment shalhte in: (a) the number of Shares included in the Share riaatinar
in Section 4.1 (a) and the Share limitation in Section 4,1(§¢)the number of Shares that may be issued under alitejafwards
and (c) the Award limits specified in Section 4.3. In the etieat the Shares are changed into or exchanged for a differenoi
shares or other securities of the Company through transsaifothe type referenced above, the Committee, in its sedeetion, il
order to prevent dilution or enlargement of Participaritgits under the Plan, may substitute or adjust, as ap@ictdd number ai
kind of securities that may be issued under the Plan or yadecular forms of Awards, the number and kind of seagrisubject 1
outstanding Awards, the Annual Award Limits, and othereaeterminations applicable to outstanding Awards.

The Committee, in its sole discretion, may also make apprepaidjustments in the terms of any Awards under the P
reflect such changes or distributions and to modify any d#rens of outstanding Awards, including modificationspefformanc
goals and changes in the length of Performance Periods. The idatewmof the Committee as to the foregoing adjustmentny
shall be conclusive and binding on Participants under the Raamendment, modification, suspension or terminatiay impact th
distribution of any Award that is subject to Section 4@9As intended to qualify as Performari@ased Compensation under Sec
162(m), except as permitted by such applicable Section.

Subject to the provisions of Article 19.1, without affegtthe number of Shares reserved or available hereunder, the Gex
may authorize the issuance or assumption of benefits undedahenPconnection with any merger, consolidation, acquisitit
property or stock, or reorganization on such terms and tonslias it may deem appropriate.

Article 5Eligibility

All Employees and Eligible Directors shall be eligible foreséibn to receive Awards. In addition, any key person seleci
the Committee in its sole discretion who provides bonad@eices to the Company or an Affiliate as a Third Party SeRiioeide
shall be eligible for selection to receive Awards.

Article 6 Restricted Stock and Restricted Stock Unit

6.1 Restricted Stock or Restricted Stock Unit Award Agreement Each Award of Restricted Stock and/or Restri
Stock Units shall be evidenced by an Award Agreement that
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specifies the material terms of the Award, including, witHimoitation, the Period(s) of Restriction, the number b&®s of Restricte
Stock or the number of Restricted Stock Units granted, ywestnms (which can include, without limitation, tinaested c
performance-based terms) and such other provisions as thmiG@eenshall determine in its discretion.

6.2 Other Restrictions . The Committee may impose such other conditions and/gictesis on any Shares of Restric
Stock or Restricted Stock Units granted pursuant to the &ait may deem advisable including, without limitation,etipase:
restrictions, and/or restrictions under applicable laws, anesregulations or under the requirements of any stock exchanggrke
upon which such Shares are listed or traded, holding requiteroersale restrictions placed on the Shares by the Compam
vesting of such Restricted Stock or Restricted Stock Unitegairement that Participants pay a stipulated purchase pricadt
Share of Restricted Stock or each Restricted Stock Unit, restisdiiased upon the achievement of specific performance goatseor t
based restrictions on vesting following the attainment@fpirformance goals.

Except as otherwise provided in this Article 6, and subijecill cases to the requirements of applicable laws, rule
regulations, Shares of Restricted Stock covered by each RestiictédA8vard shall become freely transferable by the Participan
all conditions and restrictions applicable to such Shares have dagiefied or lapse (including satisfaction of any applicabl
withholding obligations), and Restricted Stock Units ki paid in cash, Shares, or a combination of cash and Shathe
Committee, in its sole discretion shall determine.

6.3 Certificate Retention or Legend. To the extent that a certificate is issued to evidence SharesstfdRed Stock, tt
Committee may determine in its sole discretion that such cat#fishall: (a) be retained by the Company until such time
conditions and/or restrictions applicable to such Shareshearesatisfied or lapse; and/or (b) bear a legend such asltiérfg or a:
otherwise determined by the Committee in its discretion:

The sale or transfer of Shares represented by this certificatdhewvetuntary, involuntary, or by operation of law, ibfect tc
certain restrictions on transfer as set forth in the KempepdaZation 2011 Omnibus Incentive Plan, and in the asso
Award Agreement. A copy of such Plan and Award Agreement maptaged from Kemper Corporation.

6.4 Voting Rights . Issued and outstanding Shares of Restricted Stock sladiltiates possess the same voting rights ¢
other issued and outstanding Shares. A Participant shall raweting rights with respect to any Restricted Stock $Jgitante
hereunder.

6.5 Dividends and Dividend Equivalents. Except as the Committee determines otherwise with respect éotiaual
Award and as set forth in the applicable Award Agreement, isanddoutstanding Shares of Restricted Stock shall be entd
dividends if, as and when declared by the Board with respabet@€ompanys Shares on the same basis and on the same pi
dates as all other issued and outstanding Shares. The Geenmady, in its discretion, grant dividend equivalents vapect to ar
Restricted Stock Units. The terms and conditions of sudbetid equivalents, including the rate per Unit, timing afrpent and oth
requirements,
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shall be established by the Committee in its discretiojesuto the requirements of Article 16 of the Plan.

6.6 Section 83(b) Election. The Committee may provide in an Award Agreement that therd\wh Restricted Stock
conditioned on the Participant making or refraining from mgldn election with respect to the Award under Section 83thedCode
If a Participant makes an election pursuant to Section 83(meaCode concerning a Restricted Stock Award, the Participahtbs
required to file promptly a copy of such election with tte@rpany.

Article 7 Stock Appreciation Rights

7.1 Grant of Stock Appreciation Rights. The Committee may grant an Award of Stock Appreciation RRighconnectio
with an Option Award (“Tandem SAR”) or independently of @&ption Award (“Freestanding SAR”).

7.2 SAR Award AgreementEach SAR Award shall be evidenced by an Award Agreement that sgeitié material terr
of the Award, including, without limitation, exercise terrmonsistent with Section 8.2 below and the following isions, and suc
other provisions as the Committee shall determine in itsetisn:

(&) A SAR shall be exercised in accordance with the provisiotiss Article 7 and Section 8.3.

(b) A Tandem SAR shall be exercisable to the extent, andi@ithe extent, the associated Option is exercisabl
shall be exercisable only for such period as the Committee etaynudne. Upon exercise of a Tandem SAR, the Participant sl
required to surrender to the Company unexercised the Optighith it relates, or any portion thereof (subject to Se@&i8(r));

(c) A Freestanding SAR may be exercised in accordance witbrthe of the applicable Award Agreement;

(d) Upon exercise of a SAR, the Participant shall receiventiraber of Shares (rounded down to the nearest
number) having an aggregate value equal to the excess of the &&etNWalue of one Share over the Exercise Price per
specified in the applicable Award Agreement, multiplied by thelrer of Shares subject to the SAR, or portion therebichwis
exercised. However, the Committee may elect to settle, or the Akgeesment may permit the Participant to elect to receive (s
to approval by the Committee), any part or all of the Comijzaobligation arising out of the exercise of the SAR by #nament o
cash equal to the aggregate Fair Market Value of that part orthl &hares it would otherwise be obligated to deliver.

Article 8 Stock Options

8.1 Grant of Stock Options.The Committee may grant Option Awards and determine whethep&onQvill be an 1ISO or
Non-Qualified Option, whether to couple a SAR with an

10
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Option, the number of Shares to be subject to each Opt®iExrcise Price, the number of installments, if any, in whidh Optio
may vest, the expiration date of each Option and all other t@nohgonditions of each Option. ISO Awards may be grantgdta
Participants who are Employees.

8.2 Stock Option and SAR Award AgreementsEach Option Award and SAR Award granted pursuant to the dplalh be
evidenced by an Award Agreement that specifies the material tdrthe Award, including, without limitation, terms cdstent witt
the following provisions, and such other provisionsh@s@ommittee shall determine in its discretion:

(@) Duration. Each Option and SAR and all rights associated therewith, ekgile on such date as the Comm
may determine, but in no event later than theyesr- anniversary of the grant date, subject to a limited exteifisso provided in th
Award Agreement in the event that the expiration date of an Aweldl by a Participant falls within a trading “blackoyi&rioc
imposed by the Company and applicable to the Participant, @rearmination as provided in the Plan.

(b) Exercise Price. The Exercise Price for each Share that is the subject of am@pt®AR shall be determined
the Committee and shall not be less than the Fair Market ValaeStfare on the date of grant, subject to adjustment purs
Section 19.2.

(c) Vesting.Each Option and SAR granted under the Plan shall vest and loésakér in such instaliments, if a
during the period prior to its expiration date as the Cdtemshall determine, and, unless otherwise specified in amdMgreemen
no Option or SAR shall be exercisable for at least six maftes grant except in the case of the death or DisabilityeoParticipant.

(d) No Repricing. Except as otherwise permitted as an adjustment pursuant tonSEztoor as approved by
Companys shareholders, the exercise price of an Option or SARaodisg under the Plan may not be reduced, whether tr
amendment, exchange, cancellation and re-grant, repurchase anethed.

8.3 Exercise of Options and SARs.

(&) Notice by Participant. Each Participant (or such ParticipanRepresentative) who desires to exercise an C
or SAR shall give advance written notice of such exerciseet@€tmpany in such form as may be prescribed from time tobiyntlee
Committee or the management of the Company.

(b) Payment for Exercises of OptionsBefore shares will be issued in connection with an exercise xiégreige Pric
of an Option shall be paid in full by: (i) check payablehie brder of the Company; (ii) Constructive or Actual DelivefyShare:
subject to any terms and conditions that may be imposed theniftee in its discretion, including the requirement that sttuéres k
Mature Shares; (iii) electronic transfer of funds to an acoofuthie Company;
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or (iv) any combination of the foregoing. Shares used @ys@uctive or Actual Delivery to satisfy the Exercise PricamfOptiol
shall be valued at their Fair Market Value on the date of exercise.

(c) Partial Exercises.No Option or SAR may be exercised for a fraction of a shadenanpartial exercise of a
Option or SAR Right may be made for less than 50 sharessithe total number of Shares remaining under the AwanekAgent i
less than 50 at the time of exercise.

(d) Exercise by Participant’s SpouseUnless otherwise provided in an Award Agreement, an Opti@A& shall b
exercisable during the Participasitlifetime only by the Participant (or, in the case of the iaciéy of the Participant, by t
Participant’s Representative) regardless of any communityefdsomterest therein of the spouse of the Participant, or spobses
successors in interest. If the spouse of the Participanttshadl acquired a community property interest in such Optid@®A®, the
Participant, or the ParticipastRepresentative, may exercise the Option or SAR on behalt dptbuse of the Participant or s
SpoUSe’S successors in interest.

(e) Special Provisions for Incentive Stock Optionsln addition to the limitation applicable to ISOs in Sectiot
(b), to the extent that the aggregate Fair Market Value (detedrds of the grant date) of Shares underlying an 1SO grants
Participant under this Plan (and any other option planBeofCompany) that become exercisable for the first time by dhticipan
during any Plan Year exceeds $100,000 (or, if different, #m@mum limitation in effect at the time of grant under E&kction 42:
or any successor provision), the portion of such ISexaess of $100,000 (or, if different, such maximum i) will be treated :
Non-Qualified Options. The portion of any ISO not exercisetthiwi90 days after termination of Employment will be treatec Non-
Quialified Option.

Article 9Performance Shares and Performance Uni

9.1 Grant of Performance Shares and Performance Units and Award Agrement.Each Award of Performance Share
Performance Unitshall be evidenced by an Award Agreement that specifies the materied of the Award, including, withc
limitation, any performance criteria, vesting provisions argirakon date, and such other provisions as the Committeledst@tmin
in its discretion.

9.2 Value of Performance Shares and Performance Units. Each Performance Share shall have an initial value ba:s
one Share on the date of grant. Each Performance Unit shall haviéarvalue that is established by the Committee atithe bl
grant. The Committee shall set performance criteria inistsretion that, depending on the actual performance resultsjetgérmine
the number and/or value of the Performance Shares and Performratscthat will be paid out to the Participant.

9.3. Earning of Performance Shares and Performance Unité\fter the applicable Performance Period has ende(
holder of Performance Shares or Performance Units shall besérttitireceive a payout on the value and number of Perfor
Shares or Performance Units
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earned by the Participant over the Performance Period, if suahutp@y due as determined based on the actual results
corresponding performance criteria.

9.4. Form and Timing of Payment of Performance Shares dnPerformance Units. Payment of earned Performa
Shares and Performance Units shall be made as determined bymh@ttee as set forth in the applicable Award Agreements. S
to the terms of the Plan, the Committee, in its sole discrethay pay earned Performance Shares and Performance Unésannt
of Shares or in cash (or a combination thereof) equal touvakie, if any, at the end of the applicable Performance Periasl swon ¢
practicable thereafter. Shares may be granted subject to any regriddemed appropriate by the Committee, as set forth
applicable Award Agreements.

9.5. No Dividends PayableAwards of Performance Shares or Performance Units shall nottitleceto dividends wit
respect to the ComparsyShares, but, in the discretion of the Committee, may bitedrttv dividend equivalents earned and payal
the extent, and at the time, of any payout of such Award.

Article 100ther Stock-Based Award:

The Committee may grant Other StdBased Awards (which may include unrestricted Shares) in suchnésnand subject
such terms and conditions as the Committee determines appepprid may include, without limitation, Awards that upoang ar
fully vested and non-forfeitable. Such Other St8ased Awards may entail the issue or transfer of actual Shapagment in cash
otherwise of amounts based on the value of Shares. Each GubkiB&sed Award shall be evidenced by an Award Agreemer
specifies the material terms and conditions of the Awardudired, without limitation, any restrictions or vestipgovisions an
whether such Award is entitled to dividends or dividend\exjents, and such other provisions as the Committee shallrdegein it
discretion.

Article 11Awards to Eligible Directors

11.1 Initial Award Grants. An Award shall be granted to each Eligible Director who wagpnetiously an Employee on
date that he or she first becomes a Director (“Initial Awaran®}, in an amount and subject to such terms as shall be deternne
time to time by the Board of Directors in its sole disomtafter considering any recommendation by the Committee.

11.2 Annual Award Grants.An Award shall be granted to each Eligible Director automatiaailyhe date of each Ann
Meeting of the Company’s Shareholders following such me¢tifagnual Award Grant”),in an amount and subject to such tern
shall be determined from time to time by the Board of Dimscho its sole discretion, after considering any recommerdétjothe
Committee, subject to the limitations of Section 4.3(e).tReravoidance of doubt, each Eligible Director who was notiqusly ar
Employee and who first becomes a Director on the date of anahmheeting of the Company’Shareholders shall be entitle
receive both an Initial Award Grant and an Annual Award Grardguch Annual Meeting date.
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11.3 Other Forms of Awards to Eligible Directorsln addition to Initial and Annual Award Grants, Eligilibérectors ma
be entitled to receive other forms of Awards under the Rtassuch forms and amounts, and subject to such terms,atisbs
determined from time to time by the Board of Directordsrsole discretion, after considering any recommendatigdhéoZommittes
In no event shall an Incentive Stock Option be granted toigiilel Director.

Article 12 Forfeiture and Termination of Employment or Service as a Directoor Consultant.

12.1 Terms Provided in Award AgreementsExcept as determined otherwise by the Committee in connectith
particular Awards and set forth in the applicable Award Agreemémisprovisions of Sections 12.2, 12.3, and 12.4 sipgdly tc
outstanding Awards held by a Participant at the time ofitextion of the Participant’s Employment (or terminatiorttef Participang
employer’s affiliation with the Company, as described in $aciti2.4 below), or the termination or a Participaservice as a Direct
or Third Party Service Provider, respectively.

12.2 Termination of Services as an Employee.

(@) Options and SARs.The vesting, forfeiture and other terms of payout for AwatdOptions and SARs that ap
in the event that a Participant ceases to be an Employee of thea@oompany of its Affiliates shall be determined as set fiortine
applicable Award Agreement for Awards granted beginning in ReprB013, and as follows for Awards granted prior to Fady
2013:

(i) Death or Disability . If a Participant dies or becomes Disabled while employed ¢ tmpany or any
its Affiliates, then all Awards granted to such Participaat there outstanding but not vested on such date shall immgdiattlan
remain outstanding and exercisable until the earlier of themaiti expiration date or one year from the date of death aildteeth:
Participant first became Disabled, and all Awards that are not sedngiithin such period shall be forfeited to the Company.

(i) Retirement.

(A) If a Participant Retires but continues to provide servicghe Company or any of its Affiliates a
director or as a Third Party Service Provider, then all Awdreld by such Participant shall continue in full force aridcefin
accordance with their terms or until the Participant ceasgsoidide such services. If such services cease as a result ofad
Disability, then Section 12.2(a)(i) above shall apply uidls services cease for any other reason, then Section 12. Ba){g)éw sha
apply as if the Participant were Retiring on the date of sudates of services.

(B) If a Participant Retires but does not continue to pewdrvices as provided in subsection (ii
above, then such Participant may exercise all vested Awardghen#éarlier of one year from the date of Retirement or the al
expiration date of such Awards
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and all vested Awards that are not exercised within such péradbe forfeited to the Company, and all Awards that were/estie
on the date of Retirement shall be forfeited to the Company.

(i) Sale or Divestiture of Employer.If the Company sells or divests its controlling inteliesany Affiliate
which employs a Participant, or if its control of such Wdfe otherwise ceases, then all unvested Awards held by sutigRaut or
the date of such sale, divestiture, cessation of control mirtation shall be forfeited to the Company, and the Partigpsimll hav
until the earlier of 90 days from such date (or one ye#lnarcase of a Participant who is eligible for Retirement on datg), or th
original expiration date of such Awards, in which to exercisels that were vested on such date, and all vested Awards that
exercised within such period shall be forfeited to the Company.

(iv) Other Termination of Employment . If a Participant ceases to be an Employee of the Company of
its Affiliates under circumstances other than those set fortiel foregoing subsections (i) — (iii), then:

(A) If the termination of Employment was not for Substn€Cause, then all Awards held by s
Participant that were not vested on the date of terminat&histmediately be forfeited to the Company, and the Particigtaait hav
until the earlier of 90 days from the date of terminatiothe original expiration date of such Awards in which to eiserAwards thi
were vested on such date, and all such Awards that are not exevitliadsuch period shall be forfeited to the Company.

(B) If the termination of Employment was for Substantial€e, then all of the Participanbutstandin
Awards then held by such Participant shall be forfeited toCtmpany (including vested Options and SARS) on the datad
termination, notwithstanding any otherwise applicable vesiirperformance conditions related to any such Awards.

(b) Time-Vested Restricted Stock.The vesting, forfeiture and other terms of payout for Awawfl TimeVestec
Restricted Stock that apply in the event that a Participant ceabesan Employee of the Company or any of its Affiliateslldbe
determined as set forth in the applicable Award Agreementd@rds granted beginning in February 2013, and as followAviards
granted prior to February 2013:

(i) Death or Disability . If a Participant dies or becomes Disabled while employed éZtdmpany or any
its Affiliates, then all restrictions on such Participamtutstanding Awards shall lapse and such Awards shall mdbeadate of sut
death or Disability.

(i) Retirement.

(A) If a Participant Retires but continues to provide servicdie Company or any of its Affiliates a
director or as a Third Party Service Provider, then all Awdreld by such Participant shall continue in full force aridcefin
accordance with their terms or until the Participant ceasgsoidde such services. If such services cease as a result ofad
Disability, then subsection (i) above shall apply. If sugtvises cease for any other reason, all of
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Participant’s Awards that are then unvested shall be forfeitdgkt@ompany on the date of such cessation of services.

(B) If a Participant Retires bwtoes not continue to provide services as provided in subsg@i(A)
above, then all unvested Awards then held by such Participalhbe forfeited to the Company on the date of Retirement.

(i) Sale or Divestiture of Employer.If the Company sells or divests its controlling inteliesany Affiliate
which employs a Participant, or if its control of suchiliffe otherwise ceases, then all unvested Awards then helachyParticipar
shall be forfeited to the Company on the date of such sakstdure, cessation of control or termination.

(iv) Other Termination of Employment . If a Participant ceases to be an Employee of the Company of
its Affiliates under circumstances other than those set forthe foregoing subsections (i) #)( all of the unvested Awards su
Participant then holds shall be forfeited to the Companhemate of such cessation of Employment.

(c) Performance-Based Restricted Stock, Performance Shares, Performance tdnior Other Stock-Basec
Awards. If a Participant ceases to be an Employee of the Company or aitgy Affiliates under any circumstance, the ves
forfeiture and other terms of payout of any outstanding Avedia type other than those covered by Sections 12.2(a) ab¢lve sha
be determined as set forth in the applicable Award Agreement.

12.3 Termination of Services as a Director.

(&) Options and SARs. The vesting, forfeiture and other terms of payout for Awarfd®ptions and SARs tF
apply in the event that a Directsrservices cease shall be determined as set forth in the appheednld Agreement for Awart
granted beginning in February 2013, and as follows for Awv@ranted prior to February 2013: All rights of a Dioeainder a
outstanding Award, to the extent it has not been exercisetlfestmainate 90 days after the date of the termination of hieoservice
as a Director for any reason other than: (i) the death of trextdr; (ii) cessation of services as a Director because thédudi,
although nominated by the Board of Directors, is not electatidoshareholders to the Board of Directors; or (iiijsa@en of service
as a Director because of total and permanent disability as défis=ttion 22(e)(3) of the Code (collectively, “Termination Es8®n
If a Director’s services as such cease because of a Termination Event, hisiovésted Options and SARs shall vest immediatel
vested Options and SARs shall expire one year after the daeofm@ation Event.

(b) Other Types of Awards.If a Director’s services as such cease under any circumstance, the vestingiréoee
other terms of payout of any outstanding Award other thaiio@s and SARs shall be determined as set forth in thecapf@i Awart
Agreement.

12.4. Termination of Services as Third Party Service Provi. Except as provided otherwise in Sections 12.2 or 12
applicable, the vesting, forfeiture and other terms of paybang outstanding Award to a Participant whose agreementotodg
services as a Third Party
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Service Provider ceases under any circumstance shall be determieeéba$ én the applicable Award Agreement.

12.5 Forfeiture Provisions and ClawbacksThe Committee may, as required by applicable laws, rules ancatiegsl| o
otherwise in its discretion, approve forfeiture and/or “clawbgmiisions in connection with particular Awards or Partictpaha
specify that the Participast’rights, payments, and benefits with respect to an Award beagubject to reduction, cancellat
forfeiture, or recoupment upon the occurrence of certain specifegds\despite and notwithstanding any otherwise applicableg
or performance conditions of an Award. Such events may inclugteshall not be limited to, termination of Employment
Substantial Cause, misconduct resulting in an accountingtesstnt due to material noncompliance with financial repc
requirements, violation of material Company or Affiliate pigls, breach of nonempetition, confidentiality, or other restrict
covenants that may apply to the Participant, or other condubetiyarticipant that is determined by the Committee to trerdmtal tc
the business or reputation of the Company and/or ifitigAdfs.

12.6 Leaves of Absence The extent to which a Leave of Absence taken by an Employeeiarti will affect a
outstanding Award held by such Participant shall be determimextcordance with the terms of the Award Agreement ani
applicable policies of the Participant’s employer.

Article 13Transferability of Awards

13.1 Transferability . Unless otherwise provided in an Award Agreement, Awards shalbe transferable either volunta
or by operation of law other than by will or the lawsdescent and distribution; no Awards shall be subject, inevbioin part, t
attachment, execution, or levy of any kind; and any purporéedfer in violation hereof shall be null and void.

13.2 Domestic Relations Orders Without limiting the generality of Section 13.1, no doriestlations order purporting
authorize a transfer of an Award or any interest in an Awatd grant the power to exercise an Option or SAR to angopeothe
than a Participant (or his or her Representative) shall bermizeagas valid or enforceable.

Article 14Performance Measure

14.1 Performance MeasuresUnless and until the Committee proposes for sharehotderand the shareholders appro
change in the general Performance Measures set forth in thissArdicthe performance goals or metrics upon which the payr
vesting of an Award of Restricted Stock, Restricted StocitsURerformance Shares or Performance Units (and any othed¢
subject to performance results) to a Covered Employee thdeigded to qualify as PerformanBased Compensation shall be lim
to the following Performance Measures:

(@) Measures of profitability, including, but not limited toet income, operating earnings, and earnings befi
after any one or more of the following: taxes, interest, degtieni amortization and other non-cash charges;
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Measures of revenue, including, but not limited to, earned ipresy written premiums, investment incol
investment gains, and any other revenue measures reported@yntipany in its financial statements;

Measures of return, including, but not limited to, retom assets, capital, invested capital, equity, e:
premiums, written premiums, revenues, and returns and yigldsespect to investment portfolio performance;

Cash flow including, but not limited to, operating casiilfree cash flow, and cash flow return on eq
Measures related to insurance policy retention, operating efficieacidproductivity

The Companys share price, including, but not limited to, share appreniatieasures and measures of
shareholder return;

Measures based on cost or expense ta

Market share

Customer satisfactio

Bad debt experienc

Economic value added or EVAnet operating profit after tax] less [cost of equity cap
Insurance underwriting income, combined ratios, loss ratiegpense ratios; a

Recovery of capital or capital efficien

In the sole discretion of the Committee, any of the foregdterformance Measure(s) may: (i) be determined
consolidated basis or with regard to any business unitffidfafe or any combination thereof, (ii) be computed in accocdawitt
accounting principles generally accepted in the United Statesamts®u statutory accounting principles or international accot
principles, or otherwise without regard to any such priasig(iii) be calculated on an absolute, relative orgberre basis, and (iv)
the case of a relative Performance Measure, be compared to dAdainbenchmarks, plans, projections or prior-yeasults, or (B
the performance of a group of comparator companies or anyspetilor specially created index (including any equity market )r
in each case as selected by the Committee. The Committee shall @sbéhauthority to provide for accelerated vesting of any A
based on the achievement of performance goals pursuant to therRede Measures specified in this Article 14.
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14.2 Evaluation of Performance. In evaluating performance in connection with an Award, the@ittee may include
exclude any of the following events that occur during a Pedoom Period: (a) asset writewns; (b) litigation or claim judgments
settlements; (c) the effect of changes in tax laws, accountingiples, or other laws or provisions affecting reported tes() an
reorganization and restructuring programs; (e) extraordinaryeoarring items as described in FASB Accounting Stan
Coadification™ 225-20 -Extraordinary and Unusual Item®r a successor pronouncement) and/or in the Compaeyiodic repor
filed with the Securities and Exchange Commission for periatisn the applicable year; (f) acquisitions, divestitumgdyusiness ur
run-offs or closures; and any other circumstances deemed relevamg Gpitimittee. To the extent such inclusions or exclusiopsi
Awards to Covered Employees that are intended to qualifgdsrmanceBased Compensation, they shall be prescribed in a fori
meets the requirements of Section 162(m) for deductibility.

14.3 Adjustment of Performance-Based Compensation Awards that are intended to qualify as Performdbase
Compensation may not be adjusted upward so as to enrichwiduel AThe Committee shall retain the discretion to adjust Awerds
downward, either on a formula or discretionary basis or ampowtion, as the Committee determines.

14.4 Committee Discretion. In the event that applicable tax, securities laws and régugaand/or stock exchange rt
change so as to permit Committee discretion to alter the gageRerformance Measures without obtaining shareholder appot
such changes, the Committee shall have sole discretion to makehsaurgfes without obtaining shareholder approval. In addith
the event that the Committee determines that it is advisafglamd Awards that shall not qualify as PerformaBeased Compensatic
the Committee may make such grants without satisfyingetipginements of Section 162(m) and base vesting on Performancearit
other than those set forth in Section 14.1.

Article 15Arbitration

The Committee may, as a condition to granting an Award, redloat a Participant agree in writing to submit all dispot
claims arising out of or relating to any such Award todbig arbitration in accordance with such terms as the Coeemitha
prescribe.

Article 16Compliance with Section 409,
16.1 409A Compliance.

(@) Any Award that is granted under the Plan shall be designe@d@mihistered so that the Award is either exe
from the application of, or compliant with, the requirensaesftSection 409A.

(b) To the extent that the Committee determines that any Awardegranter the Plan is subject to Section 4094
Award Agreement shall include such terms and conditions asdimen@tee determines, in its discretion, are necessary or advis
avoid the imposition on the Participant of an additionaltader Section 409A. Notwithstanding any other provisiotihe Plan or ar
Award Agreement (unless the Award Agreement provides othenitsespecific
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reference to this Section): (i) an Award shall not be graneférmetd, accelerated, extended, paid out, settled, substitutesteadp
modified under the Plan in a manner that would result inntip@sition of an additional tax under Section 409A oretti€ipant; an
(ii) if an Award Agreement provides for the deferral of compéing within the meaning of Section 409A, no distributdsrpaymer
of any amount shall be made before a date that is six (6) m@witbwing the date of such participasseparation from service
defined in Section 409A) or, if earlier, the date of the paudiai’'s death.

(c) Although the Company intends to administer the Plan abAtvards will be exempt from, or will comply wi
the requirements of Section 409A, the Company does not wénedrany Award under the Plan will qualify for favoratae treatmer
under Section 409A or any other provision of federal, statal, or nonUnited States law. Neither the Company, its Affiliates
their respective directors, officers, employees or advisers lshdiable to any Participant (or any other individual clagnenbenef
through the Participant) for any tax, interest or penaltiesParticipant may owe as a result of the grant, holdiesfing, exercise
payment of any Award under the Plan.

16.2 Deferrals. Subject to the requirements of Section 16.1 of the BHanCommittee may permit or require a Participa
defer such Participarg’receipt of the payment of cash or the delivery of Sharestidtl otherwise be due to such Participar
virtue of the lapse or waiver of restrictions with respectrtp Award of a type that may be subject to the deferral gioms of Sectic
409A. If any such deferral election is required or permittieel Committee shall, prior to requiring or permitting sdelferral electiol
establish written rules and procedures for such payment defénedlare intended to comply with the requirements of SedtioA
including, without limitation, the time when a deferral el@atcan or must be made, the period of the deferral, and the ¢ha
would result in payment of the deferred amount.

Article 17Rights of Participants

17.1 Employment; Services. Nothing in the Plan or an Award Agreement shall interfetk wi limit in any way the right «
the Company and/or any of its Affiliates to terminate thepleyment of, or provisions of services by, any Particigarany time or fc
any reason not prohibited by law, nor confer upon any Raatitiany right to continue his or her Employment or servicesny
specified period of time. Neither an Award nor any benetfiising under the Plan shall constitute an employmentaaintvith the
Company and/or its Affiliates and, accordingly, subjectttiche 19, the Plan and the benefits hereunder may be terminatay tine
in the sole and exclusive discretion of the Board withouhgivise to any liability on the part of the Company andfAffiliates.

17.2 Participation . No individual shall have the right to be selected to recaiv Award under the Plan, or, having bee
selected, to be selected to receive a future Award.

17.3 Form of Stock; Rights as a Shareholder

(&) Subject to the provisions of applicable laws, rulesragulations and stock exchange requirements, Shares ¢
pursuant to Awards hereunder shall be issued in book
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entry or similar noreertificated form, or, at the request of a Participant follpmhe completion of any applicable Perioc
Restriction, in the form of a stock certificate or by “DWAGF similar electronic transfer to a brokerage or other accdutite
Participant.

(b) No Participant shall have any of the rights or privilegea shareholder with respect to Shares covered b
Award until Shares shall have been issued and delivered: ¢ag tBarticipant in the form of certificates (or held by the Qamy
pursuant to Section 6.4); (b) to a brokerage or other atd¢outhe benefit of the Participant either in certificaterfar via “DWAC”
or similar electronic means; or (c) to a book entry or diregistration account in the name of the Participant, includibgok entr
account at the Company’s transfer agent.

Article 18Change in Control

18.1 Definition of Change in ControlA “Change in Control’shall be deemed to have occurred if the event set fc
any one of the following paragraphs shall have occurred:

(&) any Person is or becomes the Beneficial Owner, direcihdmectly, of securities of the Company (not incluc
in the securities beneficially owned by such Person any secuaitigsired directly from the Company or any of its Affilia
representing 25% or more of the combined voting power @fGbmpanys then outstanding securities, excluding any Persor
becomes such a Beneficial Owner in connection with a transactiorbaelsicr clause (i) of paragraph (c) below; or

(b) the following individuals cease for any reason tostirie a majority of the number of Directors then sen
individuals who, on the Effective Date, constitute the Badr@®irectors and any new Director (other than a Director whoisial
assumption of office is in connection with an actual or thregtetection contest relating to the election of directors of trmapgany
whose appointment or election by the Board of Directors orimation for election by the Compasyshareholders was approve:
recommended by a vote of at least thivds of the directors then still in office who either weieectors on the Effective Date
whose appointment, election or nomination for election wadqusly so approved or recommended; or

(c) there is consummated a merger or consolidation ddngpany or any Affiliate with any other corporation, o
than (i) a merger or consolidation which results in the Borscimmediately prior to such merger or consolidation oairig tc
constitute at least a majority of the Board of Directors efdtirviving entity or any parent thereof, or (ii) a mergecansolidatio
effected to implement a recapitalization or reincorporation of tr@pgany (or similar transaction) in which no Person isemome
the Beneficial Owner, directly or indirectly, of securities led Company (not including in the securities Beneficially Owmgducl
Person any securities acquired directly from the Company oofaity Affiliates) representing 25% or more of the combireting
power of the Company’s then outstanding securities; or

(d) the shareholders of the Company approve a plan oflemmiguidation or dissolution of the Company or the
consummated an agreement for the sale or disposition by thpa@g of all or substantially all of the Compangssets, other tha
sale or disposition by the Company of all or substaptalllof the Company assets immediately following which the individuals
comprise the Board of Directors immediately prior thereto dotestat least a
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majority of the board of directors of the entity to whicicls assets are sold or disposed or any parent thereof.
18.2 Other Definitions.As used in this definition of Change in Control:

(@) “Beneficial Owner” shall have the meaning set forth in Rule B3drder the Securities Exchange Act of 193
amended (the “Exchange Act”); and

(b) “Person” shall have the meaning given in Section 3(a)(9) of the Exchangeas modified in Sections 13(d)
and 14(d)(2) thereof, except that such term shall not indllidtne Company or any entity, more than 50% of the vatearities ¢
which are Beneficially Owned by the Company, (2) a trusteshar fiduciary holding securities under an employee benefitqiléme
Company or any of its Affiliates, (3) an underwriter tengpity holding securities pursuant to an offering of such sies, (4)
corporation owned, directly or indirectly, by the shareholdéthie Company in substantially the same proportionseis divnershi
of stock of the Company, (5) any individual, entity ooy whose ownership of securities of the Company is reporieSchedu
13G pursuant to Rule 13d-promulgated under the Exchange Act (but only for so lmmguch ownership is so reported) ol
Singleton Group LLC or any successor in interest to sudty.ent

(c) “Good Reason”shall mean any action taken by the Particigaptnployer which results in a material nege
change to the Participant in the Employment relationship, asithe duties to be performed, the conditions under whichdedigs ar
to be performed or the compensation to be received for perfgrsuich services. A termination by the Participant shaltoostitut
termination for Good Reason unless the Participant shalhfise delivered to the employer written notice setting foith gpecificity
the occurrence deemed to give rise to a right to terminatedod ®eason (which notice must be given no later than 90adtysthe
occurrence of such event), and there shall have passed a reasonafiettiiees than 30 days) within which the employer may
action to correct, rescind or otherwise substantially reversechigrence supporting termination for Good Reason as igehhbfi th
Participant.

18.3 Occurrence of a Change in ControlUpon the Occurrence of a Change in Control:

(&) In the event of a Change in Control as defined in $et8adl (a) or (b), except as prohibited by applicable
rules, regulations or stock exchange requirements, or as detdrotherwise by the Committee in connection with particil@ards
and set forth in the applicable Award Agreements, if the Eynpémt of a Participant is terminated by the Company or aiiaé
without Substantial Cause or by the Participant for Good dReagthin the twentyfour (24) month period following such Changt
Control:

() any and all Options and SARs granted under the Planv@saland be immediately exercisable and
remain exercisable for the remainder of their term;

(i)  any Period of Restriction and other restrictions impasedimevested Restricted Stock or Restric
Stock Units or Other StocRased Awards not subject to specified performance criteria sipak land such Awards shall immedie
vest and be paid out or distributed without further retsbm; and
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(i) the payout opportunities attainable under all outstandiegformancedased Restricted Sto
Performance Shares or Performance Units or Other Baskd Awards subject to specified performance criteria, inclutivards
intended to qualify for deductibility under Section 162@hjhe Code, shall be deemed to have been fully earned basee greate
of (A) targeted performance, or (B) actual performance being attéonedtruncated Performance Period that ends on the date
Change in Control.

(b) In the event of a Change in Control as definedeati® 18.1 (c) or (d), the Plan shall terminate; prov
however, that notwithstanding the foregoing, the Board shallide in writing in connection with such transactionday one or moi
of the following alternatives (separately or in combinatiofill restrictions on outstanding Awards shall immediatapse; (ii) fo
the assumption by the successor corporation of the Awardsdf@e granted or the substitution by such corporatiosdoh Award
theretofore granted of new Awards covering the stock of the sarcesrporation, or a parent or subsidiary thereof, withagpjate
adjustments as to the number and kind of shares and prigesy he continuance of the Plan by such successor corporatiwhict
event the Plan and the Awards therefore granted shall contittile manner and under the terms so provided; or (iv) fopdlyenen
in cash or stock in lieu of and in complete satisfactioruohAwards.

(c) Notwithstanding the foregoing provisions of Sewid8.3 (a) and (b) or any other Section of the Plar
Committee may, in its sole discretion, determine differentipians for vesting and payout that shall apply in the eséatChange i
Control in connection with particular Awards, provided thiath provisions are consistent with Article 16 and applicias, rules
regulations and stock exchange requirements and are set ftréhdpplicable Award Agreements.

Article 19Amendment, Modification, Suspension, and Terminatio

19.1 Amendment, Modification, Suspension, and Termination. Subject to Sections 16.1 and 19.3, the Board mi
any time and from time to time, alter, amend, modify, suspenterminate the Plan in whole or in part; provided, énew, that, n
material amendment of the Plan shall be made without sharehofgtevalpif shareholder approval is required by law, regulatic
stock exchange rule. Furthermore, no amendment, modificatispeission or termination may impact the distribution of Amgarc
that is subject to Section 409A or is intended to qualifferformanceBased Compensation under Section 162(m), except as pe
by such applicable Section.

19.2 Adjustment of Awards Upon the Occurrence of Certain Unusual or Mnrecurring Events . The Committee m:
make adjustments in the terms and conditions of, and tleei@ritcluded in, Awards in recognition of unusual or normmog event
(including, without limitation, the events described in Sett.4 hereof) affecting the Company (or any of its Aifés) or th
financial statements of the Company (or any of its Affiliates)of changes in applicable laws, rules, regulations or adog
principles, whenever the Committee determines that such aedjutstrare appropriate in order to prevent unintended dilui
enlargement of the benefits or potential benefits intendbd toade available under the Plan. The determination of the

23
February 2013




Exhibit 10.£

Committee as to the foregoing adjustments, if any, shall belicgive and binding on Participants under the Plan. No amert
modification, suspension or termination may impact theibigion of any Award that is subject to Section 409A intended t
qualify as Performance-Based Compensation under Section 1&@ept as permitted by such applicable Section.

19.3 Awards Previously Granted . Notwithstanding any other provision of the Plan te ttontrary, no terminatic
amendment, suspension, or modification of the Plan or aardAvixgreement shall adversely affect in any material way any /
previously granted under the Plan, without the written cdredfahe Participant holding such Award.

Article 20Withholding

20.1 Tax Withholding . The Company shall have the power and the right to dedweittdrold, or require a Participant
remit to the Company, the amount of any taxes that the Compawyype required to withhold with respect to any taxable evesihg
from such Participant’s Awards.

20.2 Share Withholding . For Participants who are Employees, unless a different ddmamittance is agreed to in writi
by the Company pursuant to Section 20.1, upon the lapsstoictions on a ParticipastRestricted Stock and Restricted Stock U
or any other taxable event arising as a result of an Awardegr&ereunder, the Company shall withhold Shares having &&gie!
Value equal to the amount of the tax withholding requiremeiitts respect to any such taxable event based on minimumaoss
withholding rates for federal and state purposes, includiygofl taxes.

20.3 Option or SAR Withholding.Upon the exercise of a Nd@ualified Option or a SAR, the Company shall have the
to: (i) require such Participant (or such ParticipauRepresentative) to pay the Company the amount of any takes twe Compar
may be required to withhold with respect to such exerciséi) alefluct from all amounts paid in cash with respect teettezcise of
SAR the amount of any taxes which the Company may be requiredtithold with respect to such cash amounts. Subject -
limitation set forth in the next sentence, a Participant on farticipang Representative may elect to satisfy all or any portion
tax withholding obligations arising from the exercise ofogtion or SAR either by: (i) any of the methods describeSection 8.3(b
or (ii) directing the Company to withhold Shares that woatherwise be issued pursuant to such exercise. No Parti@y
Participants Representative shall have the right to utilize Construotivectual Delivery of Shares or have Shares withheld, in ¢
case, in excess of the minimum number required to satisfycapfdi tax withholding requirements based on minimum sty
withholding rates for federal and state tax purposes, indudyroll taxes. Shares used in either of the foregoing teagatisfy ta
withholding obligations will be valued at their Fair Mark&tlue on the date of exercise.

Article 21Successor

All obligations of the Company under the Plan with respe&wards granted hereunder shall be binding on any succe
the Company, whether the existence of such successor is theofesdirect or indirect purchase, merger, consolidatiowtioerwise
of all or substantially all of the business and/or assettseo€ompany.
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Article 22General Provision:

22.1 Gender and Number. Except where otherwise indicated by the context, any masculimeusgd herein also st
include the feminine, the plural shall include the singular,taagingular shall include the plural.

22.2 Severability . In the event that any provision of the Plan shall for @agon be held illegal, invalid or unenforceab
any jurisdiction, or would disqualify the Plan or any Ad/amder any law, rule or regulation deemed applicable by the Gtea
such provision shall be construed or deemed amended to thmuminéxtent necessary to conform to such applicable law, r
regulation or if it cannot be so construed or deemed amendedutyiin the determination of the Committee, materially altethe
purpose or intent of the Plan or the Award, such prorishall be stricken as to such jurisdiction or Award, aedré¢mainder of tt
Plan or any such Award shall remain in full force and effect.

22.3 Requirements of Law. The granting of Awards and the issuance of Shares under dhesRall be subject to
applicable laws, rules and regulations, and to such approvasybgovernmental agencies or national securities exchanges as
required.

22.4 Delivery of Title . The Company shall have no obligation to issue or deliveeacl of title for Shares issued undel
Plan prior to:

(@) Obtaining any approvals from governmental agencies or nateealrities exchanges that the Comj
determines are necessary or advisable; and

(b) Completion of any registration or other qualification of ®hares under any applicable securities, “Blue 8ky”
other laws that the Company determines to be necessary or &lvisab

22.5 Inability to Obtain Authority . The inability of the Company to obtain authority from aegulatory body havir
jurisdiction, which authority is deemed by the Comf's counsel to be necessary to the lawful issuance and sale oharg
hereunder, shall relieve the Company of any liability in respktte failure to issue or sell such Shares as to which mgplisite
authority shall not have been obtained.

22.6 Investment Representations The Committee may require any individual receiving Shares ant$a an Award und
the Plan to represent and warrant in writing that the iddaliis acquiring the Shares for investment and without eggept intentio
to sell or distribute such Shares.

22.7 Unfunded Plan. Participants shall have no right, title, or interest whatsoever to any investments that the Comp.
and/or its Affiliates may make to aid it in meeting itsigations under the Plan. Nothing contained in the Plan, araction take
pursuant to its provisions, shall create or be constwertktte a trust of any kind, or a fiduciary relationship betweeCompany ar
any Participant, beneficiary, legal representative, or any otldievidual. To the extent that any person acquires a riginédeive
payments from the Company, its Affiliates under the Plan,
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such right shall be no greater than the right of an unsecereera creditor of the Company or an Affiliate, as the case maklk
payments to be made hereunder shall be paid from the generalohAshet€ompany or an Affiliate, as the case may be and no ¢
or separate fund shall be established and no segregation ofsisgeb® made to assure payment of such amounts except asly
set forth in the Plan.

22.8 No Fractional Shares. No fractional Shares shall be issued or delivered pursuatet®lan or any Award. T
Committee shall determine whether cash, Awards, or otheegiyoghall be issued or paid in lieu of fractional Sharestmther suc
fractional Shares or any rights thereto shall be forfeitedh@rwise eliminated.

22.9 Non-Exclusivity of the Plan. The adoption of the Plan shall not be construed as creatjnigratations on the pow:
of the Board or Committee to adopt such other compensatiangements as it may deem desirable for any Participant.

22.10 No Constraint on Corporate Action. Nothing in the Plan shall be construed to: (a) limifpam, or otherwise affe
the Company’s or an Affiliate’ right or power to make adjustments, reclassificationsgaairations, or changes of its capita
business structure, or to merge or consolidate, or dssliduidate, sell, or transfer all or any part of its besgor assets; or (b) lir
the right or power of the Company or an Affiliate to take action which such entity deems to be necessary or appropriate.

22.11 Non-Uniform Treatment.The Committees determinations under the Plan need not be uniform and magdee by i
selectively among Participants or individuals who are eligibleeceive Awards (whether or not such individuals are siy
situated). Without limiting the generality of the foregpithe Committee will be entitled, among other things, &kennonuniform
and selective determinations, amendments and adjustments, angrtontn nonuniform and selective Award Agreements, a
Participants under the Plan and the terms and conditiongaplplito Awards made under the Plan.

22.12 Governing Law. The Plan and each Award Agreement shall be governed by theofathe State of Delawal
excluding any conflicts or choice of law rule or principle thaght otherwise refer construction or interpretation of ttea Fo the
substantive law of another jurisdiction. Unless otherwiseiged in the Award Agreement, recipients of an Award undePian ar
deemed to submit to the exclusive jurisdiction and venueeofettteral or state courts of Delaware and lllinois, to resolveandyal
issues that may arise out of or relate to the Plan or angdefatard Agreement.
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AMENDMENT NO. 1 TO THE
KEMPER CORPORATION NON-QUALIFIED DEFERRED COMPENSAT ION PLAN

WHEREAS , Kemper Corporation, a Delaware corporation (the “Compamyfignded and restated the Kemper Corpor
Nor-Qualified Deferred Compensation Plan, effective August 251 20k “Deferred Compensation Plan”); and

WHEREAS , the Administrative Committee of the Kemper Corporation(d0Bavings Plan (the “CommitteeBas th
authority to amend the Deferred Compensation Plan, except fodamais which would have a material adverse financial imps

the Company and its affiliates; and

WHEREAS , the Committee now desires to amend the Deferred CompensddéioniaPincrease the amount of eligi
compensation that may be deferred under the Deferred CompariRlaioby a participant, effective January 1, 2013.

NOW , THEREFORE , the Committee, on behalf of the Company, does hereby aldedbllowing amendments to 1
Deferred Compensation Plan, effective with respect to Defereatiihs that are effective on or after January 1, 2013:

1. Section 1.5 of the Deferred Compensation Plan is amendetttt(in printed or electronic form)fter the phras
“written document.”

2. Section 1.12 of the Deferred Compensation Plan is amended tagéaltbws:

“ Deferral Election’ means the following: (a) for Employee Participants, an eladth defer a part of such Participant’
Regular Base Salary, such Participant’s Bonus Compensatisaclo Participant’'s Mult¥ear Incentive Compensatic
all pursuant to Section 3.1, and (b) for Outside Directmti€pants, an election to defer Director Fees pursu
Section 3.1. A Participarst’ Deferral Election shall also include an election by the Paatitippecifying the calenc
year in which payments shall commence and the method of payméntespect to the payout of all future ben:
attributable to deferrals for the Plan Year.”

3. Section 1.20 of the Deferred Compensation Plan is amendaddtd(in printed or electronic form)after the phras
“written document.”

4. Section 3.1 of the Deferred Compensation Plan is amended tagéaltbws:

“3.1 Deferral Amounts

(a) Participants may elect to defer Eligible Compensatiojesuto the limits described below. A sepa
election for Regular Base Salary, Bonus Compensation, Madi- Incentive Compensation and Director Fees mt
made. Outside Director Participants may elect to defer upG&ol
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of their Director Fees. Subject to Section 3.1(b), Employetdipants may elect to defer up to (i) 60% of their Rel
Base Salary, (ii) 85% of their Bonus Compensation, anddi Multi- Year Incentive Compensation for which the
year of the performance period begins on or after Januaryl3, 86% of their Multi-Year Incentive Compensation.

(b) The amount that an Employee Participant may defer caarintdxcess of his or her Regular Base S¢
Bonus Compensation and Multi-Year Compensation, respectiradyced by their “Applicable Taxes.’Applicable
Taxes” means the taxes on the Regular Base Salary, Bonus CongreasdtiMultiYear Compensation, respectiv
which a Participant elects to defer under the Plan and which aréeesicrthe following Regulations:

(i) Treas. Reg. 8§ 1.4093§)(4)(vi), which allows an Employer to accelerate payment lidilite
Compensation deferred under the Plan to pay FICA taxes onHigihle Compensation and income
withholding related to such FICA taxes; and

(i) Treas. Reg. 8§ 1.4098§)(4)(xi), which allows an Employer to accelerate paymen€Eligible
Compensation deferred under the Plan to pay state, localegridiaxes on such Eligible Compensation
income tax withholding related to such taxes.”

IN WITNESS WHEREOF , a duly appointed member of the Committee has executed thesidinent No. 1 to the Defen
Compensation Plan on this 21st day of December, 2012.

KEMPER CORPORATION

By: _/S/ LISA KING
Lisa King
Its: Vice President
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KEMPER CORPORATION

2009 Performance Incentive Plan

Amended and Restated as of February 4, 2013
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Kemper Corporation
2009 Performance Incentive Plan

Amended and Restated

Effective February 4, 2013
Article 1 Establishment, Purpose, and Duration

1.1 Establishment. Kemper Corporation, a Delaware corporation (hereinafter egfeoras the “Company”), hereby
establishes the 2009 Performance Incentive Plan (the “Plan”).l&hesReffective as of February 3, 2009 (“Effective Date”), aad w
most recently amended and restated effective February 4, 2083 [@n permits the grant by the Company and its Affiliafes
Annual Incentive Awards and Multi-Year Incentive Awards, as éefinereafter. In accordance with Section 162(m), provisions of
this Plan applicable to Awards to Covered Employees shaiitiject to approval by the Company’s shareholders, at a mekiiyng
held in accordance with the Company’s Amended and Restated Bamaapplicable law. Any Awards granted to Covered
Employees in advance of the requisite shareholders’ votebghaibde contingent upon such approval by the Company’s
shareholders. In no event shall any amounts be paid with reepletards granted to Covered Employees unless and until the
requisite shareholder approval has been obtained.

1.2 Purpose of this Plan. The purpose of this Plan is to motivate and reward &igikecutive-level Employees through
annual and multi-year cash incentive awards tied to the achievenmarfaimance goals established hereunder, and to attract and
retain superior Employees through these incentives. Thiss’thesigned to enable the Company (or an Employer) to Aveentds, o
portions thereof, to Covered Employees that qualify as Peaioce-Based Compensation under Section 162(m) in order towes
the Company’s federal income tax deduction for incentive compengaid to such Employees. In addition, this Pladeisigned to
enable the Company (or an Employer) to grant Awards, oiopsrthereof, to Covered Employees that do not qualifyeg®fPnance-
Based Compensation under Section 162(m).

Article 2 Definitions

Whenever used in this Plan, the following terms shall hawvenianings set forth below, and when the meaning is interinged, t
initial letter of the word shall be capitalized.

2.1 “Affiliate” means any person or entity controlled directly or indirdmylyhe Company, whether by equity ownership,
contract or otherwise and shall include direct or indirecsigiidries of the Company and mutual companies the managemelnicof w
is controlled by the Company and its subsidiaries.

2.2  “ Annual Award Limit ” or “ Annual Award Limits " have the meaning set forth in Section 4.3.

February 201
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2.3 *“Annual Incentive Award” means an arrangement under which a Participant is given thewppotd earn a cash
bonus based on the achievement of performance goals measuradPeviarmance Period of one year or less.

2.4 “Award” means, individually or collectively, a grant under this Riban Annual Incentive Award or a Multi-Year
Incentive Award, in each case subject to the terms of this Plan.

2.5 *“Award Instrument” means either: (a) a written agreement between a Participant and thargoon his or her
Employer setting forth the terms and conditions applicab&ntAward, or (b) a written or electronic statement issugbddZompany
or an Employer to a Participant describing the terms and comslibf such Award.

2.6 “Board” or“Board of Directors” means the Board of Directors of the Company.
2.7 “Code”means the U.S. Internal Revenue Code of 1986, as amendetinfi®@io time, or any successor statute.

2.8 “Committee” means the Compensation Committee of the Board or any subdemthigreof, or any other committee
designated by the Board to administer this Plan.

2.9 *“Company” means Kemper Corporation, a Delaware corporation, and any sudtessto as provided in Article 15
herein.

2.10 “Corporate Performance Measuresis defined in Section 5.3.

2.11 “Covered Employee'means any Employee who is or may become a “Covered Employefimsd in Section 162

(m).

2.12 “Disability or Disabled” when used with respect to a particular Participamtans a physical or mental condition that:
(a) is of a type that would generally trigger benefits utigeiCompany’s long-term disability plan (as in effect fitime to time),
whether or not such Participant is actually enrolled in glef; or (b) in the absence of any such plan, would causdPsutihipant to
be unable to substantially perform his or her duties asvgidyee, as determined in the sole discretion of the Committee.
Notwithstanding the foregoing, if an Award becomes subje8etion 409A"Disability” and “Disabled” shall be defined as required
thereunder.

2.13 “Effective Date”has the meaning set forth in Section 1.1.
2.14 “Employee’means any employee of the Company or any Affiliate of the Coympan

2.15 “Employer” means, with respect to a given Employee, whichever of the Conopats Affiliates is the employer of
such Employee.
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2.16 ‘“Individual Performance Measures”is defined in Section 5.2.

2.17 “Multi-Year Incentive Award” means an arrangement under which a Participant is given thewpporb earn a cash
award based on the achievement of one or more performance goalseti@asura Performance Period of more than one year.

2.18 “Participant” means any Employee to whom an Award is granted.

2.19 “Performance-Based Compensationtheans compensation under an Award that satisfies the requiresh&etstion
162(m).

2.20 “Performance Measures’means measures described in Article 5 on which performancefgoaiwards are based
and, for measures applicable to Awards, or applicable portienedf, to Covered Employees that are intended to qualify as
Performance-Based Compensation, the measures which are appréhedloynpany’s shareholders pursuant to this Plan in arder t
qualify Awards as Performance-Based Compensation.

2.21 “Performance Period’means the period of time with respect to which the achievemeetrformance goals is
measured to determine the amount of the payout, if any, Afvand.

2.22 “Plan”is defined in Section 1.1 above.
2.23 “Plan Year’ means a calendar year.

2.24 “Retirement” or “Retires” means, for Awards granted prior to February 2013, the tarytermination of employme
by a Participant who has attained age 55, is eligible for egtilgment under a retirement plan sponsored by the Compangakes
an election to begin receiving retirement benefits under sucametint plan, and for Awards granted beginning in February, 2043
termination of employment by a Participant who has attaineézgad completed at least five years of service with the Company
and/or one or more of its Affiliates.

2.25 “Section 162(m)'means Section 162(m) of the Code, or any successor proasidiihe regulations, rulings and other
guidance issued thereunder by the Internal Revenue Service.

2.26 “Section 409A"means Section 409A of the Code, or any successor prowasidrihe regulations, rulings and other
guidance issued thereunder by the Internal Revenue Service.

2.27 “Subject Employees”means the executive officers of the Company and the officehe @ompany’s Affiliates who
are generally referred to by the Company as the operating comppsigents and group executives, and includes the Covered
Employees.

February 201
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Article 3  Eligibility and Participation

3.1 Eligibility . All executive-level Employees, as determined in the discrefitine Committee (or in the discretion of the
Company’s Chief Executive Officer or other executive officesspant to a delegation of authority made pursuant to the tdrthis
Plan), shall be eligible to participate in this Plan.

3.2 Actual Participation. For Awards to Subject Employees, the Committee shall tmeveole power and authority, in its
discretion, to select Award recipients and determine the terdwwands on its own initiative or to approve, modify oreictj Award
recommendations from the management of the Company or it and no such Awards shall be granted without the, prior
express approval of the Committee. For Awards to other Brapty the Committee may delegate to the Company’s Chief Executiv
Officer (and such other executive officers of the Company a&srdeted appropriate by the Committee in its discretion)ptveer
and authority to select such additional Award recipients aagpgoove and determine the terms of such Awards.

Article 4 Grant, Earning and Payment of Awards

4.1 Grant of Awards. At any time and from time to time, Annual Awards and/aitMYear Awards may be granted to
Participants under the terms and provisions of this Plan.

4.2 Award Instruments. Each Award to a Participant shall be evidenced by an Awamdiinent that specifies the
applicable Performance Period, Performance Measures, performancetgealsld, maximum and target payouts and such other
provisions as have been approved for such Participant in accord@mdeis Plan, including, without limitation, such pisions as
maybe determined necessary or advisable to comply with Article 9

4.3 Awards to Covered Employees.

(@) Annual Award Limit. The maximum amount paid to a Covered Employee in any onermmnunder an Annual
Incentive Award or a Multi-Year Incentive Award may not excee@®&2000 (“Annual Award Limit”").

(b) Performance GoalsWithin ninety (90) days of the beginning of each Perform#&eréod (or, if earlier, before
twenty-five percent (25%) of the period of service to whighRerformance Measures relate has elapsed), the Committee shall
establish or approve the performance goals for the Performanod RerAwards, or the applicable portions thereof, to €ed
Employees that are intended to qualify as Performance-Basede@satipn. Any such performance goals established by the
Committee shall be stated in terms of an objective formuséamdard and shall be based on one of, or a combinatioreof, th
Performance Measures set forth in Section 5.3. For Awargsrtons thereof, to Covered Employees that are not inteonded t
qualify as PerformancBased Compensation, the Committee shall establish or apm@ypertformance goals at any time during
Performance Period as it shall determine appropriate in @setisn.
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(c) Data and CalculationsAfter each Performance Period, the Company shall compile dataedidnp calculations
as may be necessary to assess results and achievements of perfgoalntet were previously established for such Performanc
Period.

(d) Satisfaction of Performance GoalsAfter each Performance Period, the Company shall submit @mvréport to
the Committee providing such data and calculations necessarghile ¢he Committee to assess the results and achievement of
performance goals for such Performance Period that were prevestablished for Awards granted to Covered Employees. The
Committee shall review such report and make a determination foiGeaghed Employee as to the degree of achievement of eacl

performance goal for Awards, or the applicable portions tietteat are intended to qualify as Performance-Based Compansati
based upon the actual results for such Performance PeriodtdPtherpayout of any Award to a Covered Employee, the Cdee

shall certify in accordance with Section 162(m) the extent iolwthe performance goal(s) for the applicable Performance Period
have been satisfied.

(e) PayoutsThe Committee, in its sole discretion, may reduce the amotuhé gfayout that otherwise would be du
a Covered Employee upon application of the performance godtseférerformance Period applicable to an Award to the extent
necessary to prevent a payout in excess of the Annual Awartifoinsiuch Award. Under no circumstances may the Committee
increase the amount of any Award to a Covered Employee, tiwrptrereof, that is intended to qualify as Performance-Based
Compensation, that otherwise would be payable upon applicHtibe performance goals thereunder for the applicable
Performance Period.

4.4 Awards to Other Participants.With respect to Participants other than Covered Employeesslutdoe provided by the
Company and a determination shall be made by the Committpersuant to a delegation of authority made in accordancetveth
terms of this Plan, by the Company’s Chief Executive Offizesther executive officer, as to the degree of achievement of each
performance goal based upon the actual results for the iparfoe Period.

4.5 Timing of PaymentsAwards shall be paid, in cash, as soon as practicable afterdiué arPerformance Period in
accordance with the terms of the Award Instrument (bubiavent later than March 15 of the calendar year immediately fiolipthie
end of the Performance Period).

Article 5 Performance Measures

5.1 Performance MeasuresPayouts of all Awards shall be conditioned upon the atembiof performance goals that are
established for the relevant Performance Periods based uponexpBeifformance Measures. Performance goals for Awards to
Participants may be based on Individual Performance Measurgmr&ter Performance Measures, or a combination of the two.
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5.2 Individual Performance Measures Performance goals may be established for Awards to a Partibgsed on

individual performance measures which may be quantitative oitatived in nature (“Individual Performance Measures”). In the case
of an Award based upon a combination of Individual Perfoomdneasures and Corporate Performance Measures, specific limits m

be imposed on the portion of the payout that is based lmgoridual Performance Measures. Such limits may be expresseaia of
the total dollar amount or the percentage of the Award’s pdlgatimay be attributable to the attainment of Individual Perdoice

Measures.

5.3 Corporate Performance MeasuresUnless and until the Committee proposes for shareholderwna the shareholders
of the Company approve a change in the Performance Measuredtset this Section 5.3, the corporate performance goals upon
which the payment of an Award may be conditioned shall beeldno the following Performance Measures (“Corporate Perfarenan

Measures”):
(@)
(b)
(€)
(d)

(e)

(f)
(9)
(h)
(i)
0
(k)
U
(m)
(n)

52267_2.doc

Net earnings or net income (before or after ta
Operating earnings per sh
Net sales or revenue grow

Operating income and/or average increase in dollars of opeiratimge of the Company or any of its
Subsidiaries or operating units;

Return measures (including, but not limited to, returmssets, capital, invested capital, investment portfolio
performance returns or yields, equity, sales, or revenue);

Cash flow (including, but not limited to, operating cashf free cash flow, and cash flow return on equ
Earnings before or after taxes, interest, depreciation, aachortization

Gross or operating margil

Productivity ratios

Share price (including, but not limited to, growth measarektotal shareholder retur

Expense target

Margins

Operating efficiency

Market share
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(0) Customer satisfactio
(p) Working capital target
(@) Bad debt experienc
(n Reduction in cost

(s) Economic value added or EVAnet operating profit after tax minus the sum of capitaltiplied by the cost of
capital); and

® Insurance company underwriting income, combined ratios, &ies ror expense ratic

Any Corporate Performance Measure(s) may be defined in accordangengitally acceptable accounting principles or
otherwise, and may be used to measure the performance of the @anpadts Affiliates on a consolidated basis, or any Afigliat
business unit or segment of the Company individuallgngrcombination thereof, as the Committee may deem appropgiste.
Corporate Performance Measure may also be compared against sieatares for a group of comparator or peer companies, or
against a published or special index that the Committee, Solgsdiscretion, deems appropriate, or the Committee may select
Performance Measure (j) above as compared to various stock nmalikesi

5.4 Unusual and Nonrecurring Events. An Award Instrument may provide that any evaluation ofggerdance may
include or exclude any of the following events that occurdur Performance Period: (a) asset write-downs; (b) litigadr claim
judgments or settlements; (c) the effect of changes in tax éesunting principles, or other laws or provisions affeatépprtec
results; (d) any reorganization or restructuring; (e) extiaargd nonrecurring items as described in Accounting Principtesd
Opinion No. 30 (or a successor pronouncement) and/oei@tmpany’s periodic reports filed with the Securities and &xgé
Commission for periods within the applicable Performanc®&eand (f) acquisitions or divestitures. In additian,Award
Instrument may provide the Committee with authority to makés discretion, adjustments to the established perforngoals
applicable to such Award to reflect changes to the job respltis#of the Participant or the structure of the Companysokffiliates
that relate directly to such established performance goals for alportion of the applicable Performance Period. To the testieh
inclusions or exclusions affect Awards, or portions thereo€overed Employees that are intended to qualify as Perfoentzased
Compensation, they shall be approved by the Committee andipeesitr a form that meets the requirements of Section 162(m).

5.5 Committee Discretion In the event that applicable tax and/or securities laws chamggrhit Committee discretion to
alter the governing Performance Measures for Awards to Coverptb¥amas without obtaining shareholder approval of such change:
the Committee shall have sole discretion to make such chandgesiingbtaining shareholder approval.
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Article 6 Termination of Employment; Leave of Absence

6.1 Death or Disability. Upon termination of the employment of a Participant duestgidor Disability, for each outstand
Award previously granted to the Participant, the PerformardedPshall be deemed to have been completed and a payout of the
Award shall be due to the Participant (or, in the case of destine Participant’s designated beneficiary, if any, or t@hlser estate)
at the level defined in the Award Instrument as the “target” lewvdl the applicable performance goal(s) had been achieved at such
target level, but reduced on a pro-rata basis by multiplyia@imount that would have been payable under the Award atesgeh t
level for the original Performance Period by a fraction, thmerator of which is the number of full months in the &enince Period
during which the Participant was an active Employee and the dieaimmof which is the total number of months in theiol
Performance Period. A partial month worked shall be countedutisngonth if the Participant was an active Employee foeéft (15)
days or more in that month. The Award shall be paid, in @sskoon as practicable after the termination of employmenin(hot
event later than March 15 of the calendar year immediately foltpthi@ end of such completed Performance Period).

6.2 Retirement. In the event that a Participant’'s employment terminates dietteement, for each outstanding Award
previously granted to the Participant, a payout of the Awhadl be due, to the extent earned, based upon the actual relstile tto
the applicable performance goal(s) for such Award for theénali@erformance Period, but reduced on a pro-rata basis hplgiog
the amounts that would have been payable under the Awailieforigyinal Performance Period by a fraction, the numeratwhich i<
the number of full months in the Performance Period dwimgh the Participant was an active Employee and the denominator of
which is the total number of months in the original Penfince Period. A partial month worked shall be counted al§ mdnth if the
Participant was an active Employee for fifteen (15) days or indreat month. The Award shall be paid, in cash, as sooraatigable
after the completion of the original Performance Period wheardwayouts are made to active Employees (but in no event later th
March 15 of the calendar year immediately following the erti@Performance Period).

6.3 Divestiture of Employer. In the event that a Participant's employment terminates apdmas result of the sale or
divestiture by the Company or any of its Affiliates ofatmntrolling interest in any Employer (“Divestiture”), feach outstanding
Award previously granted to such Participant, the termegtplicable Performance Period shall be deemed revised so that the
Performance Period ends on the effective date of the Divestinoleg payout of the Award shall be due, to the extent earned, drase
the actual results relative to the applicable performance goal(syi¢ch Award for the revised Performance Period. The Asltzatl be
paid, in cash, as soon as practicable after the termination ¢dyamgnt (but in no event later than March 15 of the calenelar y
immediately following the end of such completed Performancedierio

6.4 Other Termination Provisions.

(a) Other Events.In the event a Participant’s employment terminates for any redenthan death, Disability,
Retirement, Divestiture, or an Event as defined in Article
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11, including but not limited to, termination with oitlout cause by his or her Employer, or voluntary ternomnaby the
Participant, any outstanding Award shall be canceled and thieizt shall receive no payment for such Award under tlais,PI
unless, subject to Section 16.1, the Performance Period asdowittt any such Award had been completed at the time of the
Participant’s termination of employment, in which case the gayfocany, pursuant to such Award shall be computed andipaid
accordance with the relevant performance goals as if the Partisipaniloyment had not terminated.

(b) Other Provisions.The Committee may, in its discretion, approve termingti@mvisions in connection with
particular Awards or Participants that differ from the terihis Article 6 to the extent such provisions: (i) are ¢stest with
Section 162(m), if and as applicable; and (ii) do not adveedtdgt any Award previously granted under this Plan in artgniah
way without the written consent of the Participant holdghsAward.

6.5 Leave of Absenceln the event that the Participant is on an approved leavesehed (other than a short-term disability
leave) at the end of the Performance Period, or takes such a ledhaente at any time during the Performance Period, a paybe!
Award shall be due, to the extent earned, based upon the actiisl redstive to the applicable performance goal(s) for such Avea
the Performance Period, but reduced on a pro-rata basis bglymdf the amount that would have been payable under the Awmard
the Performance Period by a fraction, the numerator of whitie isumber of full months in the Performance Period dwinigh the
Participant was an active Employee not on such leave of absence amhtiminator of which is the total number of monthseén th
Performance Period. A partial month worked shall be countedutisigonth if the Participant was an active Employee foeéft (15)
days or more in that month. The Award shall be paid, in @sshpon as practicable after the completion of the originadrifexhce
Period when Award payouts are made to active Employees (batduent later than March 15 of the calendar year immediately
following the end of the Performance Period).

Article 7 Transferability of Awards

7.1 Transferability . Awards shall not be transferable other than by will oftdtes of descent and distribution. No Awards
shall be subject, in whole or in part, to attachment, execudideyy of any kind, and any purported transfer in violahereof shall t
null and void.

7.2 Domestic Relations Orders Without limiting the generality of Section 7.1, no dotieeselations order purporting to
authorize a transfer of an Award or any interest in an Awaalll Isé recognized as valid.

Article 8 Arbitration

As a condition to receiving an Award grant, a Participant magdpaired to agree in writing to submit all disputes or ckim
arising out of or relating to any such Award to bindingtaation in accordance with such terms as prescribed when thedAsv
approved.
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Article 9 Compliance with Section 409A

Each Award that is granted under this Plan shall be designkadministered so that the Award is either exempt from the
application of, or compliant with, the requirements of $&cti09A. To the extent that the Committee determines thadwayd
granted under this Plan is subject to Section 409A, the Almatcument shall include such terms and conditions asdhaGitee
determines, in its discretion, are necessary or advisable itbtheamposition on the Participant of an additional tageunrSection
409A. Notwithstanding any other provision of this Ptarany Award Instrument (unless the Award Instrumentiges otherwise wit
specific reference to this Section): (i) an Award shall notrbatgd, deferred, accelerated, extended, paid out, settled, gebstit
adjusted or modified under this Plan in a manner that wegldt in the imposition of an additional tax under Sectid®A upon a
Participant; and (i) if an Award Instrument provides fog tleferral of compensation within the meaning of Section 400A,
distribution or payment of any amount shall be made befdegethat is six (6) months following the date of sucti@pant’s
separation from service (as defined in Section 409A) or, lifeathe date of the Participant’s death. Although the Compdends to
administer this Plan so that Awards will be exempt fromwyill comply with, the requirements of Section 409/¢ tbompany does n
warrant that any Award under this Plan will qualify for featae tax treatment under Section 409A or any other provigitederal,
state, local, or non-United States law. Neither the Companiffitiates nor their respective directors, officers, employwesdvisors
shall be liable to any Participant (or any other individuahuiiagy a benefit through the Participant) for any tax, intevepenalties the
Participant may owe as a result of the grant, holding, \gestipayment of any Award under this Plan.

Article 10 Rights of Participants

10.1 Employment Nothing in this Plan or an Award Instrument shall ifeler with or limit in any way the right of an
Employer to terminate any Participant’s employment at emg or for any reason not prohibited by law, nor confemugroy
Participant any right to continue his or her employmenafgr specified period of time. Neither an Award, an Award Insémnt, nor
any benefit arising under this Plan shall constitute an gmm@at contract with the Company or any of its Affiliates aatordingly,
subject to Articles 12 and 13, this Plan and the benefits heeewmay be terminated at any time in the sole and exclusivetibscof
the Committee without giving rise to any liability orethart of the Company, its Affiliates or their respective dineg officers,
employees or advisors.

10.2 Participation. No Employee shall have the right to be selected to receive ardAwder this Plan, or, having been so
selected, to be selected to receive a future Award.

Article 11 Change in Control

(@) For Awards granted prior to February 2013. Upon the dissolution or liquidation of the Companyupon
reorganization, merger or consolidation of the Company witthh @ more corporations as a result of which the Compangtithe
surviving corporation, or upon a sale of substantiallyrediproperty or more than eighty percent (80%) of the théstamding Shar
of the Company to another corporation (any of the foreg@ngEvent”), the applicable
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Performance Period for each Award then outstanding underl#iissRall be deemed revised so that such Performance Period
the effective date of the Event, and a payout of each such Awaltdbehdue to the respective Participant in the amount whittte
greater of the payout that would be due: (a) based upon tha exgults for such revised Performance Period relative to flieaipe
performance goal(s) for such Award; or (b) at the level defiméde respective Award Instrument as the “tar¢giel for such Awar
for such revised Performance Period. The Award shall be paidsi as soon as practicable after the Event (but in no earthia
March 15 of the calendar year immediately following the ertti@fevised Performance Period).

(b) For Awards granted beginning in February 2013Upon a Change in Control, except as prohibited by appli
laws, rules, regulations or stock exchange requirements, detesmined otherwise by the Committee in connection withqpdat
Awards and set forth in the applicable Award Agreementdeifedmployment of a Participant is terminated by the Compary
Affiliate without Substantial Cause or by the Participant@mod Reason within the twentyur (24) month period following su
Change in Control, the applicable Performance Period for eachdAten outstanding under this Plan shall be deemed revidbd
such Performance Period ends on the effective date of the terminaBoployment, and a payout of each such Award shall beo
the respective Participant in the amount which is the greatbe giayout that would be due: (a) based upon the actual riesusisct
revised Performance Period relative to the applicable performaads)gor such Award; or (b) at the level defined in the respe
Award Instrument as the “targdivel for such Award for such revised Performance Period. Therd\shall be paid, in cash, as s
as practicable after the termination of employment (but iawemt later than March 15 of the calendar year immediately follothie
end of the revised Performance Period).

For purposes of this Article 11(b):

“Change in Control” means that the event set forth in any one of the followamggraphs (a) — (d) shall have occurred:

(&) any Person is or becomes the Beneficial Owner, directhdoectly, of securities of the Company (not includinghie
securities beneficially owned by such Person any securitiesradqdirectly from the Company or any of its Affiliat
representing 25% or more of the combined voting powereofahimpanys then outstanding securities, excluding any Persotr
becomes such a Beneficial Owner in connection with a transactiorbaelsicr clause (i) of paragraph (c) below; or

(b) the following individuals cease for any reason tcstitute a majority of the number of Directors then servindividuals
who, on the Effective Date, constitute the Board of Dimscémd any new Director (other than a Director whose initalraptior
of office is in connection with an actual or threatened electiotesb relating to the election of directors of the Companyjse
appointment or election by the Board of Directors or nononator election by the Comparsy'shareholders was approve«
recommended by a vote of at least tihivds of the directors then still in office who either wdiectors on the Effective Date
whose appointment, election or nomination for election wadqusly so approved or recommended; or

11
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(c) there is consummated a merger or consolidation ofahg@ny or any Affiliate with any other corporation, othearili)
a merger or consolidation which results in the Directors inmabelgl prior to such merger or consolidation continuingdostitutt
at least a majority of the Board of Directors of the sumg\entity or any parent thereof, or (ii) a merger or codstilin effected 1
implement a recapitalization or reincorporation of the Companysitoilar transaction) in which no Person is or become
Beneficial Owner, directly or indirectly, of securities of then@pany (not including in the securities Beneficially Ownedsbgt
Person any securities acquired directly from the Company oofadts/Affiliates) representing 25% or more of the conebivoting
power of the Company’s then outstanding securities; or

(d) the shareholders of the Company approve a plan of lemmliguidation or dissolution of the Company or thes
consummated an agreement for the sale or disposition by thpa@grof all or substantially all of the Compasigssets, other th
a sale or disposition by the Company of all or substap@dlliof the Company assets immediately following which the individi
who comprise the Board of Directors immediately prior thecettstitute at least a majority of the board of directorbi@fentity t
which such assets are sold or disposed or any parent thereof.

“Beneficial Owner” shall have the meaning set forth in Rule B3dnder the Securities Exchange Act of 1934, as am
(the “Exchange Act");

“Person” shall have the meaning given in Section 3(a)(9) of the Exchacigas modified in Sections 13(d)(3) and 14(d)(2)
thereof, except that such term shall not include (1) the Comgraawyy entity, more than 50% of the voting securitiestativare
Beneficially Owned by the Company, (2) a trustee or othecfady holding securities under an employee benefit plan a dmepany
or any of its Affiliates, (3) an underwriter temporarilyidiog securities pursuant to an offering of such securif#§sa corporation
owned, directly or indirectly, by the shareholders of then@any in substantially the same proportions as their owipeo$ stock of
the Company, (5) any individual, entity or group whosaership of securities of the Company is reported on Sché8@eursuant
to Rule 13d-1 promulgated under the Exchange Act (butfoniso long as such ownership is so reported) or (®!&ion Group LLC
or any successor in interest to such entity.

“Good Reason”shall mean any action taken by the Participant’'s Employer whalits in a material negative change to the
Participant in the employment relationship, such as the dotiles performed, the conditions under which such dutieodre t
performed or the compensation to be received for performingsaurgites. A termination by the Participant shall not constitu
termination for Good Reason unless the Participant shadlhfinge delivered to the Employer written notice setting faith
specificity the occurrence deemed to give rise to a right totatmfor Good Reason (which notice must be given no late®thday:
after the occurrence of such event), and there shall have passed ablathoe (not less than 30 days) within which the employer
may take action to correct, rescind or otherwise substantiabysevwhe occurrence supporting termination for Good Reason as
identified by the Participant.

“Substantial Cause” means the (a) commission of a criminal act against, an aotaerogation of the interests of, or
misconduct which results in a financial loss to, the Comany
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an Affiliate; (b) misconduct which obligates the Companprepare an accounting restatement due to material noncompliahce wit
applicable financial reporting requirements; (c) knowing distcl®®sf confidential information about the Company or ariliafé in
breach of the Company’s Essential Standards of Conduct opacadyte contractual or other obligation, or using sucarmftion for
personal gain, including, without limitation, by tradingCompany securities on the basis of material, non-pulibcrivation; or (d)
performance of any other action that the Committee, in iesdistretion, may deem to be sufficiently injurious toitierests or
reputation of the Company or an Affiliate to constitute tatgal cause for the termination of a Participant's employnidothing in
the Plan shall be construed to imply that a Participant’s gmaot or other relationship with the Company or its ftés may only
be terminated for Substantial Cause.

Article 12  Administration

12.1 General The Committee shall be responsible for oversight of therastmation of this Plan, subject to this Article 12
and the other provisions of this Plan. The Committee m@jrr attorneys, consultants, accountants, or other advéswtshe
Committee, the Company and its Affiliates, and their respedificers and directors shall be entitled to rely upon the&agdwepinions
or valuations of any such advisors. The fees of any sugbaad shall be paid by the Company. All actions taken dndtafpretation:
and determinations made by the Committee shall be final anohfindon the Participants, beneficiaries, the Company, iibadés
and all other interested individuals.

12.2 Authority of the Committee.

(@) Power and DiscretionThe Committee shall have full and, except as otherwise expmssiigled in this Plan,
exclusive, power and discretion: (i) to interpret the termstla@éhtent of this Plan and any Award Instrument or otigeeement ¢
document ancillary to or in connection with this Plan, anadimpt such rules, regulations, forms, instruments, aitielines for
administering this Plan as the Committee may deem necessanper;(ii) subject to Article 13, to adopt modificationglan
amendments to this Plan or any Award Instrument, incpdithout limitation, any that are necessary to comply withlaws of
the jurisdictions in which the Company and its Affiliatgserate or may operate.

(b) Delegation Notwithstanding the other provisions of this Plan, idalg Section 12.2(a), the Committee may in its
discretion delegate such administrative duties or powers ag/itleem advisable to one or more of its members and, except in

connection with Awards to Subject Employees that are intetadgdalify as Performance-Based Compensation, to one or more
officers of the Company or its Affiliates.

12.3 Performance-Based Compensatiowith regard to Awards, or portions thereof, to Covereglbgees that are
intended to qualify as Performance-Based Compensation, #nsRéll be administered in a manner consistent with the tardths
conditions of Section 162(m), as applicable.

13
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Article 13 Amendment, Modification, Suspension, and Ternmation

13.1 Amendment, Maodification, Suspension, and Termination Subject to Article 9 and Section 13.2, the Committee
may, at any time and from time to time, alter, amend, mgpslifspend, or terminate this Plan in whole or in paoyided, however,
that, no material amendment of this Plan shall be made wishaneholder approval if shareholder approval is required hy law
Furthermore, no amendment, modification, suspension orrtetiom may impact the distribution of any Award that igecttto
Section 409A or is intended to qualify as Performance-Basetp€nsation under Section 162(m), except as permitted by such
applicable Section.

13.2 Awards Previously Granted Notwithstanding any other provision of this Planite ¢ontrary, no termination,
amendment, suspension, or modification of this Plan éwveard Instrument shall adversely affect in any material way amgré
previously granted under this Plan, without the writtemsent of the Participant holding such Award.

Article 14 Tax Withholding

An Employer shall have the power and the right to deducitbhweld, or require a Participant to remit to the Emplotfee,
amount of any taxes which the Employer may be required tdalitlwith respect to any taxable event arising from suchdiaatit’'s
Awards.

Article 15 Successors

All obligations of the Company or any Affiliate under tRin with respect to Awards granted hereunder shall benliraci
any successor to the Company or such Affiliate, whether thiepgesof such successor is the result of a direct or indirechase,
sale, merger, consolidation, or otherwise, of all or subiatgnall of the business and/or assets of the Companyatr Affiliate.

Article 16 General Provisions

16.1 Forfeiture Events. An Award Instrument may specify that the Participant’staghbayments, and benefits with respect
to an Award shall be subject to reduction, cancellation, forégitur recoupment upon the occurrence of certain specified events, in
addition to any otherwise applicable vesting or performance womsliof an Award. Such events may include, but shall edintited
to, termination of employment for cause, violation of mateCiompany and/or Affiliate policies, breach of non-competjtion
confidentiality, or other restrictive covenants that may apptheé Participant, or other conduct by the Participant shagtrimental to
the business or reputation of the Company and/or iitigA#s.

16.2 Severability. In the event any provision of this Plan shall be hé&dgal or invalid for any reason, the illegality or
invalidity shall not affect the remaining parts of this Pkamg this Plan shall be construed and enforced as if the ilegalalid
provision had not been included.

14
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16.3 Unfunded Plan Nothing contained in this Plan, and no action taken jpntso its provisions, shall create or be
construed to create a trust of any kind, or a fiduciary relsligp between any Participant and his or her Employer ordhep@&ny or
any of its Affiliates. Participants shall have no rightefibr interest whatsoever in or to any assets of their Bra@®r of the
Company or any of its Affiliates with respect to the obiigas arising out of any Awards. To the extent that amg@eacquires a rig
to receive payments pursuant to an Award, such right shath gesater than the right of a general unsecured creditor of the
Participants Employer. No special or separate fund shall be establishetaedjregation of assets shall be made to assure payr
amounts payable under this Plan.

16.4 Non-exclusivity of this Plan The adoption of this Plan shall not be construed as creaiinimitations on the power
of the Company or any of its Affiliates to adopt such ottenpensation arrangements as it may deem desirable for anyyemplo

16.5 Governing Law. This Plan and each Award Instrument shall be governed bgntiseof the State of lllinois, excluding
any conflicts or choice of law rule or principle that mightestvise refer construction or interpretation of this Plahéosubstantive
law of another jurisdiction. Unless otherwise providechmAward Instrument (or other written agreement related ttratibin
pursuant to Article 8), each Participant is deemed to subrttietexclusive jurisdiction and venue of the federal or staigs of
lllinois and the state in which such Participant’s reguldcefis located, to resolve any and all issues that may arisé outelate to
this Plan or any related Award Instrument.

16.6 Beneficiaries.Each Participant may designate a beneficiary or beneficiaries togereitie event of such Participant’
death, any payments remaining to be made to the Participanttbed®ian. Each Participant shall have the right to revokszcty
designation and to redesignate a beneficiary or beneficiariesitignamotice to the Employer to such effect. If a Participags di
without naming a beneficiary or if all of the beneficiaries adray a Participant predecease the Participant, then any amounts
remaining to be paid under this Plan shall be paid to the&iparit's estate.

15
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Kemper Corporation 2009 Performance Incentive Plan

ANNUAL INCENTIVE AWARD AGREEMENT

This ANNUAL INCENTIVE AWARD AGREEMENT (“Agreement”)s made as of this day of
, 2___"Grant Date”) between [EMPLOYER NAME] (the “Compdafyand «name» (the “Participant”).

SIGNATURES

As of the date set forth above, the parties haeewed this Agreement, including Exhibit A:

COMPANY PARTICIPANT

By:
«name» «name»

RECITALS

A. The Compensation Committee of the Board @&ECtors of Kemper Corporation (the “Committee”) ladepted
the 2009 Performance Incentive Plan, includingamy all amendments to date (the “Plan”).

B. The Plan provides for the granting of anrarad multi-year incentive awards to selected emmeyd Kemper
Corporation or any of its affiliates.

NOW, THEREFORE, the parties hereto agree as follows

1. Grant . The Company grants to the Participant an anmaaintive award on the terms and conditions hertr
set forth (the “Award”), subject to the provisioset forth on Exhibit A.

2. Vesting and Forfeiture.

Annual PIP Award February 2013
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(a) Performance Period. The Performance Period (the “Performance Perifmi™)his Award shall be the
period set forth in the attached Exhibit. Subjedie forfeiture and early vesting provisions refered in Section 2(
below, the Award will vest on the last day of therfBrmance Period only to the extent set forth iaraccordance
with the terms of Exhibit A with regard to the pmrhance condition(s) referenced therein.

(b) Forfeiture or Early Vesting upon Retirement, Death,Disability or Other Events. During the
Performance Period, the Award may be subject teitore or early vesting upon the termination af Barticipant’s
employment due to retirement, death, disabilitpthier events in accordance with the provisionsmickes 6 or 11 ¢
the Plan, which are incorporated in and made agdahis Agreement.

3. Withholding of Taxes. The Company shall withhold from any payouts urilerAward the amounts the
Company is required to withhold to satisfy any a&alle tax withholding requirements based on mimmaiatutory
withholding rates for federal and state tax purgpseluding any payroll taxes.

4. No Assignment or Other Transfer. Neither this Agreement, the Award or any rightd arivileges granted
hereby may be transferred, assigned, pledged athgpated in any way, whether by operation of &redr otherwise,
except by will or the laws of descent and distridut Without limiting the generality of the precedisentence, no rights or
privileges granted hereby may be assigned or oikertnansferred to the spouse or former spoudeedParticipant pursua
to any divorce proceedings, settlement or judgmimy. attempt to transfer, assign, pledge, hypotteecaotherwise dispo
of this Agreement, the Award or any other rightpovileges granted hereby contrary to the provisibereof shall be null
and void and of no force or effect.

5. Participation by Participant in Other Company Plans. Nothing herein contained shall affect the righthe
Participant to participate in and receive benefitder and in accordance with the then current prons of any retirement
plan or employee welfare benefit plan or prograrthefCompany or of any subsidiary or affiliate lné Company, subject
each case, to the terms and conditions of any glachor program.

6. Not an Employment or Service Contract Nothing herein contained shall be construed asga@ement by the
Company or any of its subsidiaries or affiliategpressed or implied, to employ the Participantestrict the right of the
Company or any of its subsidiaries or affiliatesltecharge the Participant or to modify, extend or

2
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otherwise affect in any manner whatsoever, thegefrany employment agreement which may exist bextvibe Participal
and the Company or any of its subsidiaries oriaféb.

7. Agreement Subject to Award Plan The Award hereby granted is subject to, and the@any and the
Participant agree to be bound by, all of the teams conditions of the Plan, as the same may be @edefnom time to time
hereafter in accordance with the terms thereofpbuiguch amendment shall adversely affect thedfaatit's rights under
this Agreement without the prior written consentlad Participant. To the extent that the termsomddions of this
Agreement conflict with the terms or conditiongtd Plan, the Plan shall govern.

8. Arbitration . All disputes related to this Agreement or any Awgrdnted hereunder, shall be submitted to
binding arbitration with the American Arbitratiorsociation (“AAA”) pursuant to the AAA EmploymentBitration Rules
and Mediation Procedures (“AAA Rules”). A copy bEtAAA Rules is available to the Participant uparntten request to
the Director of Human Resources, Kemper Corporatib®ne East Wacker Drive, Chicago, lllinois 60§6d.such other
address as the Company may specify from time te)tior may be obtained online atwvw.adr.org .

To initiate arbitration, either party must file &mand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a demand has been filed and seredtler party may request that the dispute imtiaé mediated
pursuant to the AAA Rules. If mediation does ndiyfresolve the dispute, then the matter will bbjsat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedible in a court of
competent jurisdiction, including, but not limiteml attorneys’ fees and costs, to the extent seloérf is available under
applicable law, and all defenses that would beiegbple in a court of competent jurisdiction shalldvailable. All
administrative costs of arbitration (including réamsement of filing fees) and the fees of the eatwt will be paid by the
Company.

9. Execution. This Agreement has been executed and deliverefithe day and year first above written at
Chicago, lllinois, and the interpretation, perfomoa and enforcement of this Agreement shall be m@ekeby the laws of tl
state of lllinois without application of its cordts of laws principles.

10. Miscellaneous. This Agreement, together with the Plan, is thiremgreement of the parties with respect to
the Award granted hereby and may not be amendegpekta writing signed by both the Company andRb#icipant.
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<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

11. Clawbacks.Notwithstanding the terms regarding vesting anéeftability or any other provision set forth in
this Agreement, including (but not limited to) Sent2 above, the rights, payments, and benefits mispect to this Award
are subject to reduction, cancellation, forfeitumerecoupment by the Company if and to the exteaired by applicable
law, regulation of the Securities and Exchange Casion, or rule or listing requirement of the Newrk Stock Exchange
(collectively “Applicable Requirements”) in conngxt with an accounting restatement or under subbratircumstances as
specified in the Applicable Requirements. Any actiaken by the Company under this provision shaliMade pursuant to
the Committee’s determination, which shall be fif@hding and conclusive.
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[CORPORATE VERSION]

Exhibit A

To Annual Incentive Award Agreement
Kemper Corporate — % Management Group

Overview: This Exhibit A sets forth the terms that will determihe amount of the cash payout, if any, that the Participantle

entitled to receive pursuant to the Award based on the outcothe applicable performance measures over the Performance Perioc

Performance Period:January 1, through December 31, .

Table 1
Weighted Target Bonus Percentage

Weighted Target Bonus Percentage based pn Weighted Target Percentage based on
Individual Performance Measures Corporate Performance Measures

Annual PIP Award % %

Type of Award

Weighted Target Bonus PercentageThe Target Bonus Percentage is expressed as a percentage of thgaRestiBase Salary,
defined below, and is weighted based on Corporate Performancairgeasnd Individual Performance Measures (if applicabl
shown in Table 1.

Base Salary:Base Salary is the Participant's annual base salary in effect gwibl A&f the Performance Period.

Individual Performance Measures:Individual Performance Measures may be quantitative or queaditati nature. If applicable,
shown in Table 1, Individual Performance Measures will be ksttield by the CEO or the Participa©perating Company Presid
or supervisor and evaluated in his or her sole discretigletermining the payout for the portion of the Award bagexhundividua
Performance Measures. In no event can the total payout undertedhp of this Award exceed [ 1% of the Participant’'s Basargal

Corporate Performance MeasuresThe Corporate Performance Measures applicable to this Award aseldated Operating Pro
Margin and Earned Premium Revenue Growth, as defined hereinapiitieable performance measures are shown in the at
Performance Matrix, which shows Consolidated OperatingtPviafigin on the X axis and Earned Premium Revenue Growtheol
axis.

Consolidated Operating Profit Margin: Consolidated OperatinBrofit Margin is defined as Consolidated Net Operating In
(Loss) divided by Earned Premium Revenues. This measurénedifporate any adjustments made to applicable operating s¢

results for variances from estimated catastrophe losses anadjpssment expenses in accordance with the “CAT Loss Colla

approved by the Compensation Committee.

Consolidated Net Operating Income (Loss)Consolidated Net Operating Income (Loss) is computed by d@rgldtbm net incom
(loss) from continuing operations the aftax-impact of 1) net realized gains (losses) on sales of ingagn?) net impairment los:
recognized in earnings
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related to investments and 3) other significant nonrecurringpfeequent items that may not be indicative of ongoing aip@rs
Significant nonrecurring items are excluded when (a) the nature of the chamggrois such that it is reasonably unlikely to r
within two years, and (b) there has been no similar chargainwithin the prior two years.

Earned Premium Revenue Growth:Earned Premium Revenue Growth is defined as the percentage énarearned Premiu
Revenues in from such revenues in .

Earned Premium Revenues:Earned Premium Revenues is defined as earned premiums as rdapothted Financial Analys
Summaries or its reporting equivalent for all insurance cognpparating segments.

Target Multiplier: At the end of the Performance Period, the Participant will bigireesd a Target Multiplier, which is derived fr
the attached Performance Matrix based on the outcome of the GerPeréormance Measures. For performance between points
Performance Matrix, the Target Multiplier will be interpolatada straight-line basis.

Threshold and Maximum Target Multiplier Levels under Corporate Performance Measures:Threshold and maximum Tart
Multiplier levels for Corporate Performance Measures under thardvare incorporated into the attached Performance Matri
threshold Target Multiplier level is set at 25%, below Wwhio payout will be made, and the maximum Target Multipéeell is set ¢
200%.

Corporate Award Percentage:The Target Multiplier will be applied against the ParticipetWeighted Target Bonus Percentage
Corporate Performance Measures to arrive at the Corporate AwashReje.

Individual Award Percentage: If applicable, an Individual Multiplier will be determined fnoan evaluation of the Participaqt’
performance and will be applied against the Particisd&ighted Target Bonus Percentage for Individual Performanceulésat
arrive at the Individual Award Percentage.

Award Calculation: The determination of the amount of the payout, if any, utlderAward will be calculated by adding
Participant's Corporate Award Percentage and Individual Award Rageefif any), and multiplying the sum by the Participabése
Salary.

Corporate Award PercentageTarget Multiplier* Weighted Target Bonus Percentage for Corporate ideas

Individual Award Percentage Individual Multiplier* Weighted Target Bonus Percentage for Individual $dees

Total Award Payable (Corporate Award Percentage + Individual AwardcEBetage) Base Salary

lllustrative Example: Below is an illustrative example of a calculation for a po&tmpayout under the Award for a sample Partici
with a Base Salary of $100,000 and a Target Bonus Percenta@@odfased on Corporate Performance Measures and of 10% b
Individual Performance Measures.
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Table 2
lllustrative Example

Example of
Weighted Target Example of
Bonus Percentage Example of Target Estimated final
based on CorporateMultiplier interpolated Example of Example of Example of Tota Cash Award

Performance from Performance | Corporate Award [ Individual Award [Award Percentag Sample Base|payable under the

Measures Matrix PercentagéAxB) Percentage (C+D) Salary Plan (ExF)
A B C D E F G
10.0% 94.4% 9.4% 10% 19.4% $100,00d $19,440

Interpretations and Decisions Related to Award Calculationgnd Determinations:

(i) Interpretations. The Company shall have the reasonable discretion to interprenstrue ambiguous, unclear or implied terms
applicable to this Award Agreement, and to make any findindgscbhecessary to make a calculations or determination hereund
and

(i) Disagreements. A decision made in good faith by the Company shalegoand be binding in the event of any dispute rega
a method of calculation of performance or a determination difigesr forfeiture in connection with this Award.

Adjustments : The Compensation Committee of the Kemper Corporation Bdddd@ctors may, in its discretion:

in evaluating performance in connection with this Award, idelar exclude any of the following events that occur duaing
Performance Period: (a) asset write-downs; (b) litigatiotladm judgments or settlements; (c) the effect of changes ilavias
accounting principles, or other laws or provisions affeatamprted results; (d) any reorganization or restructurig; (
extraordinary nonrecurring items as described in FASB Accay®iandards Codification™ 225-20 — Extraordinary and Usdusu
Items (or a successor pronouncement) and/or in the Congpaeryodic reports filed with the Securities and Exchangertiesion
for periods within the applicable Performance Period; and (f)isitigns or divestitures; and

@)

make adjustments to the established performance goals applaabie Award to reflect changes to the job responsibildfethe
Participant or the structure of the Company or its Atigathat relate directly to such established performance goaddl far ¢
portion of the applicable Performance Period; provided, howekat no such adjustment shall be made to an Award
employee whose compensation is subject to Section 162(mé tritdrnal Revenue Code of 1986, as amended, if such adju
would cause the compensation payable under the Award to failaldygas performance-based compensation under Section 1

(m).

(ii)
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Kemper Corporation 2009 Performance Incentive Plan

MULTI -YEAR INCENTIVE AWARD AGREEMENT

This MULTI-YEAR INCENTIVE AWARD AGREEMENT (“Agreemat”) is made as of this day of
, 2___"Grant Date”) between [EMPLOYER NAME] (the “Compdaiyand «name» (the “Participant”).

SIGNATURES

As of the date set forth above, the parties haeewed this Agreement, including Exhibit A:

COMPANY PARTICIPANT

By:
«name» «name»

RECITALS

A. The Compensation Committee of the Board o&Ctors of Kemper Corporation (the “Committee”) laaepted
the 2009 Performance Incentive Plan, including &amy all amendments to date (the “Plan”).

B. The Plan provides for the granting of anrarad multi-year incentive awards to selected emm@eyd Kemper
Corporation or any of its affiliates.

NOW, THEREFORE, the parties hereto agree as follows

1. Grant . The Company grants to the Participant a multryeeentive award on the terms and conditions
hereinafter set forth (the “Award”), subject to fh@visions set forth on Exhibit A.

2. Vesting and Forfeiture.

(a) Performance Period. The Performance Period (the “Performance Peritmi™)his Award shall be the
period set forth on Exhibit A. Subject to the fotdiee and early vesting provisions referenced iatiSa 2(b) below,
the Award will vest on the last day of the Perfonme Period only to the extent set forth and in edaace with the
terms of Exhibit A with regard to the performanamdition(s) referenced therein.

1
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(b) Forfeiture or Early Vesting upon Retirement, Death,Disability or Other Events. During the
Performance Period, the Award may be subject teitore or early vesting upon the termination af Barticipant’s
employment due to retirement, death, disabilitpthier events in accordance with the provisionsmickes 6 or 11 ¢
the Plan, which are incorporated in and made agdahis Agreement.

3. Withholding of Taxes. The Company shall withhold from any payouts urilerAward the amounts the
Company is required to withhold to satisfy any a&alle tax withholding requirements based on mimmaiatutory
withholding rates for federal and state tax purgpseluding any payroll taxes.

4. No Assignment or Other Transfer. Neither this Agreement, the Award or any rightd arivileges granted
hereby may be transferred, assigned, pledged athgpated in any way, whether by operation of &redr otherwise,
except by will or the laws of descent and distridut Without limiting the generality of the precedisentence, no rights or
privileges granted hereby may be assigned or oikertnansferred to the spouse or former spoudeedParticipant pursua
to any divorce proceedings, settlement or judgminy. attempt to transfer, assign, pledge, hypotteecaotherwise dispo
of this Agreement, the Award or any other rightpovileges granted hereby contrary to the provisibereof shall be null
and void and of no force or effect.

5. Participation by Participant in Other Company Plans. Nothing herein contained shall affect the righthe
Participant to participate in and receive benefitder and in accordance with the then current prons of any retirement
plan or employee welfare benefit plan or prograrthefCompany or of any subsidiary or affiliate lné ICompany, subject
each case, to the terms and conditions of any glachor program.

6. Not an Employment or Service Contract Nothing herein contained shall be construed aaga@eement by the
Company or any of its subsidiaries or affiliategpressed or implied, to employ the Participantestrict the right of the
Company or any of its subsidiaries or affiliatesltecharge the Participant or to modify, extendtterwise affect in any
manner whatsoever, the terms of any employmentaggat which may exist between the Participant haddompany or
any of its subsidiaries or affiliates.

7. Adgreement Subject to Award Plan The Award hereby granted is subject to, and the@any and the
Participant agree to be bound by, all of the teams conditions of the Plan, as the same may be @edefnom time to time
hereafter in accordance with the terms thereofpbuiguch amendment shall adversely affect thedfaatit's rights under
this Agreement without the prior written consentlod
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Participant. To the extent that the terms or coowlét of this Agreement conflict with the terms onditions of the Plan, the
Plan shall govern.

8. Arbitration . All disputes related to this Agreement or any Awgrdnted hereunder, shall be submitted to
binding arbitration with the American Arbitrations8ociation (“AAA”) pursuant to the AAA EmploymentBitration Rules
and Mediation Procedures (“AAA Rules”). A copy betAAA Rules is available to the Participant upaitten request to
the Director of Human Resources, Kemper Corporaab®ne East Wacker Drive, Chicago, lllinois 60§0idsuch other
address as the Company may specify from time te)tior may be obtained online atww.adr.org .

To initiate arbitration, either party must file &mDand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a demand has been filed and seredter party may request that the dispute imtiaé mediated
pursuant to the AAA Rules. If mediation does ndiyfresolve the dispute, then the matter will bbjsat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedikable in a court of
competent jurisdiction, including, but not limitem attorneys’ fees and costs, to the extent seliéf is available under
applicable law, and all defenses that would beiegple in a court of competent jurisdiction shaldvailable. All
administrative costs of arbitration (including réuanrsement of filing fees) and the fees of the eatot will be paid by the
Company.

9. Execution. This Agreement has been executed and deliveretithe day and year first above written at
Chicago, lllinois, and the interpretation, perfomoa and enforcement of this Agreement shall be mpaekby the laws of ti
State of lllinois without application of its cordts of laws principles.

10. Miscellaneous. This Agreement, together with the Plan, is thiremgreement of the parties with respect to
the Award granted hereby and may not be amendegpenta writing signed by both the Company andRbdicipant.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

11. Clawbacks.Notwithstanding the terms regarding vesting anéeftability or any other provision set forth in
this Agreement, including (but not limited to) Sent2 above, the rights, payments, and benefits mispect to this Award
are subject to reduction, cancellation, forfeitmerecoupment by the Company if and to the extemquired by applicable
law, regulation of the Securities and Exchange C@sion, or rule or listing requirement of the Newrk Stock Exchange
(collectively “Applicable Requirements”) in conngxt with an accounting restatement or under subhratircumstances as
specified in the Applicable Requirements. Any attiaken by the Company under this provision shaliiade pursuant to
the Committee’s determination, which shall be fithding and conclusive.
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[CORPORATE VERSION]

Exhibit A
To Multi-Year Incentive Award Agreement

Kemper Corporate — % Management Group

Overview: This Exhibit A sets forth the terms that will determihe amount of the cash payout, if any, that the Participanbmay
entitled to receive pursuant to the Award based on the outcothe applicable performance measures over the Performance Perioc

Performance Period:January 1, through December 31,
Target Bonus Percentage Weighting based on Corporate Perforileaseres
_ % 100%

Target Bonus PercentageThe applicable Target Bonus Percentage for the Award is setifiofitable 1 above. The Target Bo
Percentage is expressed as a percentage of the Participant’s BaseSaletined herein.

Base Salary:Base Salary shall be calculated by computing a simple average @frtlopBints annual base salary in effect as of £
1 during each year of the Performance Period.

Performance MeasuresThe performance measures applicable to this Award are consolidateduR® Growth and Return on Eqt
as defined herein. The applicable performance measures are shtwrattathed Performance Matrix, which shows Return on E
on the X axis and Revenue Growth on the Y axis.

Revenue Growth:Revenue Growth is defined as the three-year compound annudhgede, calculated as [(A/B)*(1/3}; where /
= Total Revenues excluding Net Realized Gains on Sales of Investarah Net Impairment Losses Recognized in Earningsi (*
Realized Investment Gains or Losses”) as reported in theKemper Annual Report on Form 10-K (“Annual Reposrf)d B = Tote
Revenues excluding Net Realized Investment Gains or Losses #eddpdhe _ Annual Report.

Return on Equity: Return on Equity is defined as the return on average shaees@duity, which shall be computed by dividing
sum of GAAP Net Income as reported in the Annual Reportedoh of the three years in the Performance Period by the stine
Average Shareholders’ Equity for each of the three years. Averagel®iders’Equity is defined as the simple average of 1
ShareholdersEquity as reported in the Annual Reports for the beginaimyend of year for each year in the Performance Perioc
will incorporate any adjustments made to applicable operatingesggesults for variances from estimated catastrophe lossessz
adjustment expenses in accordance with the “CAT Loss Collar” eggtay the Compensation Committee.

Target Multiplier: At the end of the Performance Period, the Participant will bigjreesd a Target Multiplier, which is derived fr
the attached Performance Matrix based on the outcome of the
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performance measures. For performance between points on therRede Matrix, the Target Multiplier will be interpolated &
straight-line basis.

Threshold and Maximum Target Multiplier Levels: Threshold and maximum Target Multiplier levels for the Awand
incorporated into the attached Performance Matrix. The threslaotgeTMultiplier level is set at 25%, below which no payoilit lve
made, and the maximum Target Multiplier level is set at 200%

Award Percentage:The Target Multiplier will be applied against the Participafitarget Bonus Percentage to determine the A
Percentage for the Participant.

Award Calculation: The determination of the amount of the payout, if any, utlderAward will be calculated by multiplying 1
Participant's Award Percentage by the Participant's Base Salargaldulation formulas are illustrated below.

Target Multiplier* Participant’s applicable Target Bonus Percentage = Award Percentage

Award Percentage Base Salary = Final Cash Award payable under the Plan

lllustrative Example: Below is an illustrative example of a calculation for a potepigiout under the Award for a sample partici
with a Base Salary of $100,000 and a Target Bonus Percentag&af

Table 2
lllustrative Example
Example of Individual Example of Target Example of Estimated final
Target Bonus Percentage Multiplier interpolated |Example of Total Awar| Example of Basg Cash Award payable under t
from Table 1 from Performance Matrix  PercentagéAxB) Salary Plan (CxD)
A B C D E
50.0% 120% 60% $100,000 $60,000

Interpretations and Decisions Related to Award Calculationgnd Determinations:

(i) Interpretations. The Company shall have the reasonable discretion to interprensirue ambiguous, unclear or implied terms
applicable to this Award Agreement, and to make any findindgscbhecessary to make a calculations or determination hereund
and

(i) Disagreements. A decision made in good faith by the Company shalegoand be binding in the event of any dispute rega
a method of calculation of performance or a determination difigesr forfeiture in connection with this Award.

Adjustments : The Compensation Committee of the Kemper Corporation Bdddd@ctors may, in its discretion:
(i) in evaluating performance in connection with this Award udelor exclude any of the following events that occur duaing

Performance Period: (a) asset write-downs; (b) litigatiotladm judgments or settlements; (c) the effect of changes ilavias
accounting
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principles, or other laws or provisions affecting reporg=iilts; (d) any reorganization or restructuring; (e) exdiaary
nonrecurring items as described in FASB Accounting Standaodgication™ 225-20 Extraordinary and Unusual Iten{sr a
successor pronouncement) and/or in the Comgamsriodic reports filed with the Securities and Exchange Cesioni for period
within the applicable Performance Period; and (f) acquisitiomlvestitures; and

(i) make adjustments to the established performance goals applicabie Award to reflect changes to the job responsibilitiatie
Participant or the structure of the Company or its Atigathat relate directly to such established performance goaddl far ¢
portion of the applicable Performance Period; provided, howekat no such adjustment shall be made to an Award
employee whose compensation is subject to Section 162(m¢ tritétrnal Revenue Code of 1986, as amended, if such adju
would cause the compensation payable under the Award to failaldygas performance-based compensation under Section 1

(m).
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Kemper Corporation 2011 Omnibus Equity Plan

NON-QUALIFIED STOCK OPTION AND SAR AGREEMENT

INSTALLMENT VESTING

This NON-QUALIFIED STOCK OPTION AND SAR AGREEMENT Agreement”) is made as of this day
of , 2 (“Grant Date”) between KEMREBRPORATION, a Delaware corporation (the “Compangt)d
«name» (the “Option Holder”), for an award consigtof the right and option (the “Option”) to purseson the terms and
conditions hereinafter set forth, all or any partlject to the limitations of Section 3) of an aggate of

«shares» («<number») shares of the Common Stodlea@ompany (“Common Stock”) at the purchase pricg o per
share.

KEMPER CORPORATION OPTION HOLDER

By:

«name» «name»

By his or her signature below, the spouse of theodpgHolder agrees to be bound by all of the teamd conditions
of the foregoing Non-Qualified Stock Option and SABreement.

Print Name

Employee Option/SAR Award - INSTALLMENT VESTINGFebruary 2013
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RECITALS

A. The Board of Directors of the Company haspaed the Kemper Corporation 2011 Omnibus EquitnPla
including any and all amendments to date (the “Blan

B. Pursuant to the Plan, the Plan shall be adiemred by a committee appointed by and compri$edembers of
the Company’s Board of Directors (“Committee”).

C. The Plan provides for the granting to eligibmployee, directors and selected other servimaders of the
Company or any subsidiary or affiliate of the Comypaas the Committee may from time to time deteenaf options to
purchase shares of Common Stock of the Companyasugegm stock appreciation rights (“SAR(Ss)").

D. Pursuant to the Plan, the Committee has mééted that it is to the advantage and best interfetste Company
and its shareholders to grant a non-qualified stqtlon (and tandem SAR) to the Option Holder, had approved the
execution of this Non-Qualified Stock Option andRSAgreement between the Company and the Optiondfold

E. Neither the option nor the SAR granted helisbgtended to qualify as an “incentive stock optiunder Sectiol
422A of the Internal Revenue Code of 1986, as aeend

NOW, THEREFORE, the parties hereto agree as follows
1. Grant.

(a) The Company grants the Option to the Optiordeliglwhich will Option be exercisable from timetitme in
accordance with the provisions of this Agreememingdua period expiring on the tenth anniversaryhef Grant Date or such
later date as may result from the application afti®a 6 (such anniversary or later date is refetoeas the “Expiration
Date”). The Option is also subject to early terntimma pursuant to Section 3(f) and Section 5.

(b) The Option is coupled with a SAR that is exgabie to the extent, and only to the extent, thaiQption is
exercisable under the vesting provisions of Se@iohhe term of the SAR shall expire on the ExporaDate and shall be
subject to early termination pursuant to Sectidh &fd Section 5. The SAR shall entitle the Option

2
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Holder to surrender the Option (or any portion ¢y subject to Section 3(a)) to the Company ur@sed and receive in
exchange for the surrender of the Option (or theesglered portion thereof) that number of sharege@fCompany’s
common stock having an aggregate value equal foth@excess of the fair market value of one sbaeeich stock (as
determined in accordance with Section 4) over tivelpase price per share specified on page one gbnvieapplicable,
such price as adjusted pursuant to Section 9 Heraatftiplied by (B) the number of such shares sabjo the Option (or
portion thereof) which is so surrendered.

2. Vesting. The Option Holder may not purchase any sharesxbycise of this Option or the SAR until the date
which they are exercisable (the “Vesting Date(sjt)e shares subject to this Option and the SAR beabme exercisable
{INSERT ONE OF THE FOLLOWING VESTING ALTERNATIVES:

[in four (4), equal annual installments, the fo§tvhich shall vest on the sixonth anniversary of the Grant Date (
“Initial Vesting Date”), and the remainder of whishall vest on the first, second and third anniaees of the Initial
Vesting Date, respectively.]

OR

| SPECIFY ALTERNATIVE APPROVED FOR THIS GRT.]}

Subject to early termination under Section 5 ortémns of the Plan and no later than the Expirailate, the Option
Holder may purchase all or any part (subject tdithéations of Section 3) of the shares subjedhie Option which are
currently exercisable, or such lesser number afeshas may be available through the exercise db&fR. The total number

of shares subject to the Option and the numbeharfes subject to the Option which are currently@sable by the Option
Holder each shall be reduced by the number of shaeviously acquired by the Option Holder pursuarihis Agreement.

3. Manner of Exercise.

(@) Each exercise of this Option shall be by msez a written notice of exercise delivered to @mmpany by the
Option Holder or his or her Representative (as $ewh is defined in the Plan). Such notice shahidy the Options being
exercised. When applicable, the notice shall giszi§y the number of shares of Common Stock theQption Holder
plans to deliver in payment of all or part of thekrecise price. Before shares will be issued, thigfirchase price of the
shares subject to the Options being exercised Bbalkid to the Company using the following methausividually

3
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or in combination: (i) by check payable to the oraiethe Company in an amount equal to the purchbase, (ii) by
Constructive or Actual Delivery (as defined in flan) of shares of Common Stock with a fair mavkatie as of the close
of business on the date of exercise equal to atgréhan the purchase price, (iii) by electroransfer of funds to an
account of the Company, or (iv) by other means atedxe to the Committee. This Option may not be@ged for a
fraction of a share and no partial exercise of @psion may be for less than fifty (50) shares sslthe total number of
shares covered by this Option is less than 50 eni#ite of exercise or unless this Option is scleetha expire within six
months of the date of exercise.

(b) Each exercise of the SAR shall be by me&@asvaritten notice of exercise delivered to the @amy, specifying
whether the Option Holder is surrendering all goation of the Option and, if only a portion of tgtion is being
surrendered, how many shares are included in soitiop (to the extent determinable by the Optioridéo). Upon
satisfaction of the Option Holder’s obligation taypthe Company the amount of all taxes that the g2omy is required to
withhold in connection with such exercise as spediin Section 3(e) below, the Company shall igsute Option Holder
number of shares of the Company’s common stock céedpn accordance with Section 1(b) and the Opdiahthe SAR
(or the surrendered portions thereof) shall be @&eeextinguished. The SAR may only be settled imeshaf the Company’s
common stock and not by payment of cash to theo@ptiolder. Any fractional share that would otheevissult from an
exercise of the SAR shall be rounded down to tlazest whole share.

(c) The date of exercise shall be: (i) in theecaf a brokerssisted cashless exercise, the earlier of (Alrtue dat
of the related sale of stock or (B) the date that@ompany receives the purchase price; (ii) ircse of a SAR, or an
Option exercise in which the Option Holder electpay some or all of the exercise price and/orraigted withholding
taxes by Constructive or Actual Delivery of shasé€ommon Stock (or, in the case of such taxeglif®cting the
Company to withhold shares that would otherwisésbaed upon exercise of such Option), the datettiea€Company
receives written notice of such exercise; or (iipll other cases, the date that the Companyweséehe purchase price.

(d) This Option and SAR may be exercised onlyHgyOption Holder or his or her Representative, @ot
otherwise, regardless of any community propertgragdt therein of the spouse of the Option Holdesuch spouse's
successors in interest. If the spouse of the Opiider shall have acquired a community propertgriest in this Option
and the SAR, the Option Holder, or the Option HokIRepresentative, may exercise the Option an&#t on behalf of
the spouse of the Option Holder or such spousetsessors in interest.
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(e) Upon the exercise of this Option or the S&AR, Company shall require the Option Holder or@mion
Holder's Representative to pay the Company the ataflany taxes which the Company may be requivedithhold with
respect to such exercise. Subject to the limitatget forth in the next three sentences, the Optaider or his/her
Representative may elect to satisfy all or anyiporof such tax withholding obligations either i§iy:any of the methods
described in Sections 3(a)(i) through 3(a)(iv) alaw (ii) directing the Company to withhold shatiest would otherwise
have been issued pursuant to the exercise of phtiei®or SAR. Neither the Option Holder nor his/Rapresentative shall
have the right to utilize Constructive or Actualldery of shares of Common Stock or to have shaidsheld, in either
case, in excess of the minimum number requireatisfg applicable tax withholding requirements lthea minimum
statutory withholding rates for federal and statefurposes, including payroll taxes. Shares useither of the foregoing
ways to satisfy tax withholding obligations will balued at their fair market value on the datexafreise. In the case of an
exercise of the SAR, the Company retains the tigineéquire the Option Holder to pay any and alhiidlding taxes arising
out of such exercise solely in cash.

(H In the event the Option (or any portion &ef) is exercised, then the SAR (or the correspangdortion) shall
terminate. In the event that the SAR (or any partleereof) is exercised, then the Option (or theesponding portion) she
likewise terminate.

4. Fair Market Value of Common Stock. The fair market value of a share of Common Stiek| be determined
for purposes of this Agreement by reference tcctbsing price of a share of Common Stock, as repldoy the New York
Stock Exchange (or such other exchange on whicBliaees of Common Stock are primarily traded)tierGrant Date or
date of exercise, as applicable, or if such dat®isa business day, for the business day immdygiateceding such date (c
if for any reason no such price is available, iarsather manner as the Committee may deem apptepoiaeflect the then
fair market value thereof).

5. Termination of Service. The Option may be subject to forfeiture or eadgting in connection with the
termination of the Option Holder's employment onext service in accordance with the following prayis (capitalized
terms not defined herein shall have the meaningefised in the Plan):

(@) Death or Disability . If the Option Holder dies or becomes Disablediegemployed by the Company or any of
its Affiliates, then any portion of this Option aB&\R granted hereunder that was outstanding butesied on such date
shall immediately vest and remain outstanding asedaesable until the earlier of the original
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expiration date hereunder or one year from the ofatieath or the date the Option Holder first beedisabled, and any
portion not exercised within such period shall tiddited to the Company; provided, however, thatig Option and SAR
also subject to subsection (b) below on the daenadvent described in this subsection (a), thesesttion (b) shall apply in
lieu of this subsection (a) to the extent the teofnsuch subsections are inconsistent.

(b) Retirement. If the Option Holder becomes eligible for Retirent under the Plan on or prior to the date ¢
or her termination of Employment, then any portdithis Option and SAR that is outstanding on thgedf such eligibility
shall become non-forfeitable until the Expiratioat®, subject to any vesting provisions under Se@iabove; provided,
however, that if the Option Holder becomes an egg#oof a competitor of the Company or any of itéliates or otherwis
engages in any activity that is competitive with thompany of any of its Affiliates, then any pontiof this Option and SA
that was not vested on the date that such emplayonemgagement began shall be forfeited to the fi2om.

(c) Sale or Divestiture of Employerlf the Company sells or divests its controllingeirgst in an Affiliate that
employs Option Holder, or if its control of suchfiiite otherwise ceases, then any portion of @pgion and SAR held by
the Option Holder on the date of such sale, ditgstior cessation of control shall be forfeitedit®e Company, and the
Option Holder shall have until the earlier of 9¢/slérom such date or the Expiration Date, in whizlexercise any portion
that was vested on such date, and any portionghmett exercised within such period shall be faef@ito the Company;
provided, however, that if this Option and SAR Isoasubject to subsection (b) above on the daten@vent described in
this subsection (c), then subsection (b) shallyapplieu of this subsection (c) to the extent tiens of such subsections are
inconsistent.

(d) Other Termination of Employment. If the Option Holder ceases to be an Employag®fCompany or any
its Affiliates under circumstances other than theseforth in the foregoing subsections (a) —tt@n:

() If the termination of Employment was not fBubstantial Cause, then any portion of this Qpéind SAR
held by the Option Holder that was not vested endéite of termination shall immediately be forféite the Company, and
the Option Holder shall have until the earlier 6fdays from the date of termination or the ExpmmatDate in which to
exercise any portion that was vested on such datkany portion not exercised within such pericalldbe forfeited to the
Company.

(i) If the termination of Employment was foulSstantial Cause, then any portion of this Optiod SAR
that remains outstanding on the date of termination
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(whether vested or unvested) shall be forfeitetthéoCompany, notwithstanding any otherwise appletrm of this
Agreement that provided for vesting or non-forfeilidy on or prior to the date of such terminatiomgluding (but not
limited to) subsection (b) above.

6. Extension of Expiration in Certain Cases From time to time, the Company may declare “btatk periods
during which the Option Holder may be prohibitednfrengaging in certain transactions in Companyr#ezsi In the event
that the scheduled Expiration Date of this Optind 8AR shall fall within a blackout period that Heesen declared by the
Company and that applies to the Option Holder, therExpiration Date shall automatically, and withturther notice to
Option Holder, be extended until such time asdifit¢15) consecutive business days have elapsedfatecheduled
Expiration Date without interruption by any black@eriod that applied to the Option Holder.

7. Shares to be Issued in Compliance with Federal Sertties Laws and Exchange Rules No shares issuable
upon the exercise of this Option or SAR shall lseesl and delivered unless and until there shat lbaen full compliance
with all applicable requirements of the Securihes of 1933, as amended (whether by registratiosatisfaction of
exemption conditions), all applicable listing regunents of the New York Stock Exchange or suchratkehange(s) or
markets on which shares of the same class ardishet and any other requirements of law or of eegulatory bodies
having jurisdiction over such issuance and delivéhe Company shall use its best efforts and tdkesaessary or
appropriate actions to assure that such full ccampk on the part of the Company is made.

8. No Assignment. This Option and SAR and all rights and privilegeanted hereby (including the right of
exercise) shall not be transferred, assigned, pliag hypothecated in any way, whether by operaifahe law or
otherwise, except by will or the laws of descert distribution. Without limiting the generality tiie preceding sentence,
no rights or privileges granted hereby may be asslgr otherwise transferred to the spouse or fospeuse of the Option
Holder pursuant to any divorce proceedings, sedldror judgment. Upon any attempt to transfer,gasgledge,
hypothecate or otherwise dispose of this OptioSBAR or any other rights or privileges granted hgredntrary to the
provisions hereof, this Option and SAR and all otights and privileges contained herein shall irdragely become null
and void and of no further force or effect.

9. Certain Adjustments; Change in Control.
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(a) The provisions of Sections 4.4 and 19.2 ofRfan relating to certain adjustments in the casstanfk splits,
reorganizations, equity restructurings and simiatters described therein are hereby incorporatatid made a part of this
Agreement. Any such adjustments shall be made dZtmmittee, whose determination as to what adstsnshall be
made, and the extent thereof, shall be final, bigdind conclusive. No fractional shares of stockldte issued under the
Plan on any such adjustment.

(b) This award may be subject to termination olyeagsting in connection with a Change in Controaccordance
with the provisions of Section 18.3 of the Plan.

10. Participation by Option Holder in Other Company Plans . Nothing herein contained shall affect the right o
the Option Holder to participate in and receiveddgs under and in accordance with the then cunpesxisions of any
retirement plan or employee welfare benefit plapragram of the Company or of any subsidiary oitiafé of the
Company, subject in each case, to the terms arditaors of any such plan or program.

11. No Rights as a Stockholder Until Issuance of SharedNeither the Option Holder nor his/her Represérgat
shall be entitled to any of the rights or privilegd a stockholder of the Company in respect ofsrgres issuable upon any
exercise of this Option or SAR unless and untihssicares shall have been issued and delivere @p{jon Holder in the
form of certificates, (ii) a brokerage or other @act for the benefit of Option Holder either intifgcate form or via
“DWAC” or similar electronic means, or (iii) a bo@htry or direct registration account in the narh®ption Holder.

12. Not an Employment or Service Contract Nothing herein contained shall be construed aagaeement by tt
Company or any of its subsidiaries or affiliategpressed or implied, to employ Option Holder ortcact for Option
Holder’s services, to restrict the right of the Gxamy or any of its subsidiaries or affiliates teatiarge Option Holder or
cease contracting for Option Holder’s servicesoanbdify, extend or otherwise affect in any manmbatsoever, the terms
of any employment agreement or contract for seswelich may exist between the Option Holder anddbmpany or any
of its subsidiaries or affiliates.

13. Agreement Subject to the Plan This Option and SAR hereby granted are subjecrd the Company and
the Option Holder agree to be bound by, all oftdrens and conditions of the Plan, as the same mantended from time
to time hereafter in accordance with the termsetbigtout no such amendment shall adversely affecOption Holder's
rights under this Agreement without the prior venittconsent of the Option Holder. To the extent thaterms or conditior
of this Agreement conflict with the terms or coimlis of the Plan, the Plan shall govern.
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14. Arbitration . All disputes related to this Agreement or anyi@m granted hereunder, shall be submitted to
binding arbitration with the American ArbitratiorsAociation (“AAA”) pursuant to the AAA Employmentitration Rules
and Mediation Procedures (“AAA Rules”). A copy betAAA Rules is available to the Option Holder upuaritten request
to the Company Director of Human Resources at One East Wackige D€hicago, lllinois 60601 (or such other addras
the Company may specify from time to time), or rbayobtained online atvww.adr.org .

To initiate arbitration, either party must file &mand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a Demand has been filed and sere@ter party may request that the dispute imjtiaé mediated
pursuant to the AAA Rules. If mediation does ndlyftesolve the dispute, then the matter will béjeat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedikable in a court of
competent jurisdiction, including, but not limiteml attorneys’ fees and costs, to the extent seloéf is available under
applicable law, and all defenses that would beiagbple in a court of competent jurisdiction shalldvailable. All
administrative costs of arbitration (including réuanrsement of filing fees) and the fees of the eatot will be paid by the
Company.

15. Execution. This Option and SAR have been granted, executddlalivered as of the day and year first above
written at Chicago, lllinois, and the interpretatiperformance and enforcement of this Agreemeat bk governed by the
laws of the State of Delaware without applicatidit® conflicts of laws principles.

16. Miscellaneous. This Agreement, together with the Plan, is thiremgreement of the parties with respect to
the Option and SAR granted hereby and may not mnded except in a writing signed by both the Comgzard the Optio
Holder or his/her Representative.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

17. Clawbacks. Notwithstanding the terms regarding vesting aréeftability or any other provision set forth in
this Agreement, including (but not limited to) Sens 2 and 5 above, the rights, payments, and henéth respect to this
Award are subject to reduction, cancellation, fitluie, or recoupment by the Company if and to tkier required by
applicable law, regulation of the Securities andhiange Commission, or rule or listing requiremdrihe New York Stock
Exchange (collectively “Applicable Requirementsi)donnection with an accounting restatement or usdeh other
circumstances as specified in the Applicable Regoants. Any action taken by the

9
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Company under this provision shall be made pursiatite Committee’s determination, which shall imalf binding and
conclusive.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

18. Stock Holding Period. The Option Holder agrees to hold all shares ah@on Stock acquired upon the
exercise of Options granted hereunder for a minirofitavelve months following the date of such exgeciThis holding
period shall not apply to shares sold or tendeyetihé Option Holder and/or withheld by the Compémpay the Option
exercise price and/or to settle tax liabilitiesatetl to the Option exercise, and as otherwise ragyrdvided under the
Company’s Stock Ownership Policy.

10
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Kemper Corporation 2011 Omnibus Equity Plan

NON-QUALIFIED STOCK OPTION AND SAR AGREEMENT

RETENTION AWARD

This NON-QUALIFIED STOCK OPTION AND SAR AGREEMENTAgreement”) is made as of this day
of , 2 (“Grant Date”) between KEMREBRPORATION, a Delaware corporation (the “Compangi)d
«name» (the “Option Holder”), for an award consigtof the right and option (the “Option”) to purseson the terms and
conditions hereinafter set forth, all or any patrtljject to the limitations of Section 3) of an aggate of

«shares» («number») shares of the Common StotledEdompany (“Common Stock”) at the purchase pricg o per
share.

KEMPER CORPORATION OPTION HOLDER

By:

«name» «name»

By his or her signature below, the spouse of thead@pHolder agrees to be bound by all of the teamd conditions
of the foregoing Non-Qualified Stock Option and SABreement.

Print Name

RECITALS

A. The Board of Directors of the Company haspaeid the Kemper Corporation 2011 Omnibus EquitnPla
including any and all amendments to date (the “Rlan
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B. Pursuant to the Plan, the Plan shall be adieired by a committee appointed by and compri$edembers of
the Company’s Board of Directors (“Committee”).

C. The Plan provides for the granting to eligibmployee, directors and selected other serviméadars of the
Company or any subsidiary or affiliate of the Comypaas the Committee may from time to time deteenaf options to
purchase shares of Common Stock of the Companyaaugegm stock appreciation rights (“SAR(Ss)”).

D. Pursuant to the Plan, the Committee has méted that it is to the advantage and best interfetste Company
and its shareholders to grant a non-qualified stqtlon (and tandem SAR) to the Option Holder, had approved the
execution of this Non-Qualified Stock Option andFSAgreement between the Company and the Optiondfold

E. Neither the option nor the SAR granted helisbgtended to qualify as an “incentive stock optiunder Sectiol
422A of the Internal Revenue Code of 1986, as aexnd

NOW, THEREFORE, the parties hereto agree as follows
1. Grant.

(a) The Company grants the Option to the Optiordeiglwhich will Option be exercisable from timetitme
in accordance with the provisions of this Agreendaming a period expiring on the tenth anniversarihe Grant Date or
such later date as may result from the applicaifd®ection 6 (such anniversary or later date isrrefl to as the “Expiration
Date”). The Option is also subject to early terntima pursuant to Section 3(f) and Section 5.

(b) The Option is coupled with a SAR that is exgabie to the extent, and only to the extent, thaiQption is
exercisable under the vesting provisions of Se@iohhe term of the SAR shall expire on the ExparaDate and shall be
subject to early termination pursuant to Sectidh&{d Section 5. The SAR shall entitle the Optitwider to surrender the
Option (or any portion thereof, subject to Sectga)) to the Company unexercised and receive ihaxge for the
surrender of the Option (or the surrendered potti@neof) that number of shares of the Companysroon stock having
an aggregate value equal to: (A) the excess diihenarket value of one share of such stock (&srdened in accordance
with Section 4) over the purchase price per shaeeiBed on page one above (or, if applicable, quriate as adjusted
pursuant to Section 9 hereof), multiplied by (B3 ttumber of such shares subject to the Optiondigm thereof) which is
SO surrendered.
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2. Vesting. The Option Holder may not purchase any sharesxbycise of this Option or the SAR until the date
which they are exercisable (the “Vesting Date(s)He shares subject to this Option and the SAR beabme exercisable
{INSERT ONE OF THE FOLLOWING VESTING ALTERNATIVES:

[on the fourth anniversary of the Grant Date.], OR
[on the anniversary of the Grant Date.]}

Subject to early termination under Section 5 ortéimns of the Plan and no later than the Expirailate, the Option
Holder may purchase all or any part (subject tdithgations of Section 3) of the shares subjedhie Option which are
currently exercisable, or such lesser number afeshas may be available through the exercise db&f. The total number
of shares subject to the Option and the numbeharfes subject to the Option which are currently@sable by the Option
Holder each shall be reduced by the number of shaeviously acquired by the Option Holder pursuarihis Agreement.

3. Manner of Exercise.

(a) Each exercise of this Option shall be by mseaf a written notice of exercise delivered to @wnpany
by the Option Holder or his or her Representatasequch term is defined in the Plan). Such notiedl glentify the Options
being exercised. When applicable, the notice stisdl specify the number of shares of Common Stogkthe Option
Holder plans to deliver in payment of all or partiee exercise price. Before shares will be isstieg full purchase price of
the shares subject to the Options being exercisalilze paid to the Company using the following Inoels, individually or
in combination: (i) by check payable to the ordiethe Company in an amount equal to the purchase,qi) by
Constructive or Actual Delivery (as defined in fPlan) of shares of Common Stock with a fair mavkdtie as of the close
of business on the date of exercise equal to @tgréhan the purchase price, (iii) by electroramsfer of funds to an
account of the Company, or (iv) by other means ated#e to the Committee. This Option may not be@ged for a
fraction of a share and no partial exercise of @gion may be for less than fifty (50) shares ssalthe total number of
shares covered by this Option is less than 50 em#te of exercise or unless this Option is scleebid expire within six
months of the date of exercise.

(b) Each exercise of the SAR shall be by meémsvaritten notice of exercise delivered to the Qamy,
specifying whether the Option Holder is surrendgati or a portion of the Option and, if only a pon of the Option is
being surrendered, how many shares are includsdahn portion (to the extent determinable by thedptiolder). Upon
satisfaction of the Option Holder’s obligation taypgthe Company the amount of all taxes that the @@ is required to
withhold in connection with such exercise as spediin Section 3(e) below, the Company shall igsute Option Holder

3
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a number of shares of the Company’s common stogkpated in accordance with Section 1(b) and theddmind the SAR
(or the surrendered portions thereof) shall be @dekextinguished. The SAR may only be settled imeshaf the Company’s
common stock and not by payment of cash to theo@ptiolder. Any fractional share that would otheevissult from an
exercise of the SAR shall be rounded down to tle@est whole share.

(c) The date of exercise shall be: (i) in theecaf a broker-assisted cashless exercise, thereafr(A) the
trade date of the related sale of stock or (B)dduwe that the Company receives the purchase giiicer the case of a SAR,
or an Option exercise in which the Option Holdercéd to pay some or all of the exercise price araiiyg related
withholding taxes by Constructive or Actual Deliyef shares of Common Stock (or, in the case ol $akes, by directing
the Company to withhold shares that would othernbiséssued upon exercise of such Option), thettiatehe Company
receives written notice of such exercise; or (iiipll other cases, the date that the Companyveséhe purchase price.

(d) This Option and SAR may be exercised onlyheyOption Holder or his or her Representative, ot
otherwise, regardless of any community propertgregt therein of the spouse of the Option Holdesuch spouse's
successors in interest. If the spouse of the Opiioider shall have acquired a community propertgrigst in this Option
and the SAR, the Option Holder, or the Option HokIRepresentative, may exercise the Option an&A&ie on behalf of
the spouse of the Option Holder or such spousetsessgors in interest.

(e) Upon the exercise of this Option or the S&AR, Company shall require the Option Holder or@mion
Holder's Representative to pay the Company the atafltany taxes which the Company may be requiveaithhold with
respect to such exercise. Subject to the limitatget forth in the next three sentences, the Optaider or his/her
Representative may elect to satisfy all or anyiporof such tax withholding obligations either i§iy:any of the methods
described in Sections 3(a)(i) through 3(a)(iv) adaw (ii) directing the Company to withhold shatiest would otherwise
have been issued pursuant to the exercise of ptiei®or SAR. Neither the Option Holder nor his/Rapresentative shall
have the right to utilize Constructive or Actualldery of shares of Common Stock or to have shaidsheld, in either
case, in excess of the minimum number requireatisfg applicable tax withholding requirements lthea minimum
statutory withholding rates for federal and statefiurposes, including payroll taxes. Shares useither of the foregoing
ways to satisfy tax withholding obligations will balued at their fair market value on the datexafreise. In the case of an
exercise of the SAR, the Company retains the tiginéquire the Option Holder to pay any and alhiidlding taxes arising
out of such exercise solely in cash.
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() Inthe event the Option (or any portion #@f) is exercised, then the SAR (or the correspangortion)
shall terminate. In the event that the SAR (or postion thereof) is exercised, then the Optionther corresponding portio
shall likewise terminate.

4. FEair Market Value of Common Stock. The fair market value of a share of Common Stiek| be determined
for purposes of this Agreement by reference tactbsing price of a share of Common Stock, as repldoy the New York
Stock Exchange (or such other exchange on whicBliaees of Common Stock are primarily traded)tier&rant Date or
date of exercise, as applicable, or if such dat®isa business day, for the business day immdygiateceding such date (c
if for any reason no such price is available, iarsather manner as the Committee may deem apptepoiaeflect the then
fair market value thereof).

5. Termination of Service. The Option may be subject to forfeiture or eadgting in connection with the
termination of the Option Holder's employment onext service in accordance with the following prawis (capitalized
terms not defined herein shall have the meaningefised in the Plan):

(a) Death or Disability . If the Option Holder dies or becomes Disabledlevmployed by the Company or
any of its Affiliates, then any portion of this Qgt and SAR granted hereunder that was outstarlihgot vested on such
date shall immediately vest and remain outstandimjexercisable until the earlier of the origingbieation date hereunder
or one year from the date of death or the dat®jhteon Holder first became Disabled, and any partiot exercised within
such period shall be forfeited to the Company; mted, however, that if this Option and SAR is asbject to subsection
(b) below on the date of an event described indhissection (a), then subsection (b) shall applieinof this subsection (a)
to the extent the terms of such subsections amngistent.

(b) Retirement.

() If the Option Holder Retires but continues provide services to the Company or any o
Affiliates as a director or as a Third Party SeevRrovider, then all Awards held by such Optionddolshall continue in fu
force and effect in accordance with their termsiatil he or she ceases to provide such servicesidi services cease ¢
result of death or Disability, then subsection &bdpve shall apply. If such services cease for aimgroreason, the
subsection (b)(ii) below shall apply as if the @ptHolder were Retiring on the date of such cessaif services.

(i) If the Option Holder Retires but does nohtinue to provide services as provided in subsedt)
(i) above, then such Option Holder may exerciseedted Awards until the earlier of one year fréma tlate of Retireme
or the original expiration date of such Awards afidrested Awards that are not exercised withirhsuc
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period shall be forfeited to the Company, and allafds that were not vested on the date of Retirésteall be forfeited 1
the Company.

(c) Sale or Divestiture of Employerlf the Company sells or divests its controllingeirgst in an Affiliate
that employs Option Holder, or if its control ofcsuAffiliate otherwise ceases, then any unvestetgoof this Option and
SAR held by the Option Holder on the date of swalk,divestiture or cessation of control shall tudefited to the Company,
and the Option Holder shall have until the eaidie®0 days from such date or the Expiration Dateyhich to exercise any
portion that was vested on such date, and anyqgpoittiat is not exercised within such period shalfdrfeited to the
Company; provided, however, that if this Option &AR is also subject to subsection (b) above oml#te of an event
described in this subsection (c), then subsechbdstall apply in lieu of this subsection (c) te #xtent the terms of such
subsections are inconsistent.

(d) Other Termination of Employment. If the Option Holder ceases to be an Employaga@®Company ¢
any of its Affiliates under circumstances othemtfiaose set forth in the foregoing subsections- (&), then:

() If the termination of Employment was not dubstantial Cause, then any portion of this Option
and SAR held by the Option Holder that was notesin the date of termination shall immediatelydséeited to the
Company, and the Option Holder shall have untilghdier of 90 days from the date of terminatiorthe Expiration Date i
which to exercise any portion that was vested @h slate, and any portion not exercised within quetiod shall be
forfeited to the Company.

(i) If the termination of Employment was for I&iantial Cause, then any portion of this Optiod an
SAR that remains outstanding on the date of teriwingwhether vested or unvested) shall be forfeitethe Company,
notwithstanding any otherwise applicable term of thgreement that provided for vesting or non-fadieility on or prior to
the date of such termination, including (but notited to) subsection (b) above.

6. Extension of Expiration in Certain Cases From time to time, the Company may declare “btatk periods
during which the Option Holder may be prohibitednfrengaging in certain transactions in Companyr#exsi In the event
that the scheduled Expiration Date of this Optiod AR shall fall within a blackout period that Heesen declared by the
Company and that applies to the Option Holder, therExpiration Date shall automatically, and withturther notice to
Option Holder, be extended until such time asdift¢15) consecutive business days have elapsedfatecheduled
Expiration Date without interruption by any black@eriod that applied to the Option Holder.
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7. Shares to be Issued in Compliance with Federal Sertties Laws and Exchange Rules No shares issuable
upon the exercise of this Option or SAR shall lseesl and delivered unless and until there shat lbhaen full compliance
with all applicable requirements of the Securithes of 1933, as amended (whether by registratiosatisfaction of
exemption conditions), all applicable listing reguents of the New York Stock Exchange or suchratkehange(s) or
markets on which shares of the same class ardishett and any other requirements of law or of eegulatory bodies
having jurisdiction over such issuance and delivéhe Company shall use its best efforts and tdkesaessary or
appropriate actions to assure that such full canpk on the part of the Company is made.

8. No Assignment. This Option and SAR and all rights and privilegeanted hereby (including the right of
exercise) shall not be transferred, assigned, pliag hypothecated in any way, whether by operaifahe law or
otherwise, except by will or the laws of descert distribution. Without limiting the generality tie preceding sentence,
no rights or privileges granted hereby may be asslgr otherwise transferred to the spouse or fospeuse of the Option
Holder pursuant to any divorce proceedings, sedldror judgment. Upon any attempt to transfer,gasgledge,
hypothecate or otherwise dispose of this OptioBAR or any other rights or privileges granted hgredntrary to the
provisions hereof, this Option and SAR and all otights and privileges contained herein shall irdragely become null
and void and of no further force or effect.

9. Certain Adjustments; Change in Control.

(&) The provisions of Sections 4.4 and 19.2efRlan relating to certain adjustments in the castock
splits, reorganizations, equity restructurings aimgilar matters described therein are hereby immaed in and made a part
of this Agreement. Any such adjustments shall bdartay the Committee, whose determination as to atiaistments shall
be made, and the extent thereof, shall be finatlibg and conclusive. No fractional shares of stk be issued under the
Plan on any such adjustment.

(b) This award may be subject to terminatioeanly vesting in connection with a Change in Cdritro
accordance with the provisions of Section 18.JhefRlan.

10. Participation by Option Holder in Other Company Plans . Nothing herein contained shall affect the right o
the Option Holder to participate in and receivedigs under and in accordance with the then cumenxtisions of any
retirement plan or employee welfare benefit plaprmgram of the Company or of any subsidiary oitiafé of the
Company, subject in each case, to the terms anditamrs of any such plan or program.
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11. No Rights as a Stockholder Until Issuance of Shares\either the Option Holder nor his/her Represéveat
shall be entitled to any of the rights or privilegd a stockholder of the Company in respect ofsrgres issuable upon any
exercise of this Option or SAR unless and untihssicares shall have been issued and delivere @p{jon Holder in the
form of certificates, (ii) a brokerage or other @ant for the benefit of Option Holder either intifecate form or via
“DWAC” or similar electronic means, or (iii) a bo@htry or direct registration account in the narh®ption Holder.

12. Not an Employment or Service Contract Nothing herein contained shall be construed aagapement by tt
Company or any of its subsidiaries or affiliategpressed or implied, to employ Option Holder ortcact for Option
Holder’s services, to restrict the right of the Gaamy or any of its subsidiaries or affiliates teatiarge Option Holder or
cease contracting for Option Holder’s servicesoanbdify, extend or otherwise affect in any manmbatsoever, the terms
of any employment agreement or contract for seswelich may exist between the Option Holder anddbmpany or any
of its subsidiaries or affiliates.

13. Agreement Subject to the Plan This Option and SAR hereby granted are subjecirid the Company and
the Option Holder agree to be bound by, all oftdrens and conditions of the Plan, as the same mantended from time
to time hereafter in accordance with the termsetbietout no such amendment shall adversely affecOption Holder's
rights under this Agreement without the prior venittconsent of the Option Holder. To the extent thatterms or conditior
of this Agreement conflict with the terms or coifis of the Plan, the Plan shall govern.

14. Arbitration . All disputes related to this Agreement or anyi@mp granted hereunder, shall be submitted to
binding arbitration with the American Arbitrations8ociation (“AAA”) pursuant to the AAA EmploymentBitration Rules
and Mediation Procedures (“AAA Rules”). A copy betAAA Rules is available to the Option Holder upuaritten request
to the Companyg Director of Human Resources at One East WackeeDPChicago, lllinois 60601 (or such other addras
the Company may specify from time to time), or rbayobtained online atvww.adr.org .

To initiate arbitration, either party must file &mDand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a Demand has been filed and sereétier party may request that the dispute imjtiaé mediated
pursuant to the AAA Rules. If mediation does ndlyftesolve the dispute, then the matter will béjeat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedikable in a court of
competent jurisdiction, including, but not limitem attorneys’ fees and costs, to the extent seliéf is available under
applicable law, and all defenses that would beiagbple in a court of competent jurisdiction shalldvailable. All
administrative costs of arbitration (including réuanrsement of filing fees) and the fees of the eatot will be paid by the
Company.
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15. Execution. This Option and SAR have been granted, executddlalivered as of the day and year first above
written at Chicago, lllinois, and the interpretatiperformance and enforcement of this Agreemesit bl governed by the
laws of the State of Delaware without applicatidit®conflicts of laws principles.

16. Miscellaneous. This Agreement, together with the Plan, is thiremgreement of the parties with respect to
the Option and SAR granted hereby and may not neded except in a writing signed by both the Comzard the Optio
Holder or his/her Representative.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

17. Clawbacks. Notwithstanding the terms regarding vesting anéeftability or any other provision set forth in
this Agreement, including (but not limited to) Sens 2 and 5 above, the rights, payments, and henéth respect to this
Award are subject to reduction, cancellation, fiwie, or recoupment by the Company if and to tkter& required by
applicable law, regulation of the Securities andl&nge Commission, or rule or listing requiremdrihe New York Stock
Exchange (collectively “Applicable Requirementsi)donnection with an accounting restatement or usdeh other
circumstances as specified in the Applicable Remuénts. Any action taken by the Company undermttugision shall be
made pursuant to the Committee’s determinationclvkhall be final, binding and conclusive.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

18. Stock Holding Period. The Option Holder agrees to hold all shares ah@on Stock acquired upon the
exercise of Options granted hereunder for a minirofitavelve months following the date of such exgeciThis holding
period shall not apply to shares sold or tendegethé Option Holder and/or withheld by the Compé&mpay the Option
exercise price and/or to settle tax liabilitiesatetl to the Option exercise, and as otherwise ragydvided under the
Company’s Stock Ownership Policy.
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Kemper Corporation 2011 Omnibus Equity Plan

TIME -VESTED RESTRICTED STOCK AWARD AGREEMENT

This TIME-VESTED RESTRICTED STOCK AWARD AGREEMENTAgreement”) is made as of this day
of , (“Grant Date”) between KEMREBRPORATION, a Delaware corporation (the “Compangt)d
«name» (the “Restricted Stockholder”) for an aw@ircestricted stock consisting of an aggregatesbiakes» («shares»)
shares of restricted stock.

SIGNATURES

As of the date set forth above, the parties haeewed this Agreement:

KEMPER CORPORATION RESTRICTED STOCKHOLDER

By:
«name» «name»

RECITALS

A. The Board of Directors and Shareholders ef@mmpany have adopted the Kemper Corporation @oidibus
Equity Plan (the “Plan”).

B. The Plan is administered by the Compensaliommittee of the Company’s Board of Directors (the
“Committee”).

C. The Plan provides for the granting to selkemployees and other persons furnishing servicdset Company ¢
any subsidiary or affiliate of the Company, as@wmnmittee may from time to time determine, of riegdd stock which
shall be shares of the Company’s Common Stock‘8hares”).

D. Pursuant to the Plan, the Committee has méted that it is to the advantage and best interfetste Company
and its shareholders to grant an award of restristeck to the Restricted Stockholder covering rera(«number») Shares
of restricted stock as an inducement to remaihenservice of the Company and as an incentivenfoeased effort during
such service, and has approved the execution ®filiieement between the Company and the RestiSttekholder.
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NOW, THEREFORE, the parties hereto agree as follows

1. Grant . The Company grants to the Restricted Stockh@deaward of restricted stock on the terms and
conditions hereinafter set forth, consisting of élggregate number of Shares of restricted stoclodbtabove on page one
(the “Restricted Stock”).

2. Vesting and Forfeiture.

(@) Restricted Period. The Restricted Stock shall be restricted duripgi@od (the “Restricted Period”) beginning
on the Grant Date and expiring on the date(s)ttteaBhares vest (the “Vesting Date(s)”). Subje¢hé&forfeiture and early
vesting provisions referenced in Section 2(b) belgNSERT ONE OF THE FOLLOWING THREE VESTING
ALTERNATIVES:

[the Vesting Dates are, for the first of four equmsitallments of the Restricted Stock Shares, ithenenth
anniversary of the Grant Date (the “Initial Vestidgte”), and for each of the remaining three inistahts of such
Shares, respectively, the first, second and thirdversaries of the Initial Vesting Date.], OR

[the Vesting Date is the fourth anniversary of @rant Date.], OR
[the Vesting Date(s) is/are SPECIFY ALN2RIVE APPROVED FOR THIS GRANT.]}

(b) Termination of Service.During the Restricted Period, the Restricted Stoely be subject to forfeiture or ea
vesting in connection with the termination of thesRicted Stockholder’s service in accordance wighfollowing
provisions (capitalized terms not defined hereialldnave the meanings as defined in the Plan):

(i) Death or Disability . If the Restricted Stockholder dies or becomesabled while employed by t
Company or any of its Affiliates, then all restracts on any portion of the Restricted Stock thatams unvested on the d
of such death or Disability shall lapse and vessach date.

(i) Retirement.

(A) If the Restricted Stockholder Retires buhtoues to provide services to the Company or &
its Affiliates as a director or as a Third Partyngee Provider, then any portion of the RestricRdck that is unvested
the date of Retirement shall remain unvested iomznce with this Agreement or until the RestricBétdckholder ceases
provide such services. If such services ceasaesuit of death or Disability, then
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subsection (i) above shall apply. If such servioesse for any other reason, all of the shares siriRid Stock that are th
unvested shall be forfeited to the Company on #te df such cessation of services.

(B) If the Restricted Stockholder Retires bueslanot continue to provide services as provide
subsection (ii)(A) above, then any portion of thesRicted Stock that is unvested on the date afdédeént shall be forfeite
to the Company on the date of Retirement.

(i) Sale or Divestiture of Employer.If the Company sells or divests its controllingeirgst in an Affiliat
that employs the Restricted Stockholder, or it@satrol of such Affiliate otherwise ceases, they partion of the Restricte
Stock that is unvested on the date of Retiremeall ble forfeited to the Company on the date of ssale, divestiture
cessation of control.

(iv) Other Termination of Employment . If the Restricted Stockholder ceases to be anl&rap of th
Company or any of its Affiliates under circumstam@ther than those set forth in the foregoing sctiimes (i) — (i), then
any portion of the Restricted Stockholder thatngasted on the date of such cessation of Employstaait be forfeited 1
the Company.

3. Delivery of Restricted Stock; Stockholder Rights The Shares of Restricted Stock will be issueddeivered
to a book entry account maintained by the Compatngissfer agent. Thereafter, subject to the farfeiprovisions
referenced in Section 2(b) above, the Restrictedkbiblder shall be entitled to the rights and peiyes of a stockholder of
the Company in respect to such Shares of Restr&tieek, including the right to vote and receiveidinds (subject to
applicable tax withholding obligations) during tRestricted Period on the same basis as all oteeedsand outstanding
Shares.

4. Fair Market Value of Common Stock. The fair market value (“Fair Market Value”) ofShare of Common
Stock shall be determined for purposes of this Agrent by reference to the closing price of a shaf@ommon Stock as
reported by the New York Stock Exchange (or sutleioéxchange on which the Shares of Common Steckgranarily
traded) for the Grant Date or Vesting Date, asiagble, or if no prices are reported for that dag, last preceding day on
which such prices are reported (or, if for any ogaso such price is available, in such other maasghe Committee in its
sole discretion may deem appropriate to reflecfdivanarket value thereof).

5. Withholding of Taxes.

(@) The Restricted Stockholder acknowledgesttietesting of Restricted Stock Shares will gelhelee a taxable
event. The Company will instruct the transfer agerdeduct from the Restricted Stockholder’s boatkyeaccount whole
Shares
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having a Fair Market Value equal to the amountmeiteed by the Company to satisfy any applicableimim statutory
withholding or other tax obligations that may anig®mn such vesting, and the Restricted Stockhaldailt remit to the
Company in cash any and all applicable withholdarges resulting from fractional shares. The Comg=rafl withhold
from any dividends paid during the Restricted Rkdaly the amounts the Company is required to wailtho satisfy any
applicable tax withholding requirements with redgecsuch dividends based on minimum statutory attiing rates for
federal and state tax purposes, including any platgoces.

(b)  The provisions of paragraph 5(a) will npply if a Restricted Stockholder chooses to makiternal Revenu
Code Section 83(b) election. Upon such an electitmRestricted Stockholder shall remit to the canypin cash any and
taxes which the Company may be required to withmott respect to such election.

6. No Assignment or Other Transfer. During the Restricted Period, neither this Agreamthe Restricted Stock
or any rights and privileges granted hereby matrdnesferred, assigned, pledged or hypothecatedyimay, whether by
operation of the law or otherwise, except by wiltlee laws of descent and distribution. Withoutiting the generality of
the preceding sentence, no rights or privilegeatgthhereby may be assigned or otherwise trandfeugng the Restricted
Period to the spouse or former spouse of the ResdriStockholder pursuant to any divorce proceedisgttiement or
judgment. Any attempt to transfer, assign, pletigpothecate or otherwise dispose of this AgreentbatRestricted Stoc
or any other rights or privileges granted herehyt@ry to the provisions hereof shall be null anghand of no force or
effect.

7. Certain Adjustments; Change in Control.

(&) The provisions of Articles 4.4 and 19.2Iaé Plan relating to certain adjustments in the casgock splits,
reorganizations, equity restructurings and simiatters described therein are hereby incorporatatid made a part of this
Agreement. Any such adjustments shall be made @ tmmittee, whose determination as to what adgistershall be
made, and the extent thereof, shall be final, lnig@nd conclusive. No fractional Shares of stoehl $fe issued under the
Plan on any such adjustment.

(b) This award may be subject to terminatioeany vesting in connection with a Change in Cdritr@accordance
with the provisions of Section 18.3 of the Plan.

8. Participation by Restricted Stockholder in Other Canpany Plans. Nothing herein contained shall affect the
right of the Restricted Stockholder to participat@nd receive benefits under and in accordande thvé then current
provisions of any retirement plan or employee welfaenefit plan or program of the Company or of smysidiary or
affiliate of the Company, subject in each casehéoterms and conditions of any such plan or progra
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9. Not an Employment or Service Contract Nothing herein contained shall be construed aagaeement by the
Company or any of its subsidiaries or affiliategpressed or implied, to employ or contract for $kevices of the Restricted
Stockholder, to restrict the right of the Companyy of its subsidiaries or affiliates to dischatbe Restricted Stockholc
or cease contracting for the Restricted Stockhtddarvices or to modify, extend or otherwise dffacany manner
whatsoever, the terms of any employment agreenrertrdgract for services which may exist betweenRBstricted
Stockholder and the Company or any of its subsesaor affiliates.

10. Agreement Subject to the Plan The Restricted Stock hereby granted is subjeartd the Company and the
Restricted Stockholder agree to be bound by, alh@fterms and conditions of the Plan, as the saaebe amended from
time to time hereafter in accordance with the tettmseof, but no such amendment shall adversebctfie Restricted
Stockholder's rights under this Agreement withdet prior written consent of the Restricted Stoclkol To the extent that
the terms or conditions of this Agreement conflwth the terms or conditions of the Plan, the Rihall govern.

11. Arbitration . All disputes related to this Agreement or any Ret&td Stock granted hereunder, shall be
submitted to binding arbitration with the Americarbitration Association (“AAA”) pursuant to the AAEmployment
Arbitration Rules and Mediation Procedures (“AAAIBsl). A copy of the AAA Rules is available to tRestricted
Stockholder upon written request to the Companyred@or of Human Resources at One East Wacker Déwecago,
lllinois 60601 (or such other address as the Compaay specify from time to time), or may be obtaimaline at:
www.adr.org .

To initiate arbitration, either party must file &mand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a Demand has been filed and sereétier party may request that the dispute imtiaé mediated
pursuant to the AAA Rules. If mediation does ndiyfresolve the dispute, then the matter will bbjsat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedible in a court of
competent jurisdiction, including, but not limitem attorneys’ fees and costs, to the extent seliéf is available under
applicable law, and all defenses that would beiegple in a court of competent jurisdiction shaldvailable. All
administrative costs of arbitration (including réamsement of filing fees) and the fees of the eatwt will be paid by the
Company.

12. Execution. This Agreement has been executed and deliverefithe day and year first above written at
Chicago, lllinois, and the interpretation, perfomoa and enforcement of this Agreement shall be mpaekby the laws of ti
State of Delaware without application of its coctBi of laws principles.

13. Miscellaneous. This Agreement, together with the Plan, is thiremgreement of the parties with respect to
the Restricted Stock granted hereby and may not
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be amended except in a writing signed by both Kermeporation and the Restricted Stockholder.
<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

14. Clawbacks. Notwithstanding the terms regarding vesting améeftability or any other provision set forth in
this Agreement, including (but not limited to) Sent2 above, the rights, payments, and benefits reispect to this Award
are subject to reduction, cancellation, forfeitumerecoupment by the Company if and to the exteaired by applicable
law, regulation of the Securities and Exchange C@sion, or rule or listing requirement of the Newrk Stock Exchange
(collectively “Applicable Requirements”) in conngxt with an accounting restatement or under subhratircumstances as
specified in the Applicable Requirements. Any attiaken by the Company under this provision shaliMade pursuant to
the Committee’s determination, which shall be fifahding and conclusive.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

15. Stock Holding Period. The Restricted Stockholder agrees to hold thériResd Stock Shares acquired
hereunder for a minimum of twelve months followihgir Vesting Date. This holding period shall npply to Shares of
Restricted Stock withheld by the Company to sedtkeliabilities related to the Restricted Stocktig and as otherwise
may be provided under the Company’s Stock OwnerBblify.
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Kemper Corporation 2011 Omnibus Equity Plan
PERFORMANCE -BASED RESTRICTED STOCK AWARD AGREEMENT

This PERFORMANCE-BASED RESTRICTED STOCK AWARD AGREENT (“Agreement”) is made as of this
day of , 2__"“Grant Date”) between Kemper Corporation, a Dela@rporation (the “Company”),
and «name» (the “Restricted Stockholder”) for amu@nof restricted stock consisting of an aggregate
«shares» («number») shares of restricted stock.

SIGNATURES

As of the date set forth above, the parties haeewed this Agreement, including
Exhibit A:

KEMPER CORPORATION RESTRICTED STOCKHOLDER

By:
«name» «name»

RECITALS

A. The Board of Directors of the Company haspeld the 2011 Omnibus Equity Plan, including any akh
amendments to date (the “Plan”). Capitalized tettmas are not defined herein shall be defined iroetance with the Plan.

B. The Plan is administered by the Compensaiommittee of the Company’s Board of Directors (the
“Committee”).

C. The Plan provides for the granting of awadadselected employees, directors and Third PantyiSeProviders,
as the Committee may from time to time determineluiding shares of the Company’s Common Stock‘“‘@&mares”),which
may be issued as restricted stock.

D. Pursuant to the Plan, the Committee has ni@ted that it is to the advantage and best interfeste Company
and its stockholders to grant an award of restitisteck to the Restricted Stockholder as an indecgito remain in the
service of the Company and as an incentive forem®ed effort during such service, and has appritneexecution of this
Agreement between the Company and the RestrictezkiSalder.
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NOW, THEREFORE, the parties hereto agree as follows

1. Grant . The Company grants to the Restricted Stockh@deaward of restricted stock on the terms and
conditions hereinafter set forth, consisting of élggregate number of Shares of restricted stoclodbtabove on page one
(the “Restricted Stock”).

2. Vesting and Forfeiture.

(@) Restricted Period. The Restricted Stock shall be restricted duripgi@od (the “Restricted Period”)
beginning on the Grant Date and expiring on the tizt the Shares vest (the “Vesting Date”) orfarkeited in
accordance with the terms of this Agreement. Thee&hwill vest on the Vesting Date only to the ekf@ovided in
and in accordance with the provisions of Exhibit A.

(b) Forfeiture or Early Vesting upon Retirement, Death,Disability and Other Events.During the
Restricted Period, the Restricted Stock may beestihp forfeiture or early vesting in accordancéhwie vesting
provisions set forth in Part E of Exhibit A.

3. Delivery of Restricted Stock; Stockholder Rights The Shares of Restricted Stock will be issueddeivered
to a book entry account maintained by the Compatngissfer agent. Thereafter, subject to the farfeiprovisions
referenced in Section 2(b) above, the Restrictedkbiblder shall be entitled to the rights and peiyes of a stockholder of
the Company in respect to such Shares of Restritimck, including the right to vote and receiveidinds (subject to
applicable tax withholding obligations) during tRestricted Period on the same basis as all oteeedsand outstanding
Shares.

4. Fair Market Value of Common Stock. The fair market value (“Fair Market Value”) ofShare of Common
Stock shall be determined for purposes of this Agrent by reference to the closing price of a shaf@ommon Stock as
reported by the New York Stock Exchange (or sutieroéxchange on which the Shares of Common Steckranarily
traded) for the Grant Date or Vesting Date, asiaable, or if no prices are reported for that dhg, last preceding day on
which such prices are reported (or, if for any ogaso such price is available, in such other maasghe Committee in its
sole discretion may deem appropriate to reflecfdivemarket value thereof).

5. Withholding of Taxes. The Restricted Stockholder acknowledges thavéiséing of Restricted Stock Shares
will generally be a taxable event. The Company inskruct the transfer agent to deduct from thetiiRésed Stockholder’s
book entry account whole Shares having a Fair Markéue equal to the amount determined by the Comypa satisfy any
applicable minimum statutory withholding or othax bbligations that may arise upon such vesting,tha Restricted
Stockholder shall remit to the Company in cashamy all applicable withholding taxes resulting frémactional shares. Ti
Company shall withhold from any
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dividends paid during the Restricted Period onydmounts the Company is required to withhold tisfyaany applicable
tax withholding requirements with respect to sustidgnds based on minimum statutory withholdingsafor federal and
state tax purposes, including any payroll taxes.

6. No Assignment or Other Transfer. During the Restricted Period, neither this Agreamthe Restricted Stock
or any rights and privileges granted hereby mairdnesferred, assigned, pledged or hypothecatenyiway, whether by
operation of the law or otherwise, except by wiltlee laws of descent and distribution. Withoutiting the generality of
the preceding sentence, no rights or privilegeatgchhereby may be assigned or otherwise trangfereng the Restricted
Period to the spouse or former spouse of the ResdriStockholder pursuant to any divorce proceedisgttiement or
judgment. Any attempt to transfer, assign, pletiypothecate or otherwise dispose of this AgreenikatRestricted Stoc
or any other rights or privileges granted herehyti@ry to the provisions hereof shall be null andhand of no force or
effect.

7. Certain Adjustments . The provisions of Articles 4.4 and 19.2 of tharPtelating to certain adjustments in the
case of stock splits, reorganizations, equity uestirings and similar matters described thereirhareby incorporated in
and made a part of this Agreement. Any such adgistershall be made by the Committee, whose detatimimas to what
adjustments shall be made, and the extent theseall, be final, binding and conclusive. No fracib8hares of stock shall
be issued under the Plan on any such adjustment.

8. Patrticipation by Restricted Stockholder in Other Canpany Plans. Nothing herein contained shall affect the
right of the Restricted Stockholder to participat@nd receive benefits under and in accordande thvé then current
provisions of any retirement plan or employee welfaenefit plan or program of the Company or of amlysidiary or
affiliate of the Company, subject in each casehéoterms and conditions of any such plan or progra

9. Not an Employment or Service Contract Nothing herein contained shall be construed aagaeement by the
Company or any of its subsidiaries or affiliategpressed or implied, to employ or contract for $kevices of the Restricted
Stockholder, to restrict the right of the Companyny of its subsidiaries or affiliates to dischathe Restricted Stockholc
or cease contracting for the Restricted Stockht@ddarvices or to modify, extend or otherwise dffacany manner
whatsoever, the terms of any employment agreenresdrdgract for services which may exist betweenRbstricted
Stockholder and the Company or any of its subsekaor affiliates.

10. Agreement Subject to the Plan The Restricted Stock hereby granted is subjecrtd the Company and the
Restricted Stockholder agree to be bound by, ahefterms and conditions of the Plan, as the saaebe amended from
time to time hereafter in accordance with the tettmeseof, but no such amendment shall adversedctfihe Restricted
Stockholder's rights under this Agreement withdet prior written consent of the Restricted Stocibol To

February 2013




Exhibit 10.2¢

the extent that the terms or conditions of thise&gnent conflict with the terms or conditions of Bian, the Plan shall
govern.

11. Arbitration . All disputes related to this Agreement or anytReted Stock granted hereunder, shall be
submitted to binding arbitration with the Americarbitration Association (“AAA”) pursuant to the AA&Employment
Arbitration Rules and Mediation Procedures (“AAAIBsl). A copy of the AAA Rules is available to tRestricted
Stockholder upon written request to the Companyteddor of Human Resources at One East Wacker D@técago,
Illinois 60601 (or such other address as the Compaany specify from time to time), or may be obtaimmaline at:
www.adr.org .

To initiate arbitration, either party must file &mDand for Arbitration (“Demand”) in the manner désed in the
AAA Rules. After a demand has been filed and seredéter party may request that the dispute imtiaé mediated
pursuant to the AAA Rules. If mediation does ndlyftesolve the dispute, then the matter will béjeat to arbitration
before a single arbitrator who shall have the paweward any types of legal or equitable reliedikable in a court of
competent jurisdiction [excluding punitive damage&s¢luding, but not limited to, attorneys’ feedacosts, to the extent
such relief is available under applicable law, ahdlefenses that would be applicable in a coudomhpetent jurisdiction
shall be available. All administrative costs ofirdgion (including reimbursement of filing feeg)dathe fees of the arbitra
will be paid by the Company.

12. Execution. This Agreement has been executed and deliveretithe day and year first above written at
Chicago, lllinois, and the interpretation, perfomoa and enforcement of this Agreement shall be mpaekby the laws of ti
state of Delaware without application of its cort8li of laws principles.

13. Miscellaneous This Agreement, together with the Plan, is thiremgreement of the parties with respect to

the Restricted Stock granted hereby and may natiended except in a writing signed by both the Gomwmand the
Restricted Stockholder.
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<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

14. Clawbacks. Notwithstanding the terms regarding vesting aréeftability or any other provision set forth in
this Agreement, including (but not limited to) Sent2 above, the rights, payments, and benefits réispect to this Award
are subject to reduction, cancellation, forfeitumerecoupment by the Company if and to the exteaired by applicable
law, regulation of the Securities and Exchange C@sion, or rule or listing requirement of the Newrk Stock Exchange
(collectively “Applicable Requirements”) in conngxt with an accounting restatement or under subBratircumstances as
specified in the Applicable Requirements. Any actiaken by the Company under this provision shaliMade pursuant to
the Committee’s determination, which shall be fifahding and conclusive.

<ADD THE NEXT SECTION FOR ALL GRANTS TO ALL EXECUTI VE OFFICERS OF THE COMPANY>

15. Stock Holding Period. The Restricted Stockholder agrees to hold theeshat Restricted Stock acquired
hereunder for a minimum of twelve months followihgir Vesting Date. This holding period shall npply to shares of
Restricted Stock withheld by the Company to sedtkeliabilities related to the vesting of such gsrand as otherwise may
be provided under the Company’s Stock Ownershigci?ol
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EXHIBIT A

Vesting Schedule for the Award Agreement

A. Definition of Terms :

“Additional Shares” means any Shares to be issued to the Restricteltsider on the Vesting Date in the event that the
Company’s Relative TSR Percentile Rank exceed3 éinget Performance Level.

“Award Agreement” means the Performance-Based Restricted Stock Adgmeement to which this Exhibit is a part,
pursuant to which an award of performance-basettiBtesl Stock has been granted.

“Grant Date” is defined in the Award Agreement.

“Peer Group” means the peer group approved by Committee whial lsé the companies that comprised the S&P
Supercomposite Insurance Index at the beginnirigeoPerformance Period (other than the Companyyseatl as of the el
of the Performance Period to remove any such compavhich are no longer included in the S&P Supenosite
Insurance Index as of the last day of the Perfoomdteriod.

“Performance Period” means the three-year period ending on the Dece&ibenmediately preceding the Vesting Date.

“Company’s Relative TSR Percentile Rank’means the Company’s TSR Percentile Rank relatitkg@ompanies in the
Peer Group as determined by the Committee for énoffnance Period.

“Target Shares” means the number of Shares of performance-basaddRas Stock granted on the Grant Date pursuant tc
the Award Agreement.

“Target Performance Level” means the Company’s Relative TSR Percentile RattkeaOth percentile.
“TSR” means Total Shareholder Return as determined b@dh@mittee for the Performance Period.

“TSR Percentile Rank” means the percentile performance of the Companyaal of the companies in the Peer Group
based on the TSR for such company as determindaeb@ommittee for the Performance Period.

“Vesting Date” means the three-year anniversary of the Grant Date.
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B. Determination of Vesting Date Events

As soon as practicable following the end of thefdtarance Period, the Committee will determine tlen@any’s Relative
TSR Percentile Rank in accordance with the metlagotlescribed in the next section below. The ComzRelative TSF
Percentile Rank will determine the number of Tajedres that will vest or be forfeited on the fegiate, and the
number of Additional Shares, if any, that will Issued to the Restricted Stockholder on the Veflmig, as described
below under “Vesting Determination.”

C. TSR Percentile Rank Calculation Methodology

The Company’s Relative TSR Percentile Rank wilthkulated in a two-step process. First, the TSIRbsicalculated for
the Company and each company in the Peer Groupm, Tine TSR Percentile Rank for the Company and eatfe
companies in the Peer Group will be determined. TBR and the TSR Percentile Rank will be determimethe
Committee in accordance with the formula and metrag@proved by the Committee, as described below.

Formula for Calculating TSR

For purposes of this Exhibit A to the Award Agreemd SR for the Company and each of the comparmiagpdsing the
Peer Group will be calculated as follows:

Ending Stock Price Beginning Stock Price + Dividends Reinvested on albixdend Dates
Beginning Stock Price

Share Price Averaging Period

The beginning and ending stock prices in the alborraula for TSR will be calculated using a trailingerage approach
(i.e., average of the closing stock prices for @dsecutive trading days prior to the beginning end of the Performance
Period).

Reinvestment of Dividends and Other Adjustm

The above TSR formula assumes that dividends adeapa reinvested into additional shares of comstonk on their ex-
dividend dates. TSR will be adjusted for stock dénds, stock splits, spin-offs and other corpochnges having a similar
effect.

Calculation of TSR Percentile Rank

The percentile performance for determining the F&Rcentile Rank will be measured using the MicroBatel function
PERCENTRANK.
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D. Vesting Determination:

Once the Company’s Relative TSR Percentile Raudleisrmined by the Committee, the Company will comfihe number
of Target Shares that will vest or be forfeitectloa Vesting Date, and the number of Additional 8baif any, that will be
issued to the Restricted Stockholder on the Veddatg consistent with the following provisions:

» If the Company’s Relative TSR Percentile Ranétithe Target Performance Level, 100% of the Ti®pares will
vest on the Vesting Date. If the Company’s Relali®R Percentile Rank is above the Target Perforsmanwel,
Additional Shares will also be issued to the Rewtd Stockholder on the Vesting Date. If the ConyfsmaRelative
TSR Percentile Rank is less than the Target Pedoce Level, some or all of the Target Shares ilfdsfeited.

* The number of the Target Shares that will vesthe Vesting Date, and the number of any Additi@teares that will
be issued to the Restricted Stockholder on theiMg8iate, will be determined in accordance withtdidge set forth
below. Any Target Shares that do not vest in aced with the table will be forfeited on the VegtiDate.

If the Company’s Relative TSR Percentile Rank k& Performance Period falls between the percdatilds
specified in the first column of the table, the mamof Shares that will vest or be granted or iteteon the Vesting
Date shall equal the number corresponding to theepéage interpolated on a straight-line basis ftieenpercentages
specified in the second column of the table.

Company’s Relative TSR Total Shares to Vest (and/or to be Granted) on
Percentile Rank Vesting Date as Percentage of Target Shares

90thor Higher 200%

75th 150%

50th 100%

25th 50%

Below 25th 0%

E. Determination of Vesting in Case of Certain Termmations and Other Events:

Notwithstanding any contrary provisions of the P
(1) Retirement. If the Restricted Stockholder Retires before\flesting Date but continues to render

services to the Company or one of its affiliates aérector, or as a Third Party Service Provid#rShares of
Restricted Stock held by the Restricted
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Stockholder will remain outstanding while such ssg continue. At the time such post-Retirementises end
(other than as a result of death or disabilitywhich case section (2) below will apply), or upoetirement if the
Restricted Stockholder does not continue to resdeh services as a director, or as a Third Pamyic&eProvider,
then the Restricted Stock will vest, to the exearned for the Performance Period, in an amourdléquhe number
of Target Shares that would vest in accordance thitprovisions of Parts A — D above, if any, nplidad by a
fraction, the numerator of which is the numberwffonths in the Performance Period during whiuh Restricted
Stockholder was active employee, director, or TRiagty Service Provider, and the denominator ottvis the total
number of months in the Performance Period. A glamionth worked shall be counted as a full monthef
Restricted Stockholder was actively working fotdén (15) days or more in that month. All ShareRestricted
Stock that do not vest in accordance with this mion shall be forfeited.

(2) Termination on Death or Disability. Upon the termination of the Restricted Stockhotdemployment or
service agreement before the Vesting Date duedthd®D isability: (a) the Performance Period shall be degto have
been completed, and the Vesting Date shall be deééoneave occurred, on the effective date of sucpleyment
termination; (b) a number of Shares of RestrictetiSshall vest in an amount equal to the numbédranfet Shares
multiplied by a fraction, the numerator of whichth® number of full months in the Performance Redoring which the
Restricted Stockholder was an active employee laadi¢nominator of which is the total number of rhenh the original
Performance Period (a partial month worked shattdaented as a full month if the Restricted Stocleolwas an active
employee for fifteen (15) days or more in that nmdnfc) no Additional Shares shall be issued toRlestricted Stockholder;
and (d) all Shares of Restricted Stock that dovest in accordance with this provision shall béeibed.

(3) Termination on Divestiture . In the event that the Restricted Stockholder'sleyment is terminated before
the Vesting Date upon and as result of the satbvastiture by the Company of its controlling irgst in an affiliate that
employs the Restricted Stockholder, or its contfdhe affiliate otherwise ceases, then the promision Vesting Date,
Performance Period and vesting determination s#t fo Parts A — D above shall be deemed revisddlsvs:

» The Performance Period shall be deemed reviseddoe the effective date of such employment tertiong

» The Company’s Relative TSR Percentile Rank belldetermined for such truncated Performance Péxidte
Committee in accordance with the methodology seghfabove, the Vesting Date shall be deemed revséie date
of such determination;

» The Target Shares will vest or be forfeited ege@dance with the table set forth below, but naliidnal Shares will
be issued to the Restricted Stockholder; and

» If the Company’s Relative TSR Percentile Ranktfie truncated Performance Period falls betweerp#icentile
levels specified in the first column of the tabés ®rth below, the
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number of Target Shares that will vest on the WesBate shall equal the number corresponding tpéneentage
interpolated on a straight-line basis from the petages specified in the second column of the table

Company’s Relative TSR Percentile
Rank Total Shares to Vest on Vesting Date as Percentage
of Target Shares
50thor Higher 100%
25th 50%
Below 25th 0%

(4) Other Termination of Employment . If the Restricted Stockholder ceases to be anl&map of the Company
or any of its Affiliates before the Vesting Dateden circumstances other than those set forth ifidiregoing subsections (
— (3) of this Section E, all unvested Shares of RR#etl Stock held by the Restricted Stockholdell sfeaforfeited to the
Company on the date of such cessation of Employnaeit No Additional Shares shall be issued to thstitted
Stockholder.

(5) Leave of Absenceln the event that the Restricted Stockholdemnisio approved Leave of Absence (other than
a short-term disability leave) at the end of thefd?enance Period, or takes such a leave of abssraey time during the
Performance Period, then the Restricted Stockweslt, forfeit or be granted, as applicable, toekient earned for the
Performance Period, in an amount equal to the nuofbEarget Shares that would vest and the numbAdditional Share:
that would be issued in accordance with the prowssiof Parts A — D above, if any, multiplied byraction, the numerator
of which is the number of full months in the Penfi@nce Period during which the Restricted Stockhroles an active
employee not on such leave of absence and the deatmmof which is the total number of months ie erformance
Period.

(6) Change of Control.This Award may be subject to termination or eadgting in connection with a Change in
Control in accordance with the provisions of Seatt®.3 of the Plan.

F. Interpretations Related to Calculations and Deteminations Related to Performance:

(1) Interpretations. The Company shall have the reasonable discretioriégret or construe ambiguous,
unclear or implied terms applicable to this Awargréement, and to make any findings of fact necgdsanake a
calculations or determination hereunder.

(2) Disagreements. A decision made in good faith by the Compamsiisiovern and be binding in the event
of %n)rgdlsputedregar iIng a method of calculatioperfformance or a determlnatlon of vesting or fitufe in connection
with this Awar
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(3) Method of Calculating Final Number of Vested ororfeited Target Shares.

The following methods shall apply in determining thumber of Target Shares that will vest or beeitetl on th
Vesting Date pursuant to Section D above. As amgémnele, the determination for performance th#lsfaetween Percent
Rank points in the table in Section D above wowdrterpolated on a straight-line basis, as stiat&kction D.

Specifically, the formula to be used to calculdte tinal number of Target Shares that will vesberforfeited is
follows:

* For TSR performance between the 25th & 50th PeitedRainks, the number of Target Shares that wil
as a % of the total number of Target Shares eqb@%: + [(Actual Percentile Rank - 25)/50]%

* For TSR performance between the 50th & 75th PeitedRanks, the number of Target Shares that wil
as a % of the total number of Target Shares equ@B%o + [(Actual Percentile Rank - 50)/50]%

» For TSR performance between the 75th & 90th PeitedRainks, the number of Target Shares that wsl
as a % of the total number of Target Shares eqLa¥ + [(Actual Percentile Rank - 75)/30]%

Note that since the interval between the 75th &h3¢rcentile Rank is shorter (15 percentiles) corgto the othe
guadrants (25 percentiles), the vesting resulthisrparticular quadrant would be higher compacetihé other quadrants.

(4) Rounding Conventions.

» Regarding rounding of TSRs, percentages for eaatpany in the Peer Group shall be computed to two
decimal points, i.e., XX.XX%)

* Regarding TSR Percentile Rank, the percenti&irgs for each company in the Peer Group shall be
rounded to the nearest percentage (e.g., 85% ridue85.4166666%) before calculating the linearly
interpolated payout, and the final payout percemttall be rounded to the nearest percentage 18346
rather than 183.333333%).

» Target Shares that will vest and any Additional r8kahat will result from the application of the timed¢
and formula set forth in the foregoing subsecti¢®) nd Section D above shall only be paid out hole
Shares. Any fractional Shares that would otherwéseilt from such application shall be rounded dae
the nearest whole number of Shares.
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KEMPER CORPORATION AND SUBSIDIARIES
COMPUTATION OF CONSOLIDATED RATIOS OF EARNINGS TOXED CHARGES
(Dollars in Millions)

Years Ended December 31,

Exhibit 12

2012 2011 2010 2009 2008

Income (Loss) from Continuing Operations beforeome Taxes and Equity in

Net Income (Loss) of Investee $ 122+ $ 68.2 $ 226.2 % 2192 % (64.9)
Fixed Charges, Excluding Capitalized Interest 43.C 42.5 37.¢€ 38.1 37.t
Earnings from Continuing Operations before Incomag€ek and Equity in Net

Income (Loss) of Investee and Fixed Charges $ 165.7 $ 1108 $ 264z % 2572 % (27.9)
Interest $ 414  $ 406 $ 360 $ 36.1 $ 35.€
Rental Factor 1.6 1.6 1.6 2.C 1.7
Capitalized Interest 1.8 2.€ 1.8 0.7 1.3
Total Fixed Charges $ 451 $ 451 $ 397 $ 38& $ 38.¢
Ratio of Earnings to Fixed Charges (a) 3.7 x 2.5x 6.7 x 6.6 x (b)

(@)

(b)

The ratios of earnings to fixed charges have beemated on a consolidated basis by dividing easfrgm continuing operations before income taxed
Equity in Net Income (Loss) of Investee and fixdwrges by fixed charges. Fixed charges consisitefdst on debt and a factor for interest incluit
rent expense. Income (Loss) from Continuing Openatibefore Income Taxes and Equity in Net Inconas$). of Investee has the meaning as set fo

the Consolidated Statements of Income includetign2012 Annual Report on Form 10-K.

Fixed charges exceeded earnings from continaperations before income taxes and Equity inINedme (Loss) of Investee and fixed chargesb6§.(

million for the year ended December 31, 2008 .



Subsidiaries of Kemper Corporation, with their asadf incorporation in parentheses, are as follows:

O©CoO~NOOOP~WNE

Subsidiaries of KEMPER CORPORATION

. 301 Oxford Valley Insurance Agency, Inc. (Pervesyia)

. Alpha Property & Casualty Insurance Company (afisin)
. Capitol County Mutual Fire Insurance Companyx@s*

. Charter Indemnity Company (Texas)

. Connecticut Casualty Insurance Agency, Inc. (@aticut)
. Direct Response Corporation (Delaware)

. Family Security Funerals Company (Texas)

. Financial Indemnity Company (California)

. Fireside Auto Finance, Inc. (California)

. KAHG LLC (lllinois)

. Kemper Corporate Services, Inc. (lllinois)

. Kemper Direct General Agency, Inc. (Texas)

. Kemper General Agency, Inc. (Texas)

. Kemper Independence Insurance Company (lljnois
. Merastar Industries LLC (Delaware)

. Merastar Insurance Company (lllinois)

. Mutual Savings Fire Insurance Company (Alabama)
. Mutual Savings Life Insurance Company (Alabama)
. National Merit Insurance Company (lllinois)

. NCM Management Corporation (Delaware)

. Old Reliable Casualty Company (Missouri)*

. One East Wacker LLC (lllinois)

. The Reliable Life Insurance Company (Missouri)

. Reserve National Insurance Company (Oklahoma)

. Response General Agency of Texas, Inc. (Cormukct
. Response Indemnity Company of California (@atfifa)
. Response Insurance Company (lllinois)

. Response Worldwide Direct Auto Insurance Com#iinois)
. Response Worldwide Insurance Company (lllinois)

. Security One Insurance Agency (Tennessee)

. Trinity Universal Insurance Company (Texas)

. UICA Investment Holdings LLC (Delaware)

. Union National Fire Insurance Company (Louiajan

. Union National Life Insurance Company (Louisian

. United Casualty Insurance Company of Amerittimgis)
. United Insurance Company of America (lllinois)

37. Unitrin Advantage Insurance Company (New York)
38. Unitrin Auto and Home Insurance Company (Newkyo
39. Unitrin County Mutual Insurance Company (Texas)
40. Unitrin Direct Insurance Company (lllinois)

41. Unitrin Direct Property & Casualty Companyi(ibis)
42. Unitrin Preferred Insurance Company (New York)
43. Unitrin Safeguard Insurance Company (Wisconsin)
44. Valley Insurance Company (California)

45. Valley Property & Casualty Insurance Compange(on)
46. Warner Insurance Company (lllinois)

* May be deemed to be an affiliate pursuant to RuB2 of SEC Regulation S-X.
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Exhibit 22
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ini®egion Statement Nos. 33-58300, 333-4530, 33338

333-86935, 333-76076, 333-87898, 333-127216 anel33877 on Form S-8 and Nos. 333-127215, 333-142na2

333-170297 on Form S-3 of our report, dated Feprii&r 2013 , relating to the consolidated finanstatements

and the financial statement schedules of Kempep@ation and subsidiaries (the “Company”), andeffectiveness of the Company’s internal controlrove
financial reporting, (which report expresses anuatified opinion and

includes an explanatory paragraph as to the changke Company’s accounting for costs associatiélll &cquiring or renewing insurance contracts i 2},
appearing in this Annual Report on Form 10-K of @@mpany for the year ended December 31, 2012 .

/sl Deloitte & Touche LLP
Chicago, lllinois
February 15, 2013



Exhibit 31.1
CERTIFICATIONS
I, Donald G. Southwell, certify that:
1. I have reviewed this annual report on Form 16tKemper Corporation;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or eenttate a material fact necessary to make thensets
made, in light of the circumstances under whichhsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskimt¢his report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as definétka@hange Act
Rules 13a-15(e) and 15d-15(e)) and internal contret financial reporting (as defined in Exchangg Rules 13a-15(f) and 15d-15(f)) for the registrand
have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoidge designed under our supervision, to ensate t
material information relating to the registrantlirding its consolidated subsidiaries, is made kméavus by others within those entities, partidylduring the
period in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overfaial reporting to be designed under our supemidio
provide reasonable assurance regarding the réfyadflfinancial reporting and the preparation wiancial statements for external purposes in acoare with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttsi report our conclusions about the effectiwsnaf
the disclosure controls and procedures, as ofrideoéthe period covered by this report based eh swaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigt occurred during the registrant’'s most reciscif
quarter (the registrant’s fourth fiscal quartethie case of an annual report) that has materiffiigt®d, or is reasonably likely to materially affethe registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial reporting, the
registrant’s auditors and the audit committee efrégistrant’'s board of directors (or persons perfog the equivalent functions):

(a) All significant deficiencies and material weakgses in the design or operation of internal cbotrer financial reporting which are reasonablyelikto
adversely affect the registrant’s ability to recgutbcess, summarize and report financial inforamatand

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

Date: February 15, 2013

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




Exhibit 31.z
CERTIFICATIONS
I, Dennis R. Vigneau, certify that:
1. I have reviewed this annual report on Form 16tKemper Corporation;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or eenttate a material fact necessary to make thensets
made, in light of the circumstances under whichhsstatements were made, not misleading with regpebe period covered by this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respectsfihancial
condition, results of operations and cash flowthefregistrant as of, and for, the periods preskimt¢his report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as definétka@hange Act
Rules 13a-15(e) and 15d-15(e)) and internal contret financial reporting (as defined in Exchangg Rules 13a-15(f) and 15d-15(f)) for the registrand
have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoidge designed under our supervision, to ensate t
material information relating to the registrantlirding its consolidated subsidiaries, is made kméavus by others within those entities, partidylduring the
period in which this report is being prepared;

(b) Designed such internal control over financégarting, or caused such internal control overfaial reporting to be designed under our supemidio
provide reasonable assurance regarding the réfyadflfinancial reporting and the preparation wiancial statements for external purposes in acoare with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttsi report our conclusions about the effectiwsnaf
the disclosure controls and procedures, as ofrideoéthe period covered by this report based eh swaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportitigt occurred during the registrant’'s most reciscif
quarter (the registrant’s fourth fiscal quartethie case of an annual report) that has materiffiigt®d, or is reasonably likely to materially affethe registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer(s) anldave disclosed, based on our most recent evatuat internal control over financial reporting, the
registrant’s auditors and the audit committee efrégistrant’'s board of directors (or persons perfog the equivalent functions):

(a) All significant deficiencies and material weakgses in the design or operation of internal cbotrer financial reporting which are reasonablyelikto
adversely affect the registrant’s ability to recgutbcess, summarize and report financial inforamatand

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

Date: February 15, 2013

/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 Annual Report on Form 10femper Corporation (the “Company”) for the yeaded December 31, 2012 as filed with the Securities
and Exchange Commission on the date hereof (thpdR®, Donald G. Southwell, as Chief Executive ioéf of the Company, hereby certifies, pursuaritgo
U.S.C. § 1350, as adopted pursuant to § 906 ob#nbanes-Oxley Act of 2002, that, to the best skhiowledge:

(1) The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities Exd®Act of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of the Company.

/S/ DONALD G. SOUTHWELL
Name: Donald G. Southwell
Title: Chairman, President and Chief Executive Officer
Date: February 15, 2013




Exhibit 32.2

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

In connection with the Annual Report on Form 10femper Corporation (the “Company”) for the yeaded December 31, 2012 as filed with the Securities
and Exchange Commission on the date hereof (thpdR®, Dennis R. Vigneau, as Chief Financial O¢fiof the Company, hereby certifies, pursuant to 18

U.S.C. § 1350, as adopted pursuant to § 906 ob#nbanes-Oxley Act of 2002, that, to the best skhiowledge:
(1) The Report fully complies with the requiremeotsSSection 13(a) or 15(d) of the Securities Exd®Act of 1934; and

(2) The information contained in the Report faphesents, in all material respects, the finan@aldition and results of operations of the Company.

/S!I" DENNIS R. VIGNEAU

Name: Dennis R. Vigneau
Title: Senior Vice President and Chief Financial Officer

Date: February 15, 2013




