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Caution Regarding Forward-Looking Statements

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

Forward-looking statements give expectations or forecasts of future events. The reader can identify these statements by the fact
that they do not relate strictly to historical or current facts. They use words such as “believe(s),” “goal(s),” “target(s),”
“estimate(s),” “anticipate(s),” “forecast(s),” “project(s),” “plan(s),” “intend(s),” “expect(s), o e
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might,” “may,” “could” and other
terms of similar meaning. Forward-looking statements, in particular, include statements relating to future actions, prospective
services or products, future performance or results of current and anticipated services or products, sales efforts, expenses, the
outcome of contingencies such as legal proceedings, trends in operations and financial results.

Any or all forward-looking statements may turn out to be wrong, and, accordingly, Kemper cautions readers not to place undue
reliance on such statements. Kemper bases these statements on current expectations and the current economic environment as
of the date of this Quarterly Report on Form 10-Q. They involve a number of risks and uncertainties that are difficult to predict.
These statements are not guarantees of future performance; actual results could differ materially from those expressed or
implied in the forward-looking statements. Forward-looking statements can be affected by inaccurate assumptions or by known
or unknown risks and uncertainties that may be important in determining the Company’s actual future results and financial
condition.

In addition to those factors discussed under Item 1A., “Risk Factors,” of Part I of Kemper’s Annual Report on Form 10-K, filed
with the U.S. Securities and Exchange Commission (the “SEC”), for the year ended December 31, 2015 (the “2015 Annual
Report”) as updated by Item 1A. of Part II of subsequently-filed Quarterly Reports on Form 10-Q, including this Quarterly
Report on Form 10-Q, the reader should consider the following list of general factors that, among others, could cause the
Company’s actual results and financial condition to differ materially from estimated results and financial condition.

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

*  Outcomes of state initiatives that could result in significant changes to, or interpretations of, unclaimed property laws
or significant changes in claims handling practices with respect to life insurance policies, particularly any that involve
retroactive application of new requirements to existing life insurance policy contracts;

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

*  Governmental actions, including, but not limited to, implementation of new federal and state laws and regulations, and
court decisions interpreting existing laws and regulations or policy provisions;

*  Uncertainties related to regulatory approval of insurance rates, policy forms, insurance products, license applications,
dividends from insurance subsidiaries, acquisitions of businesses and other matters within the purview of state
insurance regulators;

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

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

*  The number and severity of insurance claims (including those associated with catastrophe losses);

»  Changes in facts and circumstances affecting assumptions used in determining loss and loss adjustment expenses
(“LAE”) reserves, including, but not limited to, the number and severity of insurance claims, changes in claims
handling procedures and closure patterns and development patterns;

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

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

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



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

Factors related to the Company’s ability to compete

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

*  The level of success and costs incurred in realizing or maintaining economies of scale, implementing significant
business initiatives, including those related to, but not limited to, expense and claims savings, consolidations,
reorganizations and technology, and integrating acquired businesses;

»  Absolute and relative performance of the Company’s products or services, including, but not limited to, the level of
success achieved in designing and introducing new insurance products;

*  The ability of the Company to maintain the availability of critical systems and manage technology initiatives cost-
effectively to address insurance industry developments and regulatory requirements;

*  Heightened competition, including, with respect to pricing, entry of new competitors and alternate distribution
channels, introduction of new technologies, emergence of telematics, refinements of existing products and
development of new products by current or future competitors;

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

»  Changes in general economic conditions, including, but not limited to, performance of financial markets, interest rates,
inflation, unemployment rates and fluctuating values of particular investments held by the Company;

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

*  Changes in insurance industry trends and significant industry developments;

*  Changes in consumer trends and significant consumer or product developments;

»  Changes in capital requirements, including the calculations thereof, used by regulators and rating agencies;

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

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

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

* Increased costs and risks related to cybersecurity and information technology, including, but not limited to, identity
theft, data breaches and system disruptions affecting services and actions taken to minimize the risks thereof; and

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

Kemper cannot provide any assurances that the results contemplated in any forward-looking statements will be achieved or will
be achieved in any particular timetable or that future events or developments will not cause such statements to be inaccurate.
Kemper assumes no obligation to correct or update any forward-looking statements publicly for any changes in events or
developments or in the Company’s expectations or results subsequent to the date of this Quarterly Report on Form 10-Q.
Kemper advises the reader, however, to consult any further disclosures Kemper makes on related subjects in its filings with the
SEC.



PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

KEMPER CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in millions, except per share amounts)

(Unaudited)

Revenues:

Earned PIremMIUITIS .......coouviiiiiiiiieiee ettt e et e e s
Net Investment INCOME .........oveviiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeee e
Other INCOME......oeiieeiiieiee ettt e e st e e

Net Realized Gains on Sales of INVEStMENLS ........oovvvvvveeiieiiiieeeieirieeeeeae

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment LOSSES..........ccccoeverereneniennenne.
Portion of Losses Recognized in Other Comprehensive Income.............
Net Impairment Losses Recognized in Earnings ........c..ccccocevenenenienenneneee

TOtAl REVENUES. .....cooveiiieeiie ettt ettt e e e st e e e e e eaaeas

Expenses:

Policyholders’ Benefits and Incurred Losses and Loss Adjustment

EXPEISES ...ieniieiiieiieeie ettt st
INSUTance EXPENSES .......uviiecuiiiiiiieeeiie ettt
Write-off of Long-1ived ASSEt.......ccevuerieiiiiieiiieircseeeescese e
Loss from Early Extinguishment of Debt ............c.cooevviiiiiiiiieciiiiee,
Interest and Other EXPenses..........cccvevuirieriiiiienieeienieieeeeie e

TOtAl EXPENSES ...ovvivieeiiticiiieteete ettt ettt ettt et b e et eae e eae e enas
Income (Loss) from Continuing Operations before Income Taxes..................
Income Tax Benefit (EXPENSe)........ccvevivieieiiieieiiieiecieeieeeereee e
Income (Loss) from Continuing Operations.............c.cccvevveeeerreeceerieeseeseenennes
Income (Loss) from Discontinued Operations..............ccecveeeeereeeeereeeenneennenne.

Net INCOME (LLOSS)...veuvieuieiieeieniieiesiiete et ete st ete e ereeeae e ssse s sssesseessesseensesseensas

Income (Loss) from Continuing Operations Per Unrestricted Share:

(0.31)

(0.27)

(0.27)
0.72

&~

1.52

1.56

1.56
0.72

&~

(0.36)

(0.32)

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

&~

Nine Months Ended Three Months Ended

Sep 30, Sep 30, Sep 30, Sep 30,

2016 2015 2016 2015
$1,658.6 $1468.1 § 5589 § 536.7
218.4 223.2 77.7 75.9
2.2 23 0.8 0.8
24.0 42.7 11.6 53
(24.3) (12.5) (8.3) (3.3)
0.3 — — —
(24.0) (12.5) (8.3) (3.3)
1,879.2 1,723.8 640.7 6154
1,362.5 1,051.6 490.2 378.8
488.8 468.1 161.7 161.1
— 11.1 — —
— 9.1 — —
65.0 82.0 22.0 25.7
1,916.3 1,621.9 673.9 565.6
(37.1) 101.9 (33.2) 49.8
20.7 (23.0) 14.9 (11.8)
(16.4) 78.9 (18.3) 38.0
2.0 2.2 2.0 0.1
(144) $ 811 $ (163) $ 379
(031) $ 152 $ (0.36) $ 0.73

0.73

0.73

(032) $ 073

0.24 0.24



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

(Unaudited)
Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2016 2015 2016 2015
Net INCOME (LOSS)...uruveveieiiniieieiiiieteiesiieteteeest et se e st sese s sesese s sesesens $ (144 8 811 $§ (163) $ 379
Other Comprehensive Income (Loss) Before Income Taxes:
Unrealized Holding Gains (LOSSES)........cccovevuiivieviiiierieeicereeeeeereeee e 217.2 (130.7) (8.3) —
Foreign Currency Translation Adjustments..............cccoveeevereevieneesieseerienenenns — (1.1) — 0.3)
Decrease (Increase) in Net Unrecognized Postretirement Benefit Costs ........ (13.8) 17.3 0.4 5.8
Other Comprehensive Income (Loss) Before Income Taxes.........c.cccoevevenneenn. 203.4 (114.5) (7.9 5.5
Other Comprehensive Income Tax Benefit (EXpense).........ccceeveeveecieeviecreenenne. (71.6) 40.8 2.9 (1.8)
Other Comprehensive Income (LOSS) .....c.coveeverienieiieieiieieceee e 131.8 (73.7) (5.0) 3.7
Total Comprehensive INCOME (LOSS)......cccecveiriiiriieriiierieriesieieieieeeseeseeeeeeeens $ 1174 $§ 74 $ (213) $ 416

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



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

Sep 30, Dec 31,
2016 2015
Assets: (Unaudited)
Investments:
Fixed Maturities at Fair Value (Amortized Cost: 2016 - $4,677.6; 2015 - $4,560.7)................ $ 5,170.1 $ 4,852.3
Equity Securities at Fair Value (Cost: 2016 - $452.3; 2015 - $486.9)......ccccoevevvevveierererene. 504.9 523.2
Equity Method Limited Liability Investments at Cost Plus Cumulative Undistributed
BAIMINES ....ccuiiiiicieceeee ettt ettt ettt et ettt et e e te et e e ta et e etb et e eas e teeateereeateereennas 181.1 190.6
Fair Value Option INVESTMENLS.........cc.eeieriieieriieieriieieseeiesteeieseeseseesessseseessesseessesseessesseennas 126.1 164.5
Short-term Investments at Cost which Approximates Fair Value............cccccoovvevieiieciiciceneennenn, 324.2 255.7
Other INVESHIMENLS ......c.veiieiieiieieeteie ettt te sttt este et e teesseeseessesseensesssessesssessesssensenssens 438.8 443.2
TOtAl INVESTIMIENTS. .....cuuiiiiieiee ettt ettt ettt e et e e et e e ettt e st e e eesteeseaaeeesaeeesaseeessaaeessaeeesanaeesns 6,745.2 6,429.5
L7 1] o KOTSRS 171.1 161.7
Receivables from POlICYhOIAELS ..........ccuiiiiiiiiiiiicicccceceeee ettt 348.1 3324
Other RECEIVADIES .......ccueeiiiiieiieiieiietete ettt ettt ettt e ste e e se e b e eseesesssesesssessesssesseensens 197.9 193.2
Deferred Policy ACQUISIHION COSES.......ccviiiiiuiiieiiieeieitieetecte ettt et ete et e e ere e eaeereesseeenesaeeraesaeesnens 328.2 316.4
GOOAWILL ...ttt ettt ettt e et e st e e sa e b e e sbe et e esseeseesseeseessesssensesssessesssessenssans 323.0 323.0
Current and Deferred INCOME TaX ASSELS.......cveiuieiiirieiiitieieete ettt eve e sre e e saeeaesaeesnens 28.5 41.4
OtHET ASSCES....uiiuieiieieiieieete et e et et e et ete st e testeessesstesseessesseessesseessensaesseeseensesssessesssensesssessesssensenssans 248.3 238.5
TOTAL ASSEES. ...ttt e et e e et e e et e e e e e et e et $ 8,3903 §$ 8,036.1
Liabilities and Shareholders’ Equity:
Insurance Reserves:
Life and HEAITN .....ooniieeeeeee e et $ 34615 §$ 3,341.0
Property and Castalty .........c.cccvecieiieiiieieiieieieeteste ettt e e a et esa et essesaeenaeeaeennas 920.7 862.8
Total INSUTANCE RESEIVES ......coiviiiieeie ettt et e et e e et e e et e e et e s eaeeesaneesanaeesans 4,382.2 4,203.8
UnNearned PreMITMIS. ........cceiieiieiieiieieieeteieeteste et et estesteeaesaeesaesseessessaesseessenseessenseessesseessesseenees 637.0 613.1
Liabilities for INCOME TaAXES......c..cciiieriiiieiticiieite ettt ettt ete ettt ebeeteeeveereesteeraesaeeraesaeennens 33.2 3.8
Debt at Amortized Cost (Fair Value: 2016 - $788.5; 2015 - $781.3)...cccieiiiviiieieieieieeeeeeee 751.3 750.6
Accrued Expenses and Other Liabilities. ..........ccoiiviiiiiiiiiieiiiciecie et 513.0 472.4
TOLAl LIADIIITIES ... eeveeeee ettt ettt et e e e e et e e e e seaaseeeesesaaseeesesaaaseeeessasasaeeesessssaseeessannes 6,316.7 6,043.7
Shareholders’ Equity:
Common Stock, $0.10 Par Value, 100 Million Shares Authorized; 51,184,531 Shares Issued
and Outstanding at September 30, 2016 and 51,326,751 Shares Issued and Outstanding at
DeCemDBEr 31, 2015 .ottt ettt e et e e saaeean 5.1 5.1
Paid-in Capital ......c.ccuieieiieieciee ettt eneenne e eneennes 656.9 654.0
Retained Barmings.........cceevviiiieiiiiiiciiceecie ettt ettt ettt eaeeaeebe e e sbeenaesaeesnens 1,155.5 1,209.0
Accumulated Other Comprehensive INCOME ..........cecerieiiiiierieiieeceee e 256.1 124.3
Total Shareholders” EQUILY.........ccvcvviiiiriiiieiticierie ettt ettt ete e re b reesae e esaesraesaeesaesaeennens 2,073.6 1,992.4
Total Liabilities and Shareholders’ EqQUILY..........ccveoeiircieiiriierieieeeeieeee et $ 8,390.3 $ 8,036.1

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



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

(Unaudited)
Nine Months Ended
Sep 30, Sep 30,
2016 2015
Operating Activities:
NEL INCOME (LLOSS) .uvivrviuietieietiietestett sttt ettt et et est et et ete e te e ete st etesbesssseseebessebessesassesessesassesessesessesessaseas $ (144 % 81.1
Adjustments to Reconcile Net Income (Loss) to Net Cash Provided by Operating Activities:
Increase in Deferred Policy ACqUiSition COSES .......eecvevueerirriieriieieieeiereeee st eee e eeeseeeaeseeeeesneeeeens (11.8) (22.5)
Amortization of Intangible AsSets ACQUITEd..........cceririiriirieriinieiiieteteeeeeeeese e 4.5 12.8
Equity in Earnings of Equity Method Limited Liability Investments ...........cc.ccccecevvininieninincncnnens (3.3) (11.8)
Distribution of Accumulated Earnings of Equity Method Limited Liability Investments................. 10.3 4.7
Decrease (Increase) in Value of Fair Value Option Investments Reported in Investment Income.... 3.9 (1.8)
Amortization of Investment Securities and Depreciation of Investment Real Estate....................... 11.7 11.7
Net Realized Gains on Sales of INVESTMENTS ........cocviiiiiiiiieiiieiiecie ettt sve e (24.0) 42.7)
Net Impairment Losses Recognized in Earnings ...........ccocveevevieiiinieniiniereeee e 24.0 12.5
Loss from Early Extinguishment of Debt..........cccociviiiiiniiiininiiiiicneceeeescseese e — 9.1
Depreciation of Property and EQUIPIMENT ........co.ooevirininiiniiniiieieietcteteeeeeese e 10.5 10.0
WIite-0ff Of LONG-1lIVEd ASSEL......ceiiiiiiriiriiiiriietesesert ettt — 11.1
Decrease (Increase) in RECEIVADIES ........cccoiririiriiniriniiieccctcctete e (23.8) 29.4
Increase in INSUTance RESEIVES ......c..ccueuiiiiiiiriiiininienesestcet ettt s 177.6 16.7
Increase in Unearned PremiUmS ......ccooiiiriririiininienenestcest ettt ettt s 239 6.8
Change in INCOME TAXES......ccveruiriereieieriieiesieete st ete st ete st e e estesseesees st eneesseensesseensesseensesseesesseansenns (30.2) (16.2)
Increase in Accrued Expenses and Other Liabilities.........coeoerieriirieiinieiniiiiinenencsceese e 2.0 27.1
(011113 N L1 SRR 9.6 29.6
Net Cash Provided by Operating ACHVILIES. ......cceruertirieririirierienieteteteteiteie ettt sttt sae b e neenees 170.5 167.6
Investing Activities:
Sales, Paydowns and Maturities of Fixed Maturities..........ccoeeererierieeieniieieeeeie e 422.4 538.5
Purchases Of FIXed MatUITLIESs ........ccvieiuieeiiiitieeieeiee e eeteesteesteeeaeeteeeaeeteeseseeseeseseeseessseenseassseenseess (539.8) (518.1)
Sales Of EQUILY SECUITHIES ... ccueiuieiietietietiee ettt ettt ettt e e st e e eseeeesneenaeeneenseeneenneas 107.2 207.4
Purchases Of EQUILY SECUITHIES .....evueeiuiriieiieieiieieeic ettt e st esne et eneeneeees (64.8) (121.0)
Return of Investment of Equity Method Limited Liability Investments............ccccoecerveieneeneneeennne. 22.6 30.3
Acquisitions of Equity Method Limited Liability Investments ...........ccccoecverieierieiinieeseeceeeee (20.2) (21.9)
Sales of Fair Value Option INVESTMENLS.........ceevuieiirieiiiieie ettt nneas 50.5 —
Purchases of Fair Value Option INVESTMENLS. ........cc.eeiiirieiiirieie et (16.0) (111.0)
Decrease (Increase) in Short-term INVESTMENES ..........c.eeeviiiiiiiieeieeiecie et seeeree s (68.5) 64.7
Improvements of Investment Real EState...........ccoociiiiiiiiiiiiiicieeeee e (1.8) (1.1)
Sales of Investment Real EState ..........coeiiiieiiiieeiiec e 7.5 —
Increase in Other INVESTMENTS .......ccuiiiiieiieeiiccieeie ettt et e e be e e e beebeesabeesbaesaseesaessseenns (3.4) 2.1)
Purchases of Corporate-owned Life INSUTANCE ..........ceoveiiiriieiiiiere e (7.5) (7.5)
AcqUISItION OF SOTIWATE .....oeiiiiieieieeee ettt ettt ettt s ne e e eees (8.8) (7.4)
Acquisition of Business, Net of Cash ACQUITEd.........ccooeeiirieiiiiee e — (57.6)
OBNET, INEL....eiiiiieceiecteeee ettt e et e et e et e st e e be e beeeabe e teessbeessaeesseesssaesseenseessseenseesssaessaessseesseasnseenns (2.0) (2.8)
Net Cash Used by INVESTING ACHIVITIES .....eeuveiveeieriieiietieieeienie et eee st te st eee st et et esteeneesaeeneesneeneeenes (122.6) (9.6)
Financing Activities:
Net Proceeds from ISSUANCES O DEDL ......ccueiiiiiiiiiiiieiccieeeee e 10.0 288.8
Repayments Of DEDE........c.ooiiiiiiieeee et ettt ettt et sne et e ne e ene (10.0) (300.3)
Common StOCK REPUICHASES.........c.eeriireieiieiee ettt ettt et ae e e ne e sneas (3.8) 41.2)
Dividends and Dividend Equivalents Paid..........ccoocoooiiiiiiiioiiieeseeeeeeeee e (36.9) (37.3)
Cash EXercise Of StOCK OPtiONS ......ccueeiirieierieeieeeeie sttt ettt ettt et see et e seesaeeseeeneesseeneenneas 1.2 2.1
(011115 N [ SRSt 1.0 0.9
Net Cash Used by Financing ACtIVITIES ........eiueeueriieiieiieie ettt ettt sttt e e eneeseeeeeenes (38.5) (87.0)
INCIEASE 1N CASN ...ttt ettt ettt et e et et e s et et e s et e nae e st enteeneenteeneeneene 9.4 71.0
Cash, BegINNING Of YEAT.......cccuiiieiieieie ettt ettt et ettt et seeete s et e e e s neenteeseenseeneeneens 161.7 76.1
CaSh, ENA OF PEIIOM ...ttt e et e et e e et e e et e e s eaee e s eaeessaeeesenaeeseans 3 171.1  $ 147.1

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



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

Note 1 - Basis of Presentation

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

On April 30, 2015, Kemper acquired 100% of the outstanding common stock of Alliance United Group and its wholly-owned
subsidiaries, Alliance United Insurance Company and Alliance United Insurance Services (individually and collectively
referred to herein as “Alliance United”) in a cash transaction. The results of Alliance United are included in the Condensed
Consolidated Financial Statements from the date of acquisition and are reported in the Company’s Property & Casualty
Insurance segment.

Effective January 1, 2016, the Company changed its method for estimating the interest and service cost components of expense
recognized for its pension and other postretirement employee benefit plans. As a result, the Company elected to use a full yield
curve approach to estimate these components of benefit cost by applying the specific spot rates along the yield curve used in
the determination of the benefit obligation to the relevant projected cash flows. Prior to 2016, the interest and service cost
components were estimated using a single weighted-average discount rate derived from the yield curve used to measure the
projected benefit obligation or accumulated postretirement benefit obligation, as relevant, at the beginning of the period. The
change provides a more precise measurement of interest and service costs by improving the correlation between projected
benefit cash flows to the corresponding spot yield curve rates. The Company has accounted for this change as a change in
accounting estimate that is inseparable from a change in accounting principle and, accordingly, recognized the effect
prospectively in 2016. The change in method for estimating the interest and service cost components decreased pension
expense for the nine months ended September 30, 2016 by approximately $2.7 million, but had no impact on the measurement
of benefit obligations.

Insurance Reserves for life insurance products are comprised of reserves for future policy benefits plus an estimate of the
Company’s liability for unpaid life insurance claims and claims adjustment expenses, which includes an estimate for incurred
but not reported (“IBNR”) life insurance claims. Prior to the third quarter of 2016, except when required by applicable law, the
Company did not utilize the database of reported deaths maintained by the Social Security Administration or any other
comparable database (a “Death Master File” or “DMF”) in its operations, including to determine its IBNR liability for life
insurance products. Instead of using such a database, the Company calculated its IBNR liability for life insurance products
using Company-specific historical information, which included analyzing average paid claims and the average lag between date
of death and the date reported to the Company for claims for which due proof of death had been provided. In the third quarter
of 2016, the Company initiated a voluntary enhancement of its claims handling procedures for its life insurance policies. The
Company is now utilizing a DMF to identify potential situations where the Company has yet to be notified of an insured’s death
and, as appropriate, initiating an outreach process to identify and contact beneficiaries and settle claims. Policyholders’ Benefits
and Incurred Losses and Loss Adjustment Expenses for both the nine and three months ended September 30, 2016 include a
pre-tax charge of $77.8 million to recognize the impact of using a DMF in the Company’s operations, including to determine its
IBNR liability for unpaid claims and claims adjustment expenses for life insurance products.

Certain financial information that is normally included in annual financial statements, including certain financial statement
footnote disclosures, prepared in accordance with accounting principles generally accepted in the United States of America
(“GAAP”) is not required by the rules and regulations of the SEC for interim financial reporting and has been condensed or
omitted. In the opinion of the Company’s management, the Condensed Consolidated Financial Statements include all
adjustments necessary for a fair presentation. The preparation of interim financial statements relies heavily on estimates. This
factor and other factors, such as the seasonal nature of some portions of the insurance business, as well as market conditions,
call for caution in drawing specific conclusions from interim results. The accompanying Condensed Consolidated Financial
Statements should be read in conjunction with the Company’s Consolidated Financial Statements and related notes included in
the 2015 Annual Report.

Adoption of New Accounting Guidance

In February 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) 2015-02,
Consolidation (Topic 810): Amendments to the Consolidation Analysis. The amendments in ASU 2015-02 affect reporting
entities that are required to evaluate whether they should consolidate certain legal entities. All legal entities are subject to
reevaluation under the revised consolidation model. Specifically, the amendments modify the evaluation of whether limited
partnerships and similar legal entities are variable interest entities (“VIEs”) or voting interest entities while also eliminating the
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 1 - Basis of Presentation (continued)

presumption that a general partner should consolidate a limited partnership. ASU 2015-02 may also affect the consolidation
analysis of reporting entities that are involved with VIEs, particularly those that have fee arrangements and related party
relationships. The Company's adoption and initial application as of January 1, 2016 resulted in no changes to the legal entities
that the Company consolidates.

In May 2015, the FASB issued ASU 2015-07 Fair Value Measurement (Topic 820), Disclosures for Investments in Certain
Entities That Calculate Net Asset Value per Share (or Its Equivalent). ASU 2015-07 removes the requirement to categorize
within the fair value hierarchy all investments for which fair value is measured using the net asset value per share practical
expedient. The amendments also remove the requirement to make certain disclosures for all investments that are eligible to be
measured at fair value using the net asset value per share practical expedient. Rather, those disclosures are limited to
investments for which the entity has elected to measure the fair value using that practical expedient. The Company adopted
ASU 2015-07 in the first quarter of 2016 and applied its provisions on a retrospective basis. Except for the change in disclosure
requirements, adoption of ASU 2015-07 did not impact the Company’s financial statements. The presentation of certain prior
year amounts and disclosures have been reclassified to conform to the presentation for the current year.

In May 2015, the FASB issued ASU 2015-09, Financial Services—Insurance (Topic 944): Disclosures about Short-Duration
Contracts. ASU 2015-09 requires insurers to provide additional disclosures about short-duration insurance contracts, focusing
particularly on the liability for unpaid claims and claim adjustment expenses. Insurers will be required to disclose tables
showing incurred and paid claims development information by accident year for the number of years that claims typically
remain outstanding, although not to exceed ten years, as well as a reconciliation of this information to the balance sheet.
Additional disclosures will also be required on the total of IBNR liabilities plus expected development on reported claims,
reserving methodologies, quantitative information about claim frequency, qualitative description of the methodologies used for
determining claim frequency and average annual percentage payout of incurred claims by age. ASU 2015-09 is effective for
annual periods beginning after December 31, 2015 and interim periods within annual periods beginning after December 15,
2016. Except for the additional disclosure requirements, adoption of ASU 2015-09 will not impact the Company’s financial
statements.

In January 2016, the FASB issued ASU 2016-01, Financial Instruments—Overall (Subtopic 825-10): Recognition and
Measurement of Financial Assets and Financial Liabilities. ASU 2016-01 addresses certain aspects of recognition,
measurement, presentation and disclosure of financial instruments. Most significantly, ASU 2016-01 requires companies to
measure equity investments (except those accounted for under the equity method of accounting or those that result in
consolidation of the investee) at fair value with changes in fair value recognized in net income. However, an entity may choose
to measure equity investments that do not have readily-determinable fair values at cost minus impairment, if any, plus or minus
changes resulting from observable price changes in orderly transactions for the identical or a similar investment of the same
issuer. ASU 2016-01 also simplifies the impairment assessment of equity investments without readily-determinable fair values
by requiring a qualitative assessment to identify impairment. When a qualitative assessment indicates that impairment exists, an
entity is required to measure the investment at fair value.

ASU 2016-01 is effective for fiscal years beginning after December 15, 2017, including interim periods within those fiscal
years. The Company currently records its Investments in Equity Securities at fair value with net unrealized appreciation or
depreciation reported in Accumulated Other Comprehensive Income (“AOCI”) in Shareholders’ Equity. The Company’s
Investments in Equity Securities include securities with readily-determinable fair values and securities without readily-
determinable fair values. Until the Company adopts ASU 2016-01 and makes its elections for Investments in Equity Securities
that do not have readily-determinable fair values, it cannot determine the impact of the adoption on its consolidated balance
sheet. Subsequent to adoption, ASU 2016-01 is expected to cause increased volatility in the Company’s Consolidated
Statements of Operations.

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), by amending the Accounting Standards

Codification and creating a new topic on accounting for leases. ASU 2016-02 introduces a lessee model that requires most
leases to be reported on the balance sheet of a lessee. ASU 2016-02 also aligns many of the underlying principles of the new
lessor model with those in ASC 606, the FASB’s new revenue recognition standard (e.g., those related to evaluating when profit
can be recognized). Furthermore, ASU 2016-02 addresses other concerns related to the current leases model. For example, ASU
2016-02 eliminates the requirement in current GAAP for an entity to use bright-line tests in determining lease classification.
ASU 2016-02 also requires lessors to increase the transparency of their exposure to changes in value of their residual assets and
how they manage that exposure. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018 and interim



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

Note 1 - Basis of Presentation (continued)

periods within those years with early adoption permitted. The Company is currently evaluating the impact of this guidance on
its financial statements.

In March 2016, the FASB issued ASU 2016-09, Compensation—Stock Compensation (Topic 718), which simplifies several
aspects of the accounting for share-based payment transactions, including the accounting for income taxes, forfeitures and
statutory tax withholding requirements, as well as classification in the statement of cash flows. ASU 2016-09 is effective for
annual periods beginning after December 15, 2016, and interim periods within those annual periods with early adoption
permitted. The Company does not anticipate adoption to have a material impact on its financial statements.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments. ASU 2016-13 replaces the incurred loss impairment methodology in current GAAP with a
methodology that utilizes expected credit losses to provide for an allowance for credit losses for financial instruments and
requires consideration of a broader range of reasonable and supportable information to inform credit loss estimates. The
amendments in this ASU require a financial asset (or a group of financial assets) measured at amortized cost basis to be
presented at the net amount expected to be collected. The allowance for credit losses is a valuation account that is deducted
from the amortized cost basis of the financial asset(s) to present the net carrying value at the amount expected to be collected
on the financial asset. The income statement includes the measurement of credit losses for newly recognized financial assets, as
well as the expected increases or decreases of expected credit losses that have taken place during the period. Credit losses on
available-for-sale debt securities are measured in a manner similar to current GAAP, although the ASU requires that they be
presented as an allowance rather than as a write-down. In situations where the estimate of credit loss on an available-for-sale
debt security declines, entities will be able to record the reversal to income in the current period, which GAAP currently
prohibits. ASU 2016-13 is effective for annual periods beginning after December 15, 2019, and interim periods within those
annual periods with early adoption permitted for fiscal years beginning after December 31, 2018 and interim periods within
such year. The Company is currently evaluating the impact of this guidance on its financial statements.

The Company has adopted all other recently issued accounting pronouncements with effective dates prior to October 1, 2016.
There were no adoptions of such accounting pronouncements in 2015 or during the nine months ended September 30, 2016 that
had a material impact on the Company’s Condensed Consolidated Financial Statements. With the possible exceptions of ASU
2015-09, Financial Services—Insurance (Topic 944): Disclosures about Short-Duration Contracts, ASU 2016-01, Financial
Instruments—OQOverall (Subtopic 825-10): Recognition and Measurement of Financial Assets and Financial Liabilities, ASU
2016-02, Leases (Topic 842) and ASU 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit
Losses on Financial Instruments, the Company does not expect the adoption of all other recently issued accounting
pronouncements with effective dates after September 30, 2016 to have a material impact on the Company’s financial statements
and/or disclosures.



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

Note 2 - Investments

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at September 30, 2016 were:

Gross Unrealized

Amortized

(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities.................. $§ 2774 % 332§ (03) $ 3103
States and Political SUbAIVISIONS ..........coouiviieuiiiiiiieieeeee e 1,503.2 159.7 0.3) 1,662.6
Foreign GOVEINMENLS............ccuerrieriereeierieiesiesieeesesieesesseeseeseessessnessesnnas 3.5 0.1 — 3.6
Corporate Securities:

Bonds and NOTES .......evveiieiieiiieee ettt ee et e e eeeeeseraeeeeenas 2,770.7 311.8 (13.2) 3,069.3

Redeemable Preferred Stocks ........cocvvivvieiiiieiiiieeceeeceeeceee s 0.8 0.1 — 0.9

Collateralized Loan Obligations ............c.ecervereerieerieseenieseerieseesienenens 121.1 1.9 (1.6) 121.4

Other Mortgage- and Asset-backed...........ccocoeevviiieviiieiiiiceceeen, 0.9 1.1 — 2.0
Investments 1IN Fixed Maturiti€S........ooevveeeiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeneeeeeenan $ 46776 $ 5079 $ (15.4) $§ 5,170.1

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2015 were:

Gross Unrealized

Amortized
(Dollars in Millions) Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities.................. $ 2980 $ 262 $ (3.6) $ 3206
States and Political SUDAIVISIONS .........c.ccceevvieieriieieriieieie e 1,513.7 111.6 2.7 1,622.6
Corporate Securities:
Bonds and NOES ........cveeiuiiiiiieieccee ettt et e 2,651.5 202.0 (40.7) 2,812.8
Redeemable Preferred StoCKS ........cvevieviiiieiciicieeceeeceeeeee, 3.7 0.1 — 3.8
Collateralized Loan Obligations ..............cceeeeriereerieieenieseenieseesseeenens 90.0 0.3 3.0 87.3
Other Mortgage- and Asset-backed...........c.cooeeeviiieviiieciiiccececie, 3.8 1.4 — 52
Investments in Fixed Maturities. ...........cccoovvivevieeeeeeeeeeeeeeeeeeeeeeeeene $ 45607 $ 3416 $ (50.0) $ 48523

Other Receivables included unsettled sales of Investments in Fixed Maturities of $0.1 million at September 30, 2016. There
were no unsettled sales of Investments in Fixed Maturities at December 31, 2015. Accrued Expenses and Other Liabilities
included unsettled purchases of Investments in Fixed Maturities of $18.8 million and $5.6 million at September 30, 2016 and
December 31, 2015, respectively.

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at September 30, 2016 by
contractual maturity were:

Amortized

(Dollars in Millions) Cost Fair Value

DUE I ONE Y QAT OF LESS ..viuviviiieieiieietieeetitet ettt ettt ettt ettt s se et e e s ess et e e et easesessetensesensese s essesens $ 664 $ 67.7
Due after One Year t0 FIVE YOaIS.....cuciiiiiiiieiieeiieciieete ettt e seveeve e eeteessaeesbaesaseesseesssaensaessneas 921.0 960.3
Due after Five Years t0 TN Y aIS.......coouiiiiieie et eeee et eeareeeenneeeeneeean 1,530.1 1,641.1
DI TN A< N U A=V PR 1,921.8 2,253.3
Mortgage- and Asset-backed Securities Not Due at a Single Maturity Date..........ccccooceievinincennenne. 2383 247.7
Investments 1N FIXed MAatUITTES ........ccvviviiiieeiee ettt ettt ettt e s e v e sae e e e enseereenseeneenns $ 46776 $ 5,170.1

The expected maturities of the Company’s Investments in Fixed Maturities may differ from the contractual maturities because
issuers may have the right to call or prepay obligations with or without call or prepayment penalties. Investments in Mortgage-
and Asset-backed Securities Not Due at a Single Maturity Date at September 30, 2016 consisted of securities issued by the
Government National Mortgage Association with a fair value of $104.0 million, securities issued by the Federal National
Mortgage Association with a fair value of $15.0 million, securities issued by the Federal Home Loan Mortgage Corporation
with a fair value of $5.3 million and securities of other non-governmental issuers with a fair value of $123.4 million.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at September 30, 2016
were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real Estate............ccccooveeeieiirevieeieeieeeenne, $ 79.1 $ 47 % 0.8) $ 83.0
Other INAUSEIIES ....c.veevieiieiieieiceiete ettt ae e eeaens 21.1 4.8 0.4) 25.5
Common Stocks:
Finance, Insurance and Real EState.............ccccoovvuieeeiiiicinecicieeeeeeeee 15.5 8.8 — 24.3
Other INAUSEIIES ....c.veevieiieiieieiceiete ettt ae e eeaens 7.6 52 — 12.8
Other Equity Interests:
Exchange Traded Funds...........cccccoeieoiiniecienieeceee e 145.1 7.0 (0.8) 151.3
Limited Liability Companies and Limited Partnerships....................... 183.9 27.0 2.9 208.0
Investments in Equity SECUITLIES. .........ocovvrveverieriererieiieiereceee e $ 4523 § 575 $ 49) § 5049

Gross unrealized gains and gross unrealized losses on the Company’s Investments in Equity Securities at December 31, 2015
were:

Gross Unrealized

(Dollars in Millions) Cost Gains Losses Fair Value
Preferred Stocks:
Finance, Insurance and Real EState............ccccooveveveeeeeeceeceeeeeeee $ 80.8 § 49 $ 0.8) $ 84.9
Other INAUSEIIES ....c..eeiieiieieeieeeee e 17.1 2.7 (0.8) 19.0
Common Stocks:
Finance, Insurance and Real Estate............cccccoceniiniiiininiencnicens 18.9 53 (1.0) 23.2
Other INAUSEIIES ....c..eeeeeiieieeieeeee et 9.4 4.3 (0.2) 13.5
Other Equity Interests:
Exchange Traded Funds............cocoviiiiniiiniiniiiceccecceeee 179.7 1.1 3.7) 177.1
Limited Liability Companies and Limited Partnerships..........c..c..c...... 181.0 25.0 0.5) 205.5
Investments in EQUity SECUITHIES. ......c.civverivieirieiiieeicieeceeeeeeee e $ 4869 $ 433 § (7.0) $ 5232

Other Receivables included unsettled sales of Investments in Equity Securities of $0.3 million at September 30, 2016. There
were no unsettled sales of Investments in Equity Securities at December 31, 2015. There were no unsettled purchases of
Investments in Equity Securities at either September 30, 2016 or December 31, 2015.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at September 30, 2016
is presented below.

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in Millions) Value Losses Value Losses Value Losses
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities...................... $ 43.0 $ 0.3) $ 12 $ — 442 $ (0.3)
States and Political Subdivisions............... 38.2 0.3) 0.3 — 38.5 0.3)
Foreign Governments 0.9 — — — 0.9 —
Corporate Securities:
Bonds and Notes ........cccceceeeieieieennnene 189.8 5.7 139.3 (7.5) 329.1 (13.2)
Collateralized Loan Obligations ........... 23.0 0.9 23.8 0.7 46.8 (1.6)
Other Mortgage- and Asset-backed....... — — 0.2 — 0.2 —
Total Fixed Maturities............ccecervevennne. 294.9 (7.2) 164.8 8.2) 459.7 (15.4)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... 15.1 (0.6) 7.5 0.2) 22.6 (0.8)
Other Industries..........cccoeevevreecreennnenne. 8.3 0.4) — — 8.3 0.4)
Common Stocks:
Other Industries..........ccoccevveeverierennnnne. 0.5 — 0.5 — 1.0 —
Other Equity Interests:
Exchange Traded Funds........................ — — 19.2 (0.8) 19.2 (0.8)
Limited Liability Companies and
Limited Partnerships............c.c......... 46.7 (2.9) — — 46.7 (2.9)
Total Equity Securities...........cccoeeevveereevenene. 70.6 3.9 27.2 (1.0) 97.8 4.9
Total.ceeeeeee $§ 3655 $ (11.1) $ 1920 $ 92 $ 5575 $ (20.3)

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

Unrealized losses on fixed maturities, which the Company has determined to be temporary at September 30, 2016, were $15.4
million, of which $8.2 million was related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were no unrealized losses at September 30, 2016 related to securities for which the Company has recognized credit losses
in earnings in the preceding table under the heading “Less Than 12 Months.” There were no unrealized losses at September 30,
2016 related to securities for which the Company has recognized credit losses in earnings in the preceding table under the
heading “12 Months or Longer.” Investment-grade fixed maturity investments comprised $2.1 million, and below-investment-
grade fixed maturity investments comprised $13.3 million of the unrealized losses on investments in fixed maturities at
September 30, 2016. For below-investment-grade fixed maturity investments in an unrealized loss position, the unrealized loss
amount, on average, was approximately 5% of the amortized cost basis of the investment. At September 30, 2016, the Company
did not have the intent to sell these investments and it was not more likely than not that the Company would be required to sell
these investments before it recovered the amortized cost of such investments, which may be at maturity. Based on the
Company’s evaluation at September 30, 2016 of the prospects of the issuers, including, but not limited to, the credit ratings of
the issuers of the investments in the fixed maturities, and the Company’s intention to not sell and its determination that it would
not be required to sell before it recovered the amortized cost of such investments, the Company concluded that the declines in
the fair values of the Company’s investments in fixed maturities presented in the preceding table were temporary at the
evaluation date.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

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

*  The financial condition and prospects of the issuer;

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

*  The volatility of the investment;

*  Analysts’ recommendations and near-term price targets;

*  Opinions of the Company’s external investment managers;

*  Market liquidity;

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

*  The Company’s intention to sell or ability to hold an investment until recovery.

With respect to Investments in Equity Securities, the Company concluded that the unrealized losses on its investments in
preferred and common stocks at September 30, 2016 were temporary based on various factors, including the relative short
length and magnitude of the losses and overall market volatility. The Company’s investments in other equity interests include
investments in limited liability companies and limited partnerships that primarily invest in mezzanine debt, distressed debt and
secondary transactions. By the nature of their underlying investments, the Company believes that some of its investments in the
limited liability companies and limited partnerships exhibit debt-like characteristics which, among other factors, the Company
also considers when evaluating these investments for impairment. Based on evaluations of the factors in the preceding
paragraph, the Company concluded that the declines in the fair values of the Company’s investments in equity securities
presented in the preceding table were temporary at September 30, 2016.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities and Equity Securities at December 31, 2015 is
presented below.

Less Than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
(Dollars in Millions) Value Losses Value Losses Value Losses
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities...................... $ 566 § (1.6) $ 24.1 $ (2.0) $ 80.7 § (3.6)
States and Political Subdivisions............... 131.0 (2.6) 0.9 0.1 131.9 2.7
Corporate Securities:
Bonds and Notes .........ccccevveeverieiennnnne. 783.8 (26.0) 133.6 (14.7) 917.4 (40.7)
Collateralized Loan Obligations ........... 57.4 2.9 0.8 0.1 58.2 3.0)
Other Mortgage- and Asset-backed....... — — 0.3 — 0.3 —
Total Fixed Maturities..........ccccoeveereereenennne. 1,028.8 (33.1) 159.7 (16.9) 1,188.5 (50.0)
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate....... 2.7 — 12.3 (0.8) 15.0 (0.8)
Other Industries.........ccccceeveeveereenennene. 7.3 (0.8) — — 7.3 (0.8)
Common Stocks:
Finance, Insurance and Real Estate....... 16.3 (1.0) — — 16.3 (1.0)
Other Industries..........cccoeevevreecreennnenne. 2.8 (0.2) — — 2.8 (0.2)
Other Equity Interests:
Exchange Traded Funds........................ 135.2 3.7 — — 135.2 3.7
Limited Liability Companies and
Limited Partnerships............c.c......... 2.7 (0.5) — — 2.7 (0.5)
Total Equity Securities...........cccoeeevveereevenene. 167.0 (6.2) 12.3 (0.8) 179.3 (7.0)
Total .o $§ 1,1958 § 393) § 1720 § 17.7) $ 1,367.8 § (57.0)

Unrealized losses on fixed maturities, which the Company has determined to be temporary at December 31, 2015, were $50.0
million, of which $16.9 million was related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were $0.2 million unrealized losses at December 31, 2015 related to securities for which the Company has recognized
credit losses in earnings in the preceding table under the heading “Less Than 12 Months.” There were no unrealized losses at
December 31, 2015 related to securities for which the Company has recognized credit losses in earnings in the preceding table
under the heading “12 Months or Longer.” Investment-grade fixed maturity investments comprised $33.5 million and below-
investment-grade fixed maturity investments comprised $16.5 million of the unrealized losses on investments in fixed
maturities at December 31, 2015. For below-investment-grade fixed maturity investments in an unrealized loss position, the
unrealized loss amount, on average, was approximately 8% of the amortized cost basis of the investment. At December 31,
2015, the Company did not have the intent to sell these investments, and it was not more likely than not that the Company
would be required to sell these investments before recovery of its amortized cost basis, which may be at maturity. Based on the
Company’s evaluation at December 31, 2015 of the prospects of the issuers, including, but not limited to, the credit ratings of
the issuers of the investments in the fixed maturities, and the Company’s intention to not sell and its determination that it would
not be required to sell before recovery of the amortized cost of such investments, the Company concluded that the declines in
the fair values of the Company’s investments in fixed maturities presented in the preceding table were temporary at the
evaluation date.

With respect to Investments in Equity Securities, the Company concluded that the unrealized losses on its investments at
December 31, 2015 were temporary based on various factors, including the relative short length and magnitude of the losses
and overall market volatility, as well as, the debt-like characteristics of investments in certain other equity interests.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 2 - Investments (continued)

The following table sets forth the pre-tax amount of other than temporary impairment (“OTTI”) credit losses recognized in
Retained Earnings for Investments in Fixed Maturities held by the Company as of the beginning and end of the periods
presented for which a portion of the OTTI loss related to factors other than credit has been recognized in AOCI, and the
corresponding changes in such amounts.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Cumulative Balance of Pre-tax Credit Losses Recognized in Retained
Earnings at Beginning of Period ...........cccccoevevieniiniieniicieececeeeeee e $ 51 % 53 % 42 % 53
Pre-tax Credit Losses on Fixed Maturities without Pre-tax Credit Losses
Included in Cumulative Balance at Beginning of Period.............ccccoevvenneen. 2.7 — — —
Reductions for Change in Impairment Status:
From Status of Credit Loss to Status of Intent-to-sell or Required-to-sell ... (6.3) — 2.7 —
Cumulative Balance of Pre-tax Credit Losses Recognized in Retained
Earnings at End of Period...........cccooviioiiuioiiiieeceeeeeeeeeeee e $ 15 § 53 8§ 15 § 5.3

Gross gains and losses on sales of investments in fixed maturities and equity securities for the nine and three months ended
September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Fixed Maturities:
GaINS ON SAIES ...ttt ettt reae $ 141 3 95 $ 27 $ 3.6
LOSSES ON SALES ...viviiiiieiciicieeetecee ettt ettt ettt et (1.1) 0.7) (0.8) 0.1)
Equity Securities:
GaINS ON SAICS ...c.viviiiiieiciiceecteceeete ettt ettt et 9.8 35.7 9.3 2.8
LLOSSES ON SALES ...ttt ettt ettt ereeeraeeaneens 0.1 (1.4) — (0.7)

Equity Method Limited Liability Investments include investments in limited liability investment companies and limited
partnerships in which the Company’s interests are not deemed minor and are accounted for under the equity method of
accounting. The Company’s investments in Equity Method Limited Liability Investments are generally of a passive nature in
that the Company does not take an active role in the management of the investment entity. The Company’s maximum exposure
to loss at September 30, 2016 is limited to the total carrying value of $181.1 million. In addition, the Company had outstanding

commitments totaling approximately $85.1 million to fund Equity Method Limited Liability Investments at September 30,
2016.

The carrying values of the Company’s Other Investments at September 30, 2016 and December 31, 2015 were:

Sep 30, Dec 31,
(Dollars in Millions) 2016 2015
Loans to Policyholders at Unpaid PrincCipal..........ccccooieieiriiiiieiie et $§ 2919 § 2884
Real Estate at Depreciated COSt ......c.oiiiiieiierieiieieeieieeieie ettt et e ste e e steesaeseeesesssesseessesseensesseensesseensesnes 141.5 149.8
Trading Securities at Fair ValUEC.........ccoccviiieiiiiieieiieiceeteetete ettt et essesae e s ens 5.2 4.7
L7343 SRRSOt 0.2 0.3
TOLAL ..ttt et b bbbttt ettt ea bt bt bt bbb et benaen $ 4388 § 4432
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 3 - Property and Casualty Insurance Reserves

Property and casualty insurance reserve activity for the nine months ended September 30, 2016 and 2015 was:

Nine Months Ended

Sep 30, Sep 30,
(Dollars in Millions) 2016 2015
Property and Casualty Insurance Reserves:
Gross of Reinsurance and Indemnification at Beginning of Year..........cccoceveviiiininnninicncncnenn § 8628 § 7339
Less Reinsurance and Indemnification Recoverables at Beginning of Year............ccccoeeveeveeiennennn. 52.0 54.9
Property and Casualty Insurance Reserves - Net of Reinsurance and Indemnification at Beginning
18] =T TSRS 810.8 679.0
Property and Casualty Insurance Reserves Acquired, Net of Reinsurance and Indemnification......... — 1254
Incurred Losses and LAE Related to:
Current Year:
CoNtiNUING OPCIATIONS. ....cveevievietierieeteeeeeteeeeeteeteeteetesteessesteessesteessessseseesseseesseseessesseessesseeseas 1,031.1 795.1
Prior Years:
CoNtiNUING OPCIATIONS. ....cveevieeierietieeteeteeteeteeteete st etesteestesteesesssessesssesessseseessesseessesseessesseeseas (17.7) (12.8)
DiscontinUed OPEIAtIONS ........cccvervieieriieiertiertesteestesteesseseetesseessesseessesseessesssessesseessesssessesssessessees 3.3) 3.5
Total Incurred Losses and LAE Related to Prior Years.........cccoeveviieieciiieccie e (21.0) (16.3)
Total Incurred LoSSeS and LAE..........oooo oottt et e et e e s e et e e s eseaaaeeeessenaeees 1,010.1 778.8
Paid Losses and LAE Related to:
Current Year:
CoNtINUING OPCIATIONS. ....cveevieeierietieeteeeeeteeteeteete et eetesteessesteesesseessesssesressseseessesseessesseensesseeseas 583.2 483.9
Prior Years:
CoNtiNUING OPCIATIONS. ....eveevievietietieereeeeeteeteeteeteeteetesteessesteesesseessessseseesseseesseseessesseessesseeseas 360.8 2954
DiscontinUed OPEIAtIONS ........ccvervieierrieiertiesterteestesseesseseetesseesesseesesseessesssessesseessesssessesssesseesees 53 59
Total Paid Losses and LAE Related to Prior Years..........ccocveiririeineriisiesieseeeeeeeeee e 366.1 301.3
Total Paid Losses and LAE..........cocooiiiiiiie ettt 949.3 785.2
Property and Casualty Insurance Reserves - Net of Reinsurance and Indemnification at End of
PRITOM ...ttt ettt et b e bt bbbttt et e st ent et ene bt bt erea 871.6 798.0
Plus Reinsurance and Indemnification Recoverables at End of Period...........cccooevieieieieieinincnne, 49.1 54.9
Property and Casualty Insurance Reserves - Gross of Reinsurance and Indemnification at End of

PEIIOM ... ettt ettt ettt ettt et e et e et e eat et e e at e et ent e et e eteeatetesatete et enaeernen $ 9207 $ 8529

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

For the nine months ended September 30, 2016, the Company reduced its property and casualty insurance reserves by $21.0
million to recognize favorable development of loss and LAE reserves from prior accident years. Personal lines insurance loss
and LAE reserves developed favorably by $17.7 million, and commercial lines insurance loss and LAE reserves developed
favorably by $3.3 million. The commercial lines insurance loss and LAE reserve development included no development from
continuing operations and favorable development of $3.3 million from discontinued operations. Personal automobile insurance
loss and LAE reserves developed adversely by $7.3 million due primarily to the emergence of loss patterns that were worse
than expected for liability insurance for the 2015 accident year. Homeowners insurance loss and LAE reserves developed
favorably by $18.1 million due primarily to $14.3 million of favorable development on catastrophes primarily for the 2015 and
2014 accident years. Other personal lines loss and LAE reserves developed favorably by $6.9 million due primarily to the
emergence of more favorable loss patterns than expected for the 2015, 2014, 2013 and 2012 accident years.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 3 - Property and Casualty Insurance Reserves (continued)

For the nine months ended September 30, 2015, the Company reduced its property and casualty insurance reserves by $16.3
million to recognize favorable development of loss and LAE reserves from prior accident years. Personal lines insurance loss
and LAE reserves developed favorably by $13.5 million, and commercial lines insurance loss and LAE reserves developed
favorably by $2.8 million. The commercial lines insurance loss and LAE reserve development included adverse development of
$0.7 million from continuing operations and favorable development of $3.5 million from discontinued operations. Personal
automobile insurance loss and LAE reserves developed favorably by $5.6 million, homeowners insurance loss and LAE
reserves developed favorably by $8.8 million, and other personal lines loss and LAE reserves developed adversely by $0.9
million. Personal lines insurance loss and LAE reserves developed favorably due primarily to the emergence of more favorable
loss patterns than expected for the 2013, 2012 and 2011 accident years, partially offset by the emergence of loss patterns that
were worse than expected for the 2014 accident year.

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

Note 4 - Debt

The amortized cost of debt outstanding at September 30, 2016 and December 31, 2015 was:

Sep 30, Dec 31,
(Dollars in Millions) 2016 2015
Senior Notes:
6.00% Senior Notes due May 15, 2017 .......ccooiiiiioiieiiiieiieeieeeeeie ettt sv et s sn e eneas § 3596 § 359.1
4.35% Senior Notes due February 15, 2025.........coiiiiiiiiiiieeceeeeeeeee ettt e sve e 247.6 247.4
7.375% Subordinated Debentures due February 27, 2054 ........coovovieeieniieiiieeieeeeie e 144.1 144.1
Total Debt OULSTANAING.........ocveieeeeeeeeeeeeeeeee ettt ettt ettt ete e et et et e ese e e s eneeneeneeneeneens $§ 7513 § 750.6

There were no outstanding borrowings at either September 30, 2016 or December 31, 2015 under Kemper’s $225.0 million,
unsecured, revolving credit agreement which expires June 2, 2020.

Kemper’s subsidiaries, Trinity Universal Insurance Company (“Trinity””) and United Insurance Company of America (“United
Insurance”), are members of the Federal Home Loan Bank (“FHLB”) of Dallas and Chicago, respectively. During the first nine
months of 2016 and 2015, Trinity borrowed and repaid $10.0 million and $20.5 million, respectively, under its agreement with
the FHLB of Dallas. During the first nine months of 2015, United Insurance borrowed and repaid $21.0 million under its
agreement with the FHLB of Chicago. There were no advances from the FHLB of Dallas or Chicago outstanding at either
September 30, 2016 or December 31, 2015.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 4 - Debt (Continued)

Interest Expense, including facility fees, accretion of discount and amortization of issuance costs, for the nine and three months
ended September 30, 2016 and 2015 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Notes Payable under Revolving Credit Agreement.............cccoeeveueeueeereeerennann. $ 06 $ 06 $ 02 $ 0.2
Federal Home Loan Bank of Dallas............ccooceeeiiniiiiniiieieeeeeeeeee — — — —
Federal Home Loan Bank of Chicago ..........ccccccevuieiiiiiiieiieiecieeeeeeereeeene — — — —
Senior Notes Payable:
6.00% Senior Notes due November 30, 2015 .......coooviiviiiiiiiiieeeeeee e — 3.7 — —
6.00% Senior Notes due May 15, 2017 .....c.ccevieieiiiinieiiiieeieeeereseeeeseeaenas 16.7 16.7 5.6 5.6
4.35% Senior Notes due February 15, 2025.........cccooieiivieienieieeeeeeeee 8.3 6.7 2.7 2.8
7.375% Subordinated Debentures due February 27, 2054 ........ccocooevvenennennen. 8.3 8.3 2.8 2.8
Interest Expense before Capitalization of Interest...........c.cceeevevieeiieeeniineenenne 33.9 36.0 11.3 11.4
Capitalization Of INTETeSt..........ccuirieriieieie et 0.5) (0.6) 0.2) 0.1)
Total INtereSt EXPENSE. ......cuvivieieieeieieeetieeeteee ettt eneaeas $ 334 $§ 354 % 11.1 $§ 113

Interest paid, including facility fees, for the nine and three months ended September 30, 2016 and 2015 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Notes Payable under Revolving Credit Agreement...............ccocoeeveeeeeeereerennnn. $ 05 § 1.3 % 02 3% 0.2
Federal Home Loan Bank of Dallas............cccccoeeeiviiiiniiieniciececececeeeeeene — — — —
Federal Home Loan Bank of Chicago ..........ccccccuevieiiirieiiiieiecieeeeeeeeveenne — — — —
Senior Notes Payable:
6.00% Senior Notes due November 30, 2015 ......oooooiiiiiiiiiieeeeeeeeeeeeeeeeeae — 4.8 — —
6.00% Senior Notes due May 15, 2017 .....cccovevevieiinieieeeee e 10.8 10.8 — —
4.35% Senior Notes due February 15, 2025.........cccoovveiiiieieiieieeeeeeveee 10.9 5.2 5.5 5.2
7.375% Subordinated Debentures due February 27, 2054 .........ccceevevevvennnnne. 8.3 8.3 2.8 2.8
Total INterest Paid........cceveveeeeeeeeeieeeeeeee ettt $ 305 $ 304 $ 85 § 8.2
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note S - Income (Loss) from Continuing Operations Per Unrestricted Share

The Company’s awards of restricted stock contain rights to receive non-forfeitable dividends and participate in the
undistributed earnings with common shareholders. The Company’s awards of restricted stock units and deferred stock units
also contain rights to receive non-forfeitable dividend equivalents and participate in the undistributed earnings with common
shareholders. Accordingly, the Company is required to apply the two-class method of computing basic and diluted earnings per
share. A reconciliation of the numerator and denominator used in the calculation of Basic Income (Loss) from Continuing
Operations Per Unrestricted Share and Diluted Income (Loss) from Continuing Operations Per Unrestricted Share for the nine
and three months ended September 30, 2016 and 2015 is presented below.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2016 2015 2016 2015
(Dollars in Millions)
Income (Loss) from Continuing Operations..............cccceeeeveeeeeeereeeeeeeeereenenns $ (164) $§ 789 § (183) § 38.0
Less Income (Loss) from Continuing Operations Attributed to Participating
AWATAS. ..ottt ettt ettt st ettt se et teebeebe b e benentan (0.3) 0.3 (0.1) 0.2
Income (Loss) from Continuing Operations Attributed to Unrestricted Shares (16.1) 78.6 (18.2) 37.8
Dilutive Effect on Income of Equity-based Compensation Equivalent Shares . — — — —
Diluted Income (Loss) from Continuing Operations Attributed to
UNTestricted SNATES .......ceccviiiiiiiieeiie et $ (16.1) $ 786 $ (182) § 378
(Number of Shares in Thousands) -
Weighted-average Unrestricted Shares Outstanding..............ccceeveeveeieiriniennans 51,140.6  51,737.6 51,122.5 51,6118
Equity-based Compensation Equivalent Shares ..............ccooovveevievieniesiinienenne — 78.2 — 60.2
Weighted-average Unrestricted Shares and Equivalent Shares Outstanding
ASSUMING DITUHION ...ttt 51,140.6 51,8158 51,122.5 51,672.0
(Per Unrestricted Share in Whole Dollars) -
Basic Income (Loss) from Continuing Operations Per Unrestricted Share....... $§ (©031) § 152 $§ (036) $ 0.73

Diluted Income (Loss) from Continuing Operations Per Unrestricted Share.... $ (0.31) $ 1.52 $§ (0.36) $ 0.73

The number of shares of Kemper common stock that were excluded from the calculations of Equity-based Compensation
Equivalent Shares and Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming Dilution for the
nine and three months ended September 30, 2016 and 2015 because the effect of inclusion would be anti-dilutive is presented
below.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Number of Shares in Thousands) 2016 2015 2016 2015
Equity-based Compensation Equivalent Shares ..............cccoovevveevevieeiecieecnean, 1,195.2 1,003.4 1,009.5 833.9
Weighted-average Unrestricted Shares and Equivalent Shares Outstanding
ASSUMING DITUHON ...t 1,195.2 1,003.4 1,009.5 833.9
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 6 - Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income

The components of Other Comprehensive Income (Loss) Before Income Taxes for the nine and three months ended
September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Other Comprehensive Income (Loss) Before Income Taxes:
Unrealized Holding Gains (Losses) Arising During the Period Before
Reclassification Adjustment .............c.ocveveeverieeereeeeeeeeeeeeeeeeee e $ 2159 $ (100.1) $§ (54) % 2.3
Reclassification Adjustment for Amounts Included in Net Income.............. 1.3 (30.6) 2.9 2.3)
Unrealized Holding Gains (LOSSES) .......c.ccieeeruieieiiieieiieeiecreeieere e 217.2 (130.7) (8.3) —
Foreign Currency Translation Adjustments............ccceeeveeveeniecienvecieneennenne — (1.1) — 0.3)
Net Unrecognized Postretirement Benefit Costs Arising During the Period (19.5) — — —
Reclassification Adjustments for Amounts Included in Net Income:
Curtailment Cost Recognized............cccueveeeiiiiiiieieiecieceeeceeeeeee 1.0 — — —
Amortization of Net Unrecognized Postretirement Benefit Costs........... 4.7 17.3 0.4 5.8
Total Reclassification Adjustments for Amounts Included in Net Income... 5.7 17.3 0.4 5.8
Net Unrecognized Postretirement Benefit COSts ........ccceecveviveveriiecienieennnne. (13.8) 17.3 0.4 5.8
Other Comprehensive Income (Loss) Before Income Taxes..........ccccoeevevennenen. $ 2034 $ (1145 8 (79 $ 5.5

The components of Other Comprehensive Income Tax Benefit (Expense) for the nine and three months ended September 30,
2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Other Comprehensive Income Tax Benefit (Expense):
Unrealized Holding Gains and Losses Arising During the Period Before
Reclassification Adjustment............cceecveeieienierieniene e $ (76.0) $ 356 $ 20 3 0.7)
Reclassification Adjustment for Amounts Included in Net Income.............. (0.4) 10.8 1.1 0.9
Unrealized Holding Gains and LOSSES ..........ccceevevverierienieniesieieseeiesnenns (76.4) 46.4 3.1 0.2
Foreign Currency Translation Adjustments............cccceveeveniecieneecreeeeneane — 0.4 — 0.1
Net Unrecognized Postretirement Benefit Costs Arising During the Period 6.9 — — —
Reclassification Adjustments for Amounts Included in Net Income:
Curtailment Loss Recognized ...........cccevvveeiiiieniiienieeieceeieeeeve e (0.4) — — —
Amortization of Net Unrecognized Postretirement Benefit Costs........... (1.7) (6.0) 0.2) 2.1)
Total Reclassification Adjustments for Amounts Included in Net Income... 2.1 (6.0) 0.2) 2.1
Net Unrecognized Postretirement Benefit Costs .........cccceevviiieviiiiecieeniennen, 4.8 (6.0) 0.2) 2.1
Other Comprehensive Income Tax Benefit (EXpense) ........ccoccevveeeeeieriinienenne $§ (716) § 408 § 29 $ (1.8)
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 6 - Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income (continued)

The components of AOCI at September 30, 2016 and December 31, 2015 were:

Sep 30, Dec 31,

(Dollars in Millions) 2016 2015
Net Unrealized Gains (Losses) on Investments, Net of Income Taxes:

Available for Sale Fixed Maturities with Portion of OTTI Recognized in Earnings.............c..cuo........ $ 0.1 $ 1.4

Other Net Unrealized Gains on INVEStMENTS ......c.ccveiiiriiiiiiiiiiesieseee e 353.8 211.7
Foreign Currency Translation Adjustments, Net of InCOmMe Taxes.........ccccevveviiiriecieieeceericeeeeeereeeeenene 0.7 0.7)
Net Unrecognized Postretirement Benefit Costs, Net of Income Taxes...........ccoeevevieciereeieneerieneeniennens 97.1) (88.1)
Accumulated Other Comprehensive INCOME............cuiivieiiiriiiiieiicie ettt et ere s $ 2561 § 1243

Components of AOCI were reclassified to the following lines of the Condensed Consolidated Statements of Operations for the
nine and three months ended September 30, 2016 and 2015:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Reclassification of AOCI from Net Unrealized Gains on Investments to:
Net Realized Gains on Sales of InVeStMeNnts .............ccccevevevreveeereeereeenenenn. $ 227 $ 431 § 112 § 5.6
Net Impairment Losses Recognized in Earnings ...........cccceevvevevvecvenneennnne. (24.0) (12.5) (8.3) 3.3)
Total Before INCOmME TaXES........ccveeueeevierieiiieieie ettt (1.3) 30.6 2.9 23
Income Tax Benefit (EXPENSe)........c.ccvvvveriirieniiiienieeiesieeiesieeve s seeenene 0.4 (10.8) (1.1) (0.9)
Reclassification from AOCI, Net of Income Taxes..........cccoevveereereecriereenenns (0.9) 19.8 1.8 1.4
Reclassification of AOCI from Unrecognized Postretirement Benefit Costs
to:
Interest and Other EXPenses........c..ccvevvieveriiiieniieienieeiesieeee e seeneens 5.7 (17.3) (0.4) (5.8)
Income Tax Benefit.........ccoovieiiiiiiiiiecicceeceeeee e 2.1 6.0 0.2 2.1
Reclassification from AOCI, Net of Income Taxes...........cceeeecvereecrineennenne (3.6) (11.3) 0.2) 3.7
Total Reclassification from AOCI to Net INCOme.............c.ccoeveveeeeeeereeenennn. $§ @45 3 85 § 1.6 $ (23

Note 7 - Changes in Shareholders’ Equity

Changes in Shareholders’ Equity for the nine months ended September 30, 2016 were:

Total
Shareholders’
(Dollars in Millions, Except Per Share Amounts) Equity
Shareholders’ Equity at Beginning 0f YEaL............ccocieviiiiiiiiiiieieeeeee ettt ettt ettt s eaeenis $ 19924
INEE LLOSS - ettt et e h e s h e s h e e h e e e h et et e e e n e e sae s (14.4)
Other CompPrehensive INCOME .....c..iiuiiiiiieieiee ettt sttt sttt et ettt ebeenes 131.8
Cash Dividends and Dividend Equivalents to Shareholders ($0.72 per share) ............ccccccviccinnicionncicenes (36.9)
Repurchases 0f COmMMON SEOCK.......c..iouirieriiieiiieeeiei ettt ettt sb e sttt et eaeeae it ebeenes (3.8)
Equity-based CompPensation COSE........cc.uiiiiiiiiiieie ittt ettt ettt ettt et eae e te et e steemeesaeeneesbeenteabeensesseensesseenseeseenes 4.4
Equity-based Awards, Net of Shares EXChanged.............cccoeoiviiiniiiiniiiniiiiiicccccneeneee e 0.1
Shareholders’ Equity at ENd Of PEriOq...........couiiiiiiiiiicieiii ettt ettt et b et veere e $§ 2,073.6
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Note 8 - Income Taxes

Current and Deferred Income Tax Assets at September 30, 2016 and December 31, 2015 were:

Sep 30, Dec 31,
(Dollars in Millions) 2016 2015
CUITeNt INCOME TaAX ASSCLS ..uveiiiiiiiiiiieeeeiiiee ettt eeete e e et e e e eeeta e e e e e eeaaeeeeeeeareeeeeeeatreeeeeeesreeens $ 285 $ 9.5
Deferred INCOME TaAX ASSELS ....cuuiiieeiiiieiieecteee et eeeeeee e et et e e et e e eaeeesaeeeesaaeesenseessaeeesnneeessnnnessreeeas — 31.9

Current and Deferred INCOME TaAX ASSELS .......oiiiuviiieiieiieeieeeeteeeeeeeeeeeee e st e e et e eeaeeeseaeeeseaaeeseaeeeseaeeeas $ 285 § 41.4

The components of Liabilities for Income Taxes at September 30, 2016 and December 31, 2015 were:

Sep 30, Dec 31,
(Dollars in Millions) 2016 2015
Deferred Income Tax Liabilities ........coccuiiuieiiiirieiiciieitiete ettt ettt ettt eve s be s e ereens $ 295 $ —
Unrecognized TaxX BENETIS.........cccviiiiiiieiiiieieeiecieete ettt a e be st e ess e beessesreessesseenns 3.7 3.8

Liabilities fOr INCOME TAXES.......ueieieeieeeeie ettt et e e e e e et e e e eaeee s eeesaeeseeaeeeseateeseaeeeseaeeesereeeas $ 332§ 3.8

The statute of limitations related to Kemper and its eligible subsidiaries’ consolidated Federal income tax returns is closed for
all tax years up to and including 2012. The expiration of the statute of limitations related to the various state income tax returns
that Kemper and its subsidiaries file varies by state.

Included in the balance of Unrecognized Tax Benefits at September 30, 2016 and December 31, 2015 are tax positions of $3.2
million and $3.3 million, respectively, for which the ultimate deductibility is highly certain but for which there is uncertainty about
the timing of such deductibility. Because of the impact of deferred income tax accounting, other than for interest and penalties,
the disallowance of the shorter deductibility period would not affect the effective income tax rate but would accelerate the payment
of cash to the taxing authority to an earlier period.

The Company recognizes interest and penalties, if any, related to unrecognized tax benefits in income tax expense. The liability
for Unrecognized Tax Benefits included accrued interest of $0.5 million and $0.5 million at September 30, 2016 and December 31,
2015, respectively.

Income taxes paid were $10.4 million and $40.1 million for the nine months ended September 30, 2016 and 2015, respectively.
Note 9 - Pension Benefits and Postretirement Benefits Other Than Pensions

The Company sponsors a qualified defined benefit pension plan (the “Pension Plan”). The Pension Plan covers approximately
9,200 participants and beneficiaries, of which 1,800 are active employees. The Pension Plan is closed to new employees hired
after January 1, 2006. The components of Pension Expense (Benefit) for the Pension Plan for the nine and three months ended
September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended

Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Service Cost Earned ...........coeieveviviiiiiieiiiicieveeceeeeteetee ettt $ 48 $ 79 § — $ 2.7
Interest Cost on Projected Benefit Obligation............ccccveeveveerienierienveieeieienns 15.2 19.3 4.8 6.5
Expected Return on Plan ASSetS..........ccevieeiiiieiiiiieiecieee et (24.5) (26.3) (8.3) (8.8)
Amortization of Accumulated Net Unrecognized Pension Costs ...........cc.c....... 5.8 18.3 0.9 6.1
CUurtailment GaIN ........cc.ecveeevieeierieeieereeeeete ettt te e eae e ebe e esseereebeeseereens (0.3) — — —
Total Pension Expense (Benefit) Recognized...........c.ccoeevevievienieniinieniieiein, $ 1.0 §$ 192 % 26) $ 6.5

On May 12, 2016, the Company amended the Pension Plan to freeze benefit accruals, effective June 30, 2016, for substantially
all of the participants under the plan. Accordingly, plan assets and liabilities were re-measured, resulting in balances in
accumulated unrecognized pension loss and unamortized prior service credit prior to the freeze of $191.2 million and $0.3
million, respectively. In recognizing the curtailment, the Company recorded income of $0.3 million before income taxes in the
second quarter of 2016 to immediately recognize the remaining unamortized prior service credit in the Pension Plan. The
curtailment reduced the accumulated unrecognized pension loss by $23.3 million. The remaining accumulated unrecognized
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Note 9 - Pension Benefits and Postretirement Benefits Other Than Pensions (continued)

pension loss of $167.9 million is being amortized over approximately 25 years, the remaining average estimated life expectancy
of participants. Prior to the amendment, the accumulated unrecognized pension loss was being amortized over approximately
five years, the remaining average service life of active participants.

On August 12, 2016, the Company made a voluntary cash contribution of $9.0 million to the Pension Plan.

The Company also sponsors a non-qualified supplemental defined benefit pension plan (the “Supplemental Plan). As a result
of the amendment to the Pension Plan, benefit accruals for all participants in the Supplemental Plan were also frozen effective
June 30, 2016. Accordingly, plan liabilities for the Supplemental Plan were also re-measured in the second quarter of 2016,
resulting in balances in accumulated unrecognized pension loss and unamortized prior service costs prior to the freeze of $1.6
million and $1.3 million, respectively. The Company recorded expense of $1.3 million in the second quarter of 2016 to
immediately recognize the remaining net unamortized prior service costs in the Supplemental Plan. The curtailment reduced the
Projected Benefit Obligation by $5.2 million. Accordingly, a curtailment gain of $3.6 million before tax was recorded to
recognize the reduction in the Projected Benefit Obligation that exceeded the accumulated unrecognized pension loss prior to
the freeze.

In addition to the Pension Plan and Supplemental Plan, the Company also sponsors several defined contribution benefit plans.

The Company also sponsors an other postretirement benefit (“OPEB”) plan that provides medical, dental and/or life insurance
benefits to approximately 500 retired and 225 active employees (the “OPEB Plan”). The components of OPEB Benefit for the
OPEB Plan for the nine and three months ended September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Service Cost BArNEd ...........cocvovvviiiiiiiicieeceeeeeeeeeeeee e $ 01 $ 01 $ 01 $ —
Interest Cost on Accumulated Postretirement Benefit Obligation............. 0.6 0.8 0.2 0.3
Amortization of Accumulated Net Unrecognized Gain...........c..c..ceneeeee. (L.D) (L.D) 0.4) 0.4)
Total OPEB Benefit..........coovieviieeeieeeeeeeeeeee e $ 04) $ 02) $ 0.1 $ 0.1)

Note 10 - Business Segments

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

The Property & Casualty Insurance segment’s principal products are personal automobile insurance, both preferred and
nonstandard, homeowners insurance, other personal insurance and commercial automobile insurance. These products are
distributed primarily through independent agents and brokers. The Life & Health Insurance segment’s principal products are
individual life, accident, supplemental health and property insurance. These products are distributed by career agents employed
by the Company and independent agents and brokers.

Earned Premiums by product line for the nine and three months ended September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Personal AUtOMODILE. ..........c.cecieviieriiciiietceeteceete ettt $§ 9274 § 7309 $ 3138 $ 2885
HOMEOWINETS ..ottt e et essbeebeessbeenseeseas 204.2 216.3 68.5 72.1
Other Personal Property and Casualty Insurance...........ccccoceeevenenenenencnnennene 89.9 92.0 29.9 30.7
Commercial AUtOmMODIIE..........ccociiiviiieiiiieie e 40.2 40.7 13.3 13.7
35 (SRR 285.7 279.5 95.8 95.5
Accident and Health............c.ccoooiiiiiiiiiiiicccceceeee e 111.2 108.7 37.6 36.2

Total Earned PremiUmsS.......coooviiiiiiieiiiiee ettt seaaee e e e e eaneee s $1,6586 $14681 $ 5589 §$§ 536.7
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Note 10 - Business Segments (continued)

Segment Revenues, including a reconciliation to Total Revenues, for the nine and three months ended September 30, 2016 and
2015 were:

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

(Dollars in Millions) 2016 2015 2016 2015
Revenues:
Property & Casualty Insurance:

Earned PIEMIUITIS .....ocvovuiiviieiieiceieeeieeeeee ettt $ 12057 $ 1,023.1 $ 4069 §$ 386.1

Net Investment INCOME ......ccceeviiiiiiiiiiiiericcieeeccee e 52.0 51.7 20.4 18.3

Other INCOME........oiiiiiiiieiiecie ettt st e eaeeaee e 0.4 0.5 0.1 0.1
Total Property & Casualty InSUrance............cocceeeeeveneerienieneeeiene e 1,258.1 1,075.3 427.4 404.5
Life & Health Insurance:

Earned Premitums .........c.cccveiiieiiieiiieeeeie ettt ve e 452.9 445.0 152.0 150.6

Net Investment INCOME ........ccceeeviieriiiiiiniiiieeeeeeee e 159.6 159.0 54.5 55.1

Other INCOME.....cviiuieiieieiieieteet ettt ettt sreesae e ebeeeaens 1.9 1.7 0.7 0.7
Total Life & Health INSUIrance ..........cccvevveeeieeiiieiiecieeieeie e 614.4 605.7 207.2 206.4
Total Segment REVENUES........c.cccveriirieiiiieieeieeeeee e 1,872.5 1,681.0 634.6 610.9
Net Realized Gains on Sales of Investments ...........cccoeveeevieceeneeiennenen. 24.0 42.7 11.6 53
Net Impairment Losses Recognized in Earnings..........cccceceveeieneenencne (24.0) (12.5) (8.3) 3.3)
L 7111 PSP 6.7 12.6 2.8 2.5
TOtAL REVEINUES. ...ttt ettt eae s $ 18792 $ 1,723.8 $§ 640.7 $ 6154
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Note 10 - Business Segments (continued)

Segment Operating Profit (Loss), including a reconciliation to Income (Loss) from Continuing Operations before Income
Taxes, for the nine and three months ended September 30, 2016 and 2015 was:

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

(Dollars in Millions) 2016 2015 2016 2015
Segment Operating Profit (Loss):

Property & Casualty INSUTANCE .........ccceeveieeienieeieie et $ 244) $ 346 $ 156 $ 25.0

Life & Health INSUIance.............ccoeeevierieiieieieceeie e 10.6 82.4 (45.7) 35.4
Total Segment Operating Profit (LOSS)......ccceeevereeierierienieeeeeree e (13.8) 117.0 (30.1) 60.4
Corporate and Other Operating LosS.........ccccccvevieiiieeiieieieeeee e, (23.3) (36.2) (6.4) (12.6)
Total Operating Profit (LOSS).....c.cccvreerierierierieseeieeeeeeee e (37.1) 80.8 (36.5) 47.8
Net Realized Gains on Sales of Investments .............cccceevveveeveeneeeennenen. 24.0 42.7 11.6 53
Net Impairment Losses Recognized in Earnings...........cccecceevecienveiennne. (24.0) (12.5) (8.3) 3.3)
Loss from Early Extinguishment of Debt...........ccccooveviiniiniieiiicieene, — ©.1) — —
Income (Loss) from Continuing Operations before Income Taxes............ $ 37.1) $ 1019 §$ 332) § 49.8

Segment Net Operating Income (Loss), including a reconciliation to Income (Loss) from Continuing Operations, for the nine
and three months ended September 30, 2016 and 2015 was:

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

(Dollars in Millions) 2016 2015 2016 2015
Segment Net Operating Income (Loss):

Property & Casualty INSUTANCE ...........coeureveeveeeeeeeeeeeeeeeeeeeeeee e, $ 99 $ 318 § 121 §$ 21.0

Life & Health InSUrance..............ccooeoveeeieiriiiieceec et 7.3 53.9 (29.4) 23.5
Total Segment Net Operating Income (LOSS) ....c..coveeveeiiereeeieereeereeieeneenen. (2.6) 85.7 (17.3) 44.5
Corporate and Other Net Operating LosS .......ccccceeeverieciinieniieeeneeeesreenn. (13.8) (20.6) 3.D (7.9
Consolidated Net Operating Income (LOSS) ......ccccovevveeiiereecieeeeereeeeeneenen. (16.4) 65.1 (20.4) 36.6
Net Income (Loss) From:

Net Realized Gains on Sales of Investments ...........cccecveeeecieinenrenenne. 15.6 27.8 7.5 35

Net Impairment Losses Recognized in Earnings ..........c.cccccveevvenvennenne. (15.6) 8.1 54 2.1

Loss from Early Extinguishment of Debt ............cccccoooveviiiiiiiiiinnn, — 59 — —
Income (Loss) from Continuing Operations............c.ccoceeveeveveeereceereeeerenas $  (164) $ 789 $ (183) $ 38.0
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Note 11 - Fair Value Measurements

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

Certain investments that are measured at fair value using the net asset value practical expedient are not required to be classified
using the fair value hierarchy, but are presented in the following two tables to permit reconciliation of the fair value hierarchy
to the amounts presented in the Condensed Consolidated Balance Sheet. The valuation of assets measured at fair value in the
Company’s Condensed Consolidated Balance Sheet at September 30, 2016 is summarized below.

Fair Value Measurements

Quoted Prices Significant Other Significant
in Active Markets Observable Unobservable
for Identical Assets Inputs Inputs Measured at Net Total
(Dollars in Millions) (Level 1) (Level 2) (Level 3) Asset Value Fair Value
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities............... $ 1294 % 1809 $ — 3 — 3 310.3
States and Political Subdivisions ...... — 1,658.5 4.1 — 1,662.6
Foreign Governments...........c.ccoeeu.e... — 3.6 — — 3.6
Corporate Securities:
Bonds and Notes...........ccoouvveeeennn. — 2,627.3 442.0 — 3,069.3
Redeemable Preferred Stocks....... — — 0.9 — 0.9
Collateralized Loan Obligations... — 10.1 111.3 — 121.4
Other Mortgage- and Asset-
backed......ccooeveviieieiieee, — 2.0 — — 2.0
Total Investments in Fixed Maturities... 129.4 4,482.4 558.3 — 5,170.1
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real
Estate.....ooveeniieiiiieienieeee — 77.7 53 — 83.0
Other Industries...........ccceveeveennnnne — 11.8 13.7 — 25.5
Common Stocks:
Finance, Insurance and Real
Estate.....cccoovvvevivieecieeeeeene 15.7 8.6 — — 24.3
Other Industries...........cccceveeveennenne 0.3 0.5 12.0 — 12.8
Other Equity Interests:
Exchange Traded Funds............... 151.3 — — — 151.3
Limited Liability Companies and
Limited Partnerships................. — — 39.0 169.0 208.0
Total Investments in Equity Securities .. 167.3 98.6 70.0 169.0 504.9
Fair Value Option Investments:
Limited Liability Companies and
Limited Partnerships Hedge
Funds .....ccoovevviiiiiiieeceece — — — 126.1 126.1
Other Investments:
Trading Securities .........c.ccceevveevrennnne 5.2 — — — 5.2
Total .o $ 3019 § 4,581.0 $ 6283 § 295.1 $§ 5,806.3

At September 30, 2016, the Company had unfunded commitments to invest an additional $126.0 million in certain limited
liability investment companies and limited partnerships that will be included in Other Equity Interests when funded.
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Note 11 - Fair Value Measurements (continued)

The valuation of assets measured at fair value in the Company’s Condensed Consolidated Balance Sheet at December 31, 2015

is summarized below.

Fair Value Measurements

Quoted Prices Significant Other Significant
in Active Markets Observable Unobservable
for Identical Assets Inputs Inputs Measured at Net Total
(Dollars in Millions) (Level 1) (Level 2) (Level 3) Asset Value Fair Value
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities............. $ 1249 $ 1957 $ — — 3 320.6
States and Political Subdivisions ...... — 1,622.6 — — 1,622.6
Corporate Securities:
Bonds and Notes........cc.ccceeuvvennne.. — 2,376.5 436.3 — 2,812.8
Redeemable Preferred Stocks....... — — 3.8 — 3.8
Collateralized Loan Obligations... — — 87.3 — 87.3
Other Mortgage- and Asset-
backed .....ccooveiieiei — 1.4 3.8 — 52
Total Investments in Fixed Maturities... 124.9 4,196.2 531.2 — 4,852.3
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real
Estate.....ccocoveviecieeieeiiecieeee — 79.8 5.1 — 84.9
Other Industries..........ccceevvevennne — 6.2 12.8 — 19.0
Common Stocks:
Finance, Insurance and Real
Estate......ccovveveiiiececiecieeienee 16.6 6.6 — — 23.2
Other Industries..........ccceevveveennnnne 0.6 0.8 12.1 — 13.5
Other Equity Interests:
Exchange Traded Funds............... 177.1 — — — 177.1
Limited Liability Companies and
Limited Partnerships............... — — 45.6 159.9 205.5
Total Investments in Equity Securities .. 194.3 93.4 75.6 159.9 523.2
Fair Value Option Investments:
Limited Liability Companies and
Limited Partnership Hedge
Funds......cccooovviiiiiieiieee — — — 164.5 164.5
Other Investments:
Trading Securities .........c.ccceevveeveenenne 4.7 — — — 4.7
Total oo $ 3239 § 4,289.6 $ 606.8 § 3244 § 5,544.7

The Company’s investments in Fixed Maturities that are classified as Level 1 in the two preceding tables primarily consist of
U.S. Treasury Bonds and Notes. The Company’s investments in Equity Securities that are classified as Level 1 in the two
preceding tables consist of either investments in publicly-traded common stocks or exchange traded funds. The Company’s
investments in Fixed Maturities that are classified as Level 2 in the two preceding tables primarily consist of investments in
corporate bonds, obligations of states and political subdivisions, and bonds and mortgage-backed securities of U.S. government
agencies. The Company’s investments in Equity Securities that are classified as Level 2 in the two preceding tables primarily
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Note 11 - Fair Value Measurements (continued)

consist of investments in preferred stocks. The Company uses a leading, nationally recognized provider of market data and
analytics to price the vast majority of the Company’s Level 2 measurements. The provider utilizes evaluated pricing models
that vary by asset class and incorporate available trade, bid and other market information. Because many fixed maturity
securities do not trade on a daily basis, the provider’s evaluated pricing applications apply available information through
processes such as benchmark curves, benchmarking of like securities, sector groupings and matrix pricing to prepare
evaluations. In addition, the provider uses model processes to develop prepayment and interest rate scenarios. The pricing
provider’s models and processes also take into account market convention. For each asset class, teams of its evaluators gather
information from market sources and integrate relevant credit information, perceived market movements and sector news into
the evaluated pricing applications and models. The Company generally validates the measurements obtained from its primary
pricing provider by comparing them with measurements obtained from one additional pricing provider that provides either
prices from recent market transactions, quotes in inactive markets or evaluations based on its own proprietary models.

The Company investigates significant differences related to the values provided. On completion of its investigation,
management exercises judgment to determine the price selected and whether adjustments, if any, to the price obtained from the
Company’s primary pricing provider would warrant classification of the price as Level 3. In instances where a measurement
cannot be obtained from either pricing provider, the Company generally will evaluate bid prices from one or more binding
quotes obtained from market makers to value investments in inactive markets and classified by the Company as Level 2. The
Company generally classifies securities when it receives non-binding quotes or indications as Level 3 securities unless the
Company can validate the quote or indication against recent transactions in the market.

The Company’s Investments in Fixed Maturities that are classified as Level 3 in the two preceding tables primarily consist of
privately placed securities not rated by a Nationally Recognized Statistical Rating Organization and are priced primarily using a
market yield approach. A market yield approach uses a risk-free rate plus a credit spread depending on the underlying credit
profile of the security. For floating rate securities, the risk-free rate used in the market yield is the contractual floating rate of
the security. For each individual security, the Company or the Company’s third party appraiser gathers information from market
sources, relevant credit information, perceived market movements and sector news and determines an appropriate market yield
for each security. The market yield selected is then used to discount the estimated future cash flows of the security to determine
the fair value. The Company separately evaluates market yields based upon asset class to assess the reasonableness of the
recorded fair value. For non-investment-grade Investments in Fixed Maturities that are classified as Level 3, the two primary
asset classes are senior debt and junior debt. Senior debt includes those securities that receive first priority in a liquidation and
junior debt includes any fixed maturity security with other than first priority in a liquidation.

The table below presents quantitative information about the significant unobservable inputs utilized by the Company in
determining fair values for fixed maturity investments in corporate securities classified as Level 3 at September 30, 2016.

Weighted-
Unobservable Total Range of Unobservable average

(Dollars in Millions) Input Fair Value Inputs Yield
Investment-grade............ccveeieerieieniieieriecie e Market Yield $ 102.1 24% - 4.7% 3.2%
Non-investment-grade:

Senior DEDbt......c.coiiiiiiiieee e Market Yield 145.1 43 - 19.3 10.2

JUnior Debt ..c..ooiviiiiiiiii e Market Yield 184.9 88 - 260 133
Collateralized Loan Obligations..............ccccoeeverueeieseenreeeeneans Market Yield 111.3 3.6 - 9.6 6.3
ORNET .ttt Various 10.8
Total Level 3 Fixed Maturity Investments in Corporate

SECUTTHIES ...ttt ettt sae e $ 5542
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Note 11 - Fair Value Measurements (continued)

The table below presents quantitative information about the significant unobservable inputs utilized by the Company in
determining fair values for fixed maturity investments in corporate securities classified as Level 3 at December 31, 2015.

Weighted-
Unobservable Total Range of Unobservable average

(Dollars in Millions) Input Fair Value Inputs Yield
INVestment-grade...........cecvereeiieieriieiese e Market Yield $  98.7 2.6% - 6.9% 4.4%
Non-investment-grade:

SeNIor DEDt ..o Market Yield 114.2 59 - 153 10.4

JUNIOT DEbt ..o Market Yield 216.3 82 - 262 13.6
Collateralized Loan Obligations...........ccccccecererenenencnenenennens Market Yield 87.3 3.1 - 108 6.1
Other DEbt.......ocviiiiciiciiciiceeeeee e Various 14.7
Total Level 3 Fixed Maturity Investments in Corporate

SECUITHICS ....cuvieveereeeeecte ettt ettt e v ere e eaeeae e $ 5312

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

The Company’s other investments that are classified as Level 3 primarily consist of Limited Liability Companies and Limited
Partnerships, but also certain Preferred Stocks and Common Stocks. The Company either uses valuations provided by third
party fund managers or third party appraisers, or that are generated internally. These valuations typically employ various
valuation techniques commonly used in the industry, including earnings multiples based on comparable public securities,
industry-specific non-earnings based multiples, market yields based on comparable public securities and discounted cash flow
models.

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the nine months ended September 30, 2016 is presented below.

Fixed Maturities Equity Securities
States and Other Preferred
Corporate Political ~ Redeemable Collateralized Mortgage- and Other
Bonds Sub- Preferred Loan and Asset-  Common Equity
(Dollars in Millions) and Notes  divisions Stocks Obligations backed Stocks Interests Total
Balance at Beginning of Period.... $ 4363 § — § 38 $ 873 $§ 38 $ 300 $ 456 $ 606.8
Total Gains (Losses):
Included in Condensed
Consolidated Statement of
OPETations «......eeeroevveer. (15.8) — — (0.2) 0.4 0.5 0.7)  (15.8)
Included in Other
Comprehensive Income
A O 24 — — 3.0 (0.4) 3.5 (3.4) 5.1
Purchases ........cccocevevenencncncnne 148.3 — 332 — 0.2 2.1 183.8
Settlements...........ccoeevveeevreeennnne. (34.9) — (2.9) — 3.0) — — (40.8)
SALES covveoeeeeeeeeeeee e (79.3) — (1.9) - (3.2) 4.6)  (89.0)
Transfers into Level 3................... — 4.1 — — — — — 4.1
Transfers out of Level 3................ (15.0) — (10.1) (0.8) — — (25.9)
Balance at End of Period .............. $ 4420 § 41 $ 09 $ 1113 $ — § 310 $§ 39.0 § 6283
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Note 11 - Fair Value Measurements (continued)

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the three months ended September 30, 2016 is presented below.

Fixed Maturities Equity Securities
States and Other Preferred
Corporate  Political ~ Redeemable Collateralized Mortgage- and Other
Bonds Sub- Preferred Loan and Asset-  Common Equity
(Dollars in Millions) and Notes  divisions Stocks Obligations backed Stocks Interests Total
Balance at Beginning of Period.... $ 4594 § — § 29 § 1022 $ 37 $ 314 § 472 $ 646.8
Total Gains (Losses):
Included in Condensed
Consolidated Statement of
Operations ..........ceceevveevennenne (7.0) — — 0.1 0.4 1.4 — 5.1
Included in Other
Comprehensive Income
A T (0.9) — 0.4 52 (0.4) 1.0 (6.2) (0.9)
Purchases ........cccooeveeenenenenene 60.1 — — 13.9 — 0.1 0.1 74.2
Settlements..........ccceeveeeerievieeneens (20.6) — 2.4) — 2.9 — — (25.9)
T [ SO (34.0) — — — — 2.9) @.1)  (39.0)
Transfers into Level 3................... — 4.1 — — — — — 4.1
Transfers out of Level 3................ (15.0) — — (10.1) (0.8) — — (25.9)
Balance at End of Period. .............. $ 4420 § 41 § 09 § 1113 § — § 310 § 39.0 § 6283

The Company’s policy is to recognize transfers between levels as of the end of the reporting period. There were no transfers
between levels 1 and 2 or Levels 1 and 3 for the nine and three months ended September 30, 2016. All transfers into or out of
Level 3 for the nine and three months ended September 30, 2016 were due to changes in the availability of market observable
inputs.

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the nine months ended September 30, 2015 is presented below.

Fixed Maturities Equity Securities
Other Preferred
Corporate ~ Redeemable  Collateralized = Mortgage- and Other
Bonds Preferred Loan and Asset- Common Equity
(Dollars in Millions) and Notes Stocks Obligations backed Stocks Interests Total
Balance at Beginning of Period............ $ 3606 $ 6.7 $ 644 $ 39 § 388 $§ 440 $ 5184
Total Gains (Losses):
Included in Condensed
Consolidated Statement of
Operations............cceeeveeveeereereennne. 3.5) (1.3) 0.5 — (1.2) (0.6) (6.1)
Included in Other Comprehensive
Income (LOSS) ..oovevvveveeeieiieieinne 3.4) (0.6) (0.3) — 1.6 (0.8) 3.5)
Purchases..........cccoevveieeeeiecieieceee 184.7 — 24.7 1.3 7.2 5.2 223.1
Settlements .......ceeveeeerveriereenesieie e (35.2) 0.3) (7.5) (0.1) (0.5) (0.5) 44.1)
SAleS v (62.4) — (7.5) (1.2) (1.8) — (72.9)
Transfers into Level 3..........ccccoeene.e. — — — — 0.8 — 0.8
Transfers out of Level 3 ....................... (12.3) — — — (8.4) — (20.7)
Balance at End of Period...................... $ 4285 § 45 % 743 $ 39 § 365 $§ 473 § 595.0
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Note 11 - Fair Value Measurements (continued)

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the three months ended September 30, 2015 is presented below.

Fixed Maturities Equity Securities
Other Preferred
Corporate ~ Redeemable  Collateralized =~ Mortgage- and Other
Bonds Preferred Loan and Asset- Common Equity
(Dollars in Millions) and Notes Stocks Obligations backed Stocks Interests Total
Balance at Beginning of Period............ § 4066 §$ 54 $ 704 § 40 $ 377 $ 474 $ 5715
Total Gains (Losses):
Included in Condensed
Consolidated Statement of
Operations............cceeeveeveeeveeeenenne. 0.4) (0.8) 0.1 — — 0.5 (0.6)
Included in Other Comprehensive
Income (LOSS) ..coveveveveeereieeiieninns 2.0) — (1.5) 0.1 (0.6) (1.8) (6.0)
Purchases........ccceoveeveeveieieenicieecene 59.4 — 53 — 0.2 1.7 66.6
Settlements .......c.ccveeeerieviereerieieeienenn (28.3) 0.1) — — (0.2) (0.5) (29.1)
SALES v (6.8) — — — (0.6) — (7.4)
Balance at End of Period...................... $ 4285 §$ 45 $ 743 3 39 § 365 $§ 473 $§ 5950

There were no transfers between Levels 1 and 2 or Levels 1 and 3 for the nine and three months ended September 30, 2015. All
transfers into or out of Level 3 for the nine months ended September 30, 2015 were due to changes in the availability of market
observable inputs. There were no transfers into or out of Level 3 for the three months ended September 30, 2015.

The fair value of Debt is estimated using quoted prices for similar liabilities in markets that are not active. The inputs
used in the valuation are considered Level 2 measurements. The fair value of Short-term Investments is estimated using inputs
that are considered either Level 1 or Level 2 measurements.
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KEMPER CORPORATION AND SUBSIDIARIES
NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (continued)
(Unaudited)

Note 12 - Contingencies

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

Over the last several years there have been an array of initiatives that seek, in various ways, to impose new duties on life
insurance companies to proactively search for deaths of their insureds. These initiatives, which can include legislation,
unclaimed property audits, market conduct examinations and related litigation, could have the effect of altering the terms of
Kemper’s life insurance subsidiaries’ existing life insurance contracts by imposing requirements that did not exist and were not
contemplated at the time those companies entered into such contracts.

In the third quarter of 2016, the Company voluntarily began implementing a comprehensive process to compare life insurance
records against one or more death verification databases to determine if any of its insureds may be deceased. See Note 1, “Basis
of Presentation,” to the Condensed Consolidated Financial Statements for discussion of the estimated financial impact of such
voluntary action recognized in the Company’s Condensed Consolidated Financial Statements. Any attempt to estimate the
ultimate outcomes of the aforementioned initiatives entails uncertainties including, but not limited to (i) the scope and
interpretation of DMF statutes, including the matching criteria and methodologies to be used in comparing policy records
against a DMF, (ii) the universe of policies affected, (iii) the results of audits, examinations and other actions by regulators and
(iv) related litigation.

Note 13 - Related Parties

Mr. Christopher B. Sarofim, a director of Kemper, is Vice Chairman and a member of the board of directors of Fayez

Sarofim & Co. (“FS&C”), a registered investment advisory firm. FS&C provided investment management services with respect
to certain assets of Kemper’s subsidiary, Trinity, under an agreement between the parties. During the second quarter of 2015,
Trinity disposed of all the assets managed by FS&C. Investment expenses incurred in connection with such agreement were
$0.1 million for the nine months ended September 30, 2015. The Company’s defined benefit pension plan had $146.6 million in
assets managed by FS&C at September 30, 2016 under an agreement with FS&C whereby FS&C provides investment
management services with respect to certain funds of the plan. Investment expenses incurred in connection with such
agreement were $0.3 million for each of the nine month periods ended September 30, 2016 and 2015.

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

Net Loss was $14.4 million ($0.27 per unrestricted common share) for the nine months ended September 30, 2016, compared
to Net Income of $81.1 million ($1.56 per unrestricted common share) for the same period in 2015. Net Loss was $16.3 million
($0.32 per unrestricted common share) for the three months ended September 30, 2016, compared to Net Income of $37.9
million ($0.73 per unrestricted common share) for the same period in 2015.

Loss from Continuing Operations was $16.4 million ($0.31 per unrestricted common share) for the nine months ended
September 30, 2016, compared to Income from Continuing Operations of $78.9 million ($1.52 per unrestricted common share)
for the same period in 2015. Loss from Continuing Operations was $18.3 million ($0.36 per unrestricted common share) for the
three months ended September 30, 2016, compared to Income from Continuing Operations of $38.0 million ($0.73 per
unrestricted common share) for the same period in 2015.

A reconciliation of Segment Net Operating Income (Loss) to Consolidated Net Operating Income (Loss) (a non-GAAP
financial measure) and to Net Income (Loss) for the nine and three months ended September 30, 2016 and 2015 is presented
below.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Increase Sep 30, Sep 30, Increase
(Dollars in Millions) 2016 2015 (Decrease) 2016 2015 (Decrease)
Segment Net Operating Income (Loss):
Property & Casualty Insurance.................. $ 9.9 $ 31.8 ' § (41.7) S 12.1 $ 21.0 $ (8.9)
Life & Health Insurance...............cccuvenene. 7.3 53.9 (46.6) (29.4) 23.5 (52.9)
Total Segment Net Operating Income (Loss). (2.6) 85.7 (88.3) (17.3) 44.5 (61.8)
Corporate and Other Net Operating Loss........ (13.8) (20.6) 6.8 3.D (7.9) 4.8
Consolidated Net Operating Income (Loss) ... (16.4) 65.1 (81.5) (20.4) 36.6 (57.0)
Net Income (Loss) From:
Net Realized Gains on Sales of
Investments..........cceeeeeeieenieecreecieereene 15.6 27.8 (12.2) 7.5 3.5 4.0
Net Impairment Losses Recognized in
Earnings.......coccoevevenenieiicnecnenenceee, (15.6) 8.1) (7.5) 5.4) 2.1) (3.3)
Loss from Early Extinguishment of Debt.. — 5.9) 59 — — —
Income (Loss) from Continuing Operations... (16.4) 78.9 (95.3) (18.3) 38.0 (56.3)
Income (Loss) from Discontinued
OPEIatioNS .....ccvveveeereiieierieerieseeresaesenenens 2.0 2.2 (0.2) 2.0 (0.1) 2.1
Net Income (LOSS) ...cveeeveeereeeeeeeeereeveeeevenene $ (144 S 81.1 § (955 $§ (163) $ 379 $  (54.2)
Revenues

Earned Premiums were $1,658.6 million for the nine months ended September 30, 2016, compared to $1,468.1 million for the
same period in 2015, an increase of $190.5 million. Earned Premiums for the nine months ended September 30, 2016 increased
by $182.6 million and $7.9 million in the Property & Casualty Insurance segment and Life & Health Insurance segment,
respectively. See “Property & Casualty Insurance” and “Life & Health Insurance” for discussion of the changes in each
segment’s earned premiums.

Earned Premiums were $558.9 million for the three months ended September 30, 2016, compared to $536.7 million for the
same period in 2015, an increase of $22.2 million. Earned Premiums for the three months ended September 30, 2016 increased
by $20.8 million and $1.4 million in the Property & Casualty Insurance segment and Life & Health Insurance segment,
respectively.

Net Investment Income decreased by $4.8 million for the nine months ended September 30, 2016, compared to the same period
in 2015, due primarily to lower investment returns from Alternative Investments, lower yields on investments in fixed income
securities and lower level of investments in equity securities excluding alternative investments, partially offset by a higher level
of investments in fixed income securities. Net Investment Income from Alternative Investments which consist of Equity

33



Summary of Results (continued)

Method Limited Liability Investments, Fair Value Option Investments and other limited liability investments included in Equity
Securities decreased by $8.7 million. Alternative investment income from Equity Method Limited Liability Investments and
Fair Value Option Investments decreased by $8.1 million and $5.7 million, respectively, for the nine months ended

September 30, 2016, compared to the same period in 2015, while alternative investment income from other limited liability
investments included in Equity Securities increased by $5.1 million.

Net Investment Income increased by $1.8 million for the three months ended September 30, 2016, compared to the same period
in 2015, due primarily to higher levels and higher yields of investments in fixed income securities, partially offset by lower
investment returns from Alternative Investments. Alternative investment income from Equity Method Limited Liability
Investments and Fair Value Option Investments decreased by $3.1 million, and $0.5 million respectively, for the three months
ended September 30, 2016, compared to the same period in 2015 while alternative investment income from other limited
liability investments included in Equity Securities increased by $2.7 million. See “Investment Results” under the sub-caption
“Net Investment Income” for additional discussion.

Net Realized Gains on Sales of Investments were $24.0 million for the nine months ended September 30, 2016, compared to
$42.7 million for the same period in 2015. Net Realized Gains on Sales of Investments were $11.6 million for the three months
ended September 30, 2016, compared to $5.3 million for the same period in 2015.

Net Impairment Losses Recognized in Earnings were $24.0 million for the nine months ended September 30, 2016, compared
to $12.5 million for the same period in 2015. Net Impairment Losses Recognized in Earnings were $8.3 million for the three
months ended September 30, 2016, compared to $3.3 million for the same period in 2015. See “Investment Results” under the
sub-captions “Net Realized Gains on Sales of Investments” and “Net Impairment Losses Recognized in Earnings” for
additional discussion. The Company cannot predict if or when similar investment gains or losses may occur in the future.

Non-GAAP Financial Measures

Underlying Losses and LAE and Underlying Combined Ratio

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

(i) Underlying Losses and LAE and (ii) Underlying Combined Ratio. Underlying Losses and LAE (also referred to in the
discussion as “Current Year Non-catastrophe Losses and LAE”) exclude the impact of catastrophe losses, and loss and LAE
reserve development from prior years from the Company’s Incurred Losses and LAE, which is the most directly comparable
GAAP financial measure. The Underlying Combined Ratio is computed by adding the Current Year Non-catastrophe Losses
and LAE Ratio with the Insurance Expense (including write-off of long-lived asset) Ratio. The most directly comparable GAAP
financial measure is the Combined Ratio, which is computed by adding total incurred losses and LAE, including the impact of
catastrophe losses and loss and LAE reserve development from prior years, with the Insurance Expense (including write-off of
long-lived asset) Ratio.

The Company believes Underlying Losses and LAE and the Underlying Combined Ratio are useful to investors and uses these
financial measures to reveal the trends in the Company’s Property & Casualty Insurance segment that may be obscured by
catastrophe losses and prior year reserve development. These catastrophe losses may cause the Company’s loss trends to vary
significantly between periods as a result of their incidence of occurrence and magnitude and can have a significant impact on
incurred losses and LAE and the combined ratio. Prior-year reserve developments are caused by unexpected loss development
on historical reserves. Because reserve development relates to the re-estimation of losses from earlier periods, it has no bearing
on the performance of the Company’s insurance products in the current period. The Company believes it is useful for investors
to evaluate these components separately and in the aggregate when reviewing the Company’s underwriting performance.

Consolidated Net Operating Income (Loss)

Consolidated Net Operating Income (Loss) is an after-tax, non-GAAP financial measure and is computed by excluding from
Income (Loss) from Continuing Operations the after-tax impact of:

(1) Net Realized Gains on Sales of Investments;
(i1) Net Impairment Losses Recognized in Earnings related to investments;
(iii1) Loss from Early Extinguishment of Debt; and

(iv) Significant non-recurring or infrequent items that may not be indicative of ongoing operations.
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Non-GAAP Financial Measures (continued)

Significant non-recurring items are excluded when (a) the nature of the charge or gain is such that it is reasonably unlikely to
recur within two years and (b) there has been no similar charge or gain within the prior two years. The most directly
comparable GAAP financial measure is Income (Loss) from Continuing Operations. There were no applicable significant non-
recurring items that the Company excluded from the calculation of Consolidated Net Operating Income (Loss) for the nine and
three months ended September 30, 2016 or 2015.

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

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

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

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Net Premiums WITHEI.......oooviiiiieeeeee ettt e eaeeeeeaee e $1,2308 $1,031.5 $ 4227 $ 403.6
Earned PIEIMIUITIS ...o..vevieeeeeeeeeeeee ettt eeeeeeeeeeeeeeeesaeenes $1,205.7 $1,023.1 $ 4069 §$ 386.1
Net Investment INCOME ......cc.ooiiviiniiiiniiniiiecnccceceeceeee e 52.0 51.7 20.4 18.3
Other INCOME.......couiiiiiiiiiieeee et 0.4 0.5 0.1 0.1
TOtal REVENUES ...t e e eeaaaee e e ean 1,258.1 1,075.3 427.4 404.5
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE .........cccooooiiiiiiiiiiiieeceee 913.3 727.2 306.7 283.2
Catastrophe Losses and LAE.........ccccoooerieiirieieceeceeecee s 97.9 50.4 11.3 4.7
Prior Years:

Non-catastrophe Losses and LAE .........cccooooiiiiiiiiiiiieeceee (1.3) (7.3) 3.1 (0.9)

Catastrophe Losses and LAE.........ccccoooerieiirieieceeceeecee s (16.2) 6.5) 3.9 (1.9)
Total Incurred Losses and LAE.........ccccooiiiiiiiinininineeeeeeecee 993.7 763.8 317.2 285.1
Insurance Expenses, Excluding Write-off of Long-lived Asset................. 288.8 265.8 94.6 94.4
Write-off of Long-1ived ASSEt........ccecviiriierieieeieecieeeee e — 11.1 — —
Operating Profit (LOSS).......ccoccviiieviiieeieieeie et (24.4) 34.6 15.6 25.0
Income Tax Benefit (EXPENSe)......cccccvevuerienierienieeieiieieeeeee e 14.5 (2.8) 3.5) 4.0)
Segment Net Operating Income (LOSS) ........ccoceeeeeeeeeeeeeeeeeeeeeeeeeeenes $ ©9 $ 318 $ 121 $ 21.0
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio...........ccccececenennne. 75.7% 71.1% 75.4% 73.3%
Current Year Catastrophe Losses and LAE Ratio.......c.ccooceeivvieniicennnen. 8.1 4.9 2.8 1.2
Prior Years Non-catastrophe Losses and LAE Ratio.........cccccoocevveiennnen. 0.1 0.7) 0.8 0.2)
Prior Years Catastrophe Losses and LAE Ratio.........cccccoevvevvievenieieennennen. (1.3) (0.6) (1.0) 0.5)
Total Incurred Loss and LAE Ratio .......c.ccooevieiieiinieicececee e, 82.4 74.7 78.0 73.8
Insurance Expense Ratio, Excluding Write-off of Long-lived Asset......... 24.0 26.0 23.2 24.4
Impact on Ratio from Write-off of Long-lived Asset.........ccccoevvevreevennnnnen. — 1.1 — —
Combined RaAti.......ceoueriiriiieieieieieietee e 106.4% 101.8% 101.2% 98.2%
Underlying Combined Ratio
Current Year Non-catastrophe Losses and LAE Ratio.........cccccceceverennnne. 75.7% 71.1% 75.4% 73.3%
Insurance Expense Ratio, Excluding Write-off of Long-lived Asset......... 24.0 26.0 23.2 24.4
Impact on Ratio from Write-off of Long-lived Asset..........cccoeevevrervennennen. — 1.1 — —
Underlying Combined Ratio ............cccooeeiiiiiiiiiieiciicicceeeecee e 99.7% 98.2% 98.6% 97.7%
Non-GAAP Measure Reconciliation
Underlying Combined Ratio ..........ccooeiiiiiiiiiiiieiceeeee e 99.7% 98.2% 98.6% 97.7%
Current Year Catastrophe Losses and LAE Ratio.........ccecveevvvcienevciennennen. 8.1 4.9 2.8 1.2
Prior Years Non-catastrophe Losses and LAE Ratio..........cccoccveevvevennnnen. 0.1) 0.7) 0.8 0.2)
Prior Years Catastrophe Losses and LAE Ratio.........cccccoeeeiiieniienenen. (1.3) (0.6) (1.0) (0.5)
Combined Ratio as Reported.........ccooveverieriinieieieeeeeceeeee e 106.4% 101.8% 101.2% 98.2%
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Property & Casualty Insurance (continued)

Catastrophe Frequency and Severity

Nine Months Ended

Sep 30, 2016 Sep 30, 2015
Number of Losses and Number of Losses and

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

BelOW $5.. oo 34§ 29.0 28 $ 34.7

85 = 10 et 2 12.5 2 15.7

L0 = B LS e — — — —

SIS = 820 ittt — — — —

820 = B2 e 1 24.4 — —

Greater Than $25 ......cvoieiiieieieiciceeee ettt 1 32.0 — —

TOAL. ..ottt 38§ 97.9 30§ 50.4

Insurance Reserves
Sep 30, Dec 31,

(Dollars in Millions) 2016 2015
Insurance Reserves:

AULOIMIODIIE .....eceevceitiecteete ettt ettt ettt et ettt et ae et eas et ae ettt et et et te et te et eaeesens $§ 7299 § 6563

HOMEOWINETS......couiieiieciie ettt ettt ettt e et et e e b e e teeebeestaeesbeessaeeaseessseassaessseensaassseesseesssennsenses 95.4 98.9

ONET ...ttt ettt ettt et et e b e et e st e e sb et e esb e et e e s b e et e esbeese e beera e heesaeareesbe st enseersenreensereenes 41.9 45.3
INSUTANCE RESEIVES......eecveceeeieeeeeeete ettt ettt ettt et eteete et e teee e et et e s e e eneeneeneeneeseeneeneereenes $ 8672 $ 8005
Insurance Reserves:

Loss Reserves:

GBS .ttt ettt ettt ettt ettt h ettt b et bt b st b e st b e st b e et et e st ete b te b ese b e st b eneebessete st se e ens $ 5966 $§ 537.1
Incurred But Not RePOTItEd .........ccviiviiiiiiiiiicieie ettt e 147.6 147.6

TOtal LOSS RESEIVES. ...c.uieeiiiieiieiieie ettt ettt ettt ettt ettt e st e et e saeentesseensesseesseeseenseesaenseensenseenns 744.2 684.7

LAE RESEIVES....ccctieiieiiiieiieeieeitte et ertte bt esttesveestteesveestaessseesseesnbeesssesnseessseanseeasseansaenssesnseesssenseenes 123.0 115.8
INSUIANCE RESEIVES .....ocvivievinictiieeiiteeicteiteteee ettt ettt sttt sttt et e st et e ssebessese s ess b esesbeseebeseebessesessesessesessns $§ 8672 $ 8005

See MD&A, “Critical Accounting Estimates,” of the 2015 Annual Report for additional information pertaining to the
Company’s process of estimating property and casualty insurance reserves for losses and LAE, development of property and
casualty insurance losses and LAE from prior accident years, also referred to as “reserve development” in the discussion of
segment results, estimated variability of property and casualty insurance reserves for losses and LAE, and a discussion of some
of the variables that may impact development of property and casualty insurance losses and LAE and the estimated variability
of property and casualty insurance reserves for losses and LAE.

Acquisition of Alliance United

As discussed in Note 1 to the Condensed Consolidated Financial Statements, the Company completed its acquisition of Alliance
United on April 30, 2015. Alliance United is a provider of nonstandard personal automobile insurance in California and has
added significant scale to the Property & Casualty Insurance segment’s premium base. The results of Alliance United’s
operations have been included in the Company’s consolidated results since the date of its acquisition, which can obscure certain
comparisons of year-to-date results, particularly when analyzing overall segment results as well as the nonstandard personal
automobile insurance line of business. To focus on the performance of the segment’s legacy business, certain comparisons
exclude Alliance United’s impact on the segment’s results.

37



Property & Casualty Insurance (continued)
Overall
Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

The Property & Casualty Insurance segment reported Segment Net Operating Loss of $9.9 million for the nine months ended
September 30, 2016, compared to Segment Net Operating Income of $31.8 million for the same period in 2015. Segment net
operating results deteriorated by $41.7 million due primarily to higher incurred catastrophe losses and LAE (excluding reserve
development) and net operating losses from Alliance United in 2016, partially offset by lower underlying losses and LAE as a
percentage of earned premiums in the legacy business and the write-off of internal-use software in 2015.

Earned Premiums in the Property & Casualty Insurance segment increased by $182.6 million. Excluding the impact from
Alliance United, Earned Premiums decreased by $32.5 million, as lower volume accounted for a decrease of $39.8 million,
while higher average earned premium accounted for an increase of $7.3 million. The lower volume was driven primarily by
preferred personal automobile insurance and homeowners insurance, which had volume decreases of $19.8 million and $9.3
million, respectively. The increase in average earned premium was driven primarily by nonstandard personal automobile
insurance, which had an increase of $10.7 million, partially offset by decreases in preferred personal automobile insurance and
homeowners insurance of $3.1 million and $2.8 million, respectively.

Net Investment Income in the Property & Casualty Insurance segment increased by $0.3 million for the nine months ended
September 30, 2016, compared to the same period in 2015, due primarily to investment income from the investments acquired
from the acquisition of, and the capital contributed to, Alliance United and higher yields on non-alternative investments,
partially offset by lower investment income from Alternative Investments and a lower level of non-alternative investments. The
Property & Casualty Insurance segment reported Net Investment Income from Alternative Investments of $13.3 million in
2016, compared to $16.6 million in 2015.

Underlying losses and LAE as a percentage of earned premiums were 75.7% in 2016, a deterioration of 4.6 percentage points,
compared to 2015. Underlying losses and LAE exclude the impact of catastrophes and loss and LAE reserve development.
Alliance United, which runs at a higher underlying losses and LAE ratio but lower insurance expense ratio, added 9.3
percentage points to the overall underlying losses and LAE ratio. Excluding the impact of Alliance United, underlying losses
and LAE as a percentage of earned premiums were 66.4% in 2016, compared to 68.0% in 2015, or an improvement of 1.6
percentage points, as nonstandard personal automobile insurance, homeowners insurance, commercial automobile and other
personal insurance improved while preferred personal automobile insurance deteriorated. Catastrophe losses and LAE
(excluding reserve development) were $97.9 million in 2016, compared to $50.4 million in 2015, which is an increase of $47.5
million due primarily to two separate hailstorms in Texas—one in March 2016 with estimated losses and LAE of $32.0 million
and another in April 2016 with estimated losses and LAE of $24.4 million. The increase was partially offset by reduced severity
of catastrophic events with losses and LAE (excluding reserve development) of less than $10 million in 2016, compared to
2015. Favorable loss and LAE reserve development (including catastrophe reserve development) was $17.5 million in 2016,
compared to $13.8 million in 2015.

Insurance expenses were $288.8 million, or 24.0% of earned premiums, in 2016. Excluding a write-off of a long-lived asset,
insurance expenses were $265.8 million, or 26.0% of earned premiums, in 2015. The improvement in the ratio of 2.0
percentage points from 2015 to 2016 was due primarily to the inclusion of Alliance United, which runs at a lower insurance
expense ratio, for a full nine months in 2016. Excluding the impact of the write-off and Alliance United, insurance expenses
decreased by $11.1 million in 2016, compared to 2015, and decreased as a percentage of earned premiums from 28.5% in 2015
to 28.3% in 2016.

The Property & Casualty Insurance segment’s effective income tax rate differs from the federal statutory income tax rate due
primarily to tax-exempt investment income, dividends received deductions and estimated indemnification recoveries recognized
in earnings pursuant to the Alliance United purchase agreement. Tax-exempt investment income and dividends received
deductions were $16.8 million in both 2016 and 2015. Indemnification recoveries result in an adjustment to the tax purchase
price and are excluded from the determination of taxable income and income tax expense. Estimated indemnification recoveries
recognized in earnings were $0.7 million in 2016, all of which has been reported as a reduction of Insurance Expenses.
Estimated indemnification recoveries recognized in earnings were $10.4 million in 2015, of which $5.9 million has been
reported as a reduction of Incurred Losses and LAE and $4.5 million has been recorded as a reduction of Insurance Expenses.
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Property & Casualty Insurance (continued)
Three Months Ended September 30, 2016 Compared to the Same Period in 2015

The Property & Casualty Insurance segment reported Segment Net Operating Income of $12.1 million for the three months
ended September 30, 2016, compared to $21.0 million for the same period in 2015. Segment net operating results deteriorated
by $8.9 million due primarily to net operating losses from Alliance United in 2016, higher incurred catastrophe losses and LAE
(excluding reserve development) and a lower level of favorable loss and LAE reserve development, partially offset by lower
underlying losses and LAE as a percentage of earned premiums in the legacy business and higher net investment income.

Earned Premiums in the Property & Casualty Insurance segment increased by $20.8 million for the three months ended
September 30, 2016, compared to the same period in 2015. Earned Premiums in the Alliance United business increased by
$30.4 million, as higher volume and average earned premium accounted for increases of $24.4 million and $6.0 million,
respectively. Excluding the impact of Alliance United, Earned Premiums decreased by $9.6 million, as lower volume accounted
for a decrease of $13.1 million, while higher average earned premium accounted for an increase of $3.5 million. Excluding
Alliance United, the lower volume was driven primarily by preferred personal automobile insurance, nonstandard personal
automobile insurance and homeowners insurance, which had volume decreases of $4.6 million, $3.9 million and $2.7 million,
respectively. Excluding Alliance United, the increase in average earned premium was driven primarily by nonstandard personal
automobile insurance, which had an increase of $3.8 million.

Net Investment Income in the Property & Casualty Insurance segment increased by $2.1 million for the three months ended
September 30, 2016, compared to the same period in 2015, due primarily to higher yields on non-alternative investments. The
Property & Casualty Insurance segment reported Net Investment Income from Alternative Investments of $7.2 million in both
2016 and 2015.

Underlying losses and LAE as a percentage of earned premiums were 75.4% in 2016, a deterioration of 2.1 percentage points,
compared to 2015. Alliance United, which runs at a higher underlying losses and LAE ratio, but lower insurance expense ratio,
added 9.0 percentage points to the overall underlying losses and LAE ratio. Excluding the impact of Alliance United,
underlying losses and LAE as a percentage of earned premiums were 66.4% in 2016, compared to 68.0%, an improvement of
1.6 percentage points, compared to 2015, as nonstandard personal automobile insurance and commercial automobile insurance
improved, while homeowners insurance, preferred personal automobile insurance and other personal insurance deteriorated.
Catastrophe losses and LAE (excluding reserve development) were $11.3 million in 2016, compared to $4.7 million in 2015,
which was an abnormally low quarter for catastrophe losses and LAE. The increase of $6.6 million was due primarily to intra-
year development on first and second quarter losses and a higher frequency of catastrophic events. Favorable loss and LAE
reserve development (including catastrophe reserve development) was $0.8 million in 2016, compared to $2.8 million in 2015.

Insurance expenses were $94.6 million, or 23.2% of earned premiums, in 2016, compared to $94.4 million, or 24.4% of earned
premiums, in 2015. The improvement in the ratio of 1.2 percentage points from 2015 to 2016 was due primarily to growth in
the Alliance United business, which runs at a lower insurance expense ratio than the legacy business. Excluding the impact of
Alliance United, insurance expenses decreased by $3.1 million in 2016, compared to 2015, and decreased as a percentage of
earned premiums from 28.5% in 2015 to 28.4% in 2016.

The Property & Casualty Insurance segment’s effective income tax rate differs from the federal statutory income tax rate due
primarily to tax-exempt investment income and dividends received deductions and estimated indemnification recoveries
recognized in earnings pursuant to the Alliance United purchase agreement. Tax-exempt investment income and dividends
received deductions were $5.2 million in both 2016 and 2015. Estimated indemnification recoveries recognized in earnings
were $7.9 million in 2015, of which $3.4 million has been reported as a reduction of Incurred Losses and LAE and $4.5 million
has been recorded as a reduction of Insurance Expenses.
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Property & Casualty Insurance (continued)
Preferred Personal Automobile Insurance

Selected financial information for the preferred personal automobile insurance product line follows.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Net Premiums WIIeN........cocveeiiiieieieccee e $ 3236 $ 3321 $ 1141 § 1134
Earned Premitms .........ccoooiiueeieiiieieieteeeeeeeeteeeete ettt $ 3180 $ 3409 $ 1066 $ 111.6
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ............c.ccoooovioioieieieeiceeeeeeeee, $ 2223 § 2364 $ 740 $§ 765
Catastrophe Losses and LAE...........cccocooiiieniecienieeeeeeeee e 11.3 2.6 1.2 0.1
Prior Years:
Non-catastrophe Losses and LAE ...........cccoocovieiivienieieneeieeeeene 0.8 (13.9) 0.4) 2.7)
Catastrophe Losses and LAE...........cccccooiiieoieiiiieeceeeeeee e, 0.3) (0.3) — 0.1)
Total Incurred Losses and LAE...........ccccocvovivienieciinieieeeeeeee e $ 2341 $ 2248 $ 748 § 738
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio.........c.ccccececenennnne. 69.8% 69.3% 69.5% 68.5%
Current Year Catastrophe Losses and LAE Ratio.........ccccoeevveveviieiennnnen. 3.6 0.8 1.1 0.1
Prior Years Non-catastrophe Losses and LAE Ratio.........cccccoccevveiennnen. 0.3 4.1 0.4) 2.4)
Prior Years Catastrophe Losses and LAE Ratio.........c.cccoccveevieieiieiennnnnen. 0.1) 0.1) — 0.1)

Total Incurred Loss and LAE Ratio.........ccoovveiiiiiiiiiiiiieiieceeee e 73.6% 65.9% 70.2% 66.1%

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums on preferred personal automobile insurance decreased by $22.9 million as lower volume and lower average
earned premium accounted for decreases of $19.8 million and $3.1 million, respectively. The run-off of the direct-to-consumer
business accounted for over half of the decrease in earned premiums attributed to lower volume. The decrease in average earned
premium was due primarily to a mix shift toward lower risk drivers, partially offset by rate increases. Incurred losses and LAE
were $234.1 million, or 73.6% of earned premiums, in 2016, compared to $224.8 million, or 65.9% of earned premiums, in
2015. Incurred losses and LAE as a percentage of earned premiums increased due primarily to an unfavorable change in loss
and LAE reserve development and higher incurred catastrophe losses and LAE (excluding reserve development) and, to a lesser
extent, higher underlying losses and LAE as a percentage of related earned premiums. Underlying losses and LAE as a
percentage of related earned premiums were 69.8% in 2016, compared to 69.3% in 2015, which is a deterioration of 0.5
percentage points due primarily to slightly higher severity of losses on most coverages. Catastrophe losses and LAE (excluding
reserve development) were $11.3 million in 2016, compared to $2.6 million in 2015, due primarily to the two aforementioned
hailstorms in Texas in 2016. Loss and LAE reserve development was adverse by $0.5 million in 2016, compared to favorable
development of $14.2 million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums on preferred personal automobile insurance decreased by $5.0 million as lower volume and lower average
earned premium accounted for decreases of $4.6 million and $0.4 million, respectively. The run-off of the direct-to-consumer
business accounted for approximately 70% of the decrease in earned premiums attributed to lower volume. The decrease in
average earned premium was due primarily to a mix shift toward lower risk drivers, partially offset by rate increases. Incurred
losses and LAE were $74.8 million, or 70.2% of earned premiums, in 2016, compared to $73.8 million, or 66.1% of earned
premiums, in 2015. Incurred losses and LAE as a percentage of earned premiums increased due to a lower level of favorable
loss and LAE reserve development, higher incurred catastrophe losses and LAE (excluding reserve development) and higher
underlying losses and LAE as a percentage of earned premiums. Underlying losses and LAE as a percentage of related earned
premiums were 69.5% in 2016, compared to 68.5% in 2015, which is a deterioration of 1.0 percentage point due primarily to
slightly higher severity of bodily injury losses and frequency of bodily injury claims. Catastrophe losses and LAE (excluding
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Property & Casualty Insurance (continued)

reserve development) were $1.2 million in 2016, compared to $0.1 million in 2015. Favorable loss and LAE reserve
development was $0.4 million in 2016, compared to $2.8 million in 2015.

Nonstandard Personal Automobile Insurance

Selected financial information for the nonstandard personal automobile insurance product line for the nine months ended
September 30, 2016 and 2015 is presented in the following table. The results for the nine months ended September 30, 2015 for
Alliance United include only the last five months of the period, which is the period since the date of acquisition.

Nine Months Ended
Sep 30, 2016 Sep 30, 2015
Alliance Alliance
(Dollars in Millions) Legacy United Total Legacy United Total
Net Premiums Written........cccccecevcevenencncnene. § 2442 § 3843 § 6285 § 2392 § 171.0 § 410.2
Earned Premiums ..........ccccocevieiiiniiniiiniiee $ 2326 § 3768 § 6094 § 2283 § 161.7 § 390.0
Incurred Losses and LAE related to:.................
Current Year:
Non-catastrophe Losses and LAE ................ $ 1774 § 3626 $§ 5400 $ 1855 $§ 1411 § 3266
Catastrophe Losses and LAE ....................... 5.7 0.1 5.8 3.2 — 32
Prior Years:

Non-catastrophe Losses and LAE ................ 2.1 4.8 6.9 5.6 3.1 8.7

Catastrophe Losses and LAE ...................... (0.1) — (0.1) (0.1) — 0.1)
Total Incurred Losses and LAE......................... $ 1851 $§ 3675 $ 5526 § 1942 $§ 1442 § 3384
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and

LAE Ratio...c.ooieiiiiieeeeeeeeeee e 76.2% 96.2% 88.6% 81.2% 87.3% 83.8%
Current Year Catastrophe Losses and LAE

RALIO .o 2.5 — 1.0 1.4 — 0.8
Prior Years Non-catastrophe Losses and LAE

RAtIO ..o 0.9 1.3 1.1 2.5 1.9 2.2
Prior Years Catastrophe Losses and LAE Ratio — — — — — —
Total Incurred Loss and LAE Ratio.................. 79.6% 97.5% 90.7% 85.1% 89.2% 86.8%

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums on nonstandard personal automobile insurance increased by $219.4 million. Excluding the impact from
Alliance United, Earned Premiums increased by $4.3 million as higher average earned premium accounted for an increase of
$10.7 million, while lower volume accounted for a decrease of $6.4 million. Incurred losses and LAE were $552.6 million, or
90.7% of earned premiums, in 2016, compared to $338.4 million, or 86.8% of earned premiums, in 2015. Excluding Alliance
United, incurred losses and LAE were $185.1 million, or 79.6% of related earned premiums, in 2016, compared to $194.2
million, or 85.1% of related earned premiums, in 2015. Excluding the impact of Alliance United, incurred losses and LAE as a
percentage of earned premiums decreased due to lower underlying losses and LAE as a percentage of earned premiums and a
lower level of adverse loss and LAE reserve development, partially offset by higher incurred catastrophe losses and LAE
(excluding reserve development). Excluding Alliance United, underlying losses and LAE as a percentage of related earned
premiums were 76.2% in 2016, compared to 81.2% in 2015, which is an improvement of 5.0 percentage points due primarily to
higher average earned premium, lower severity of liability losses on California policies and lower frequency of claims across
most coverages on non-California policies, partially offset by higher frequency of claims on all coverages on California
policies. Catastrophe losses and LAE (excluding reserve development) were $5.8 million in 2016, compared to $3.2 million in
2015. Excluding Alliance United, adverse loss and LAE reserve development was $2.0 million in 2016, compared to $5.5
million in 2015.
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Property & Casualty Insurance (continued)

For Alliance United, underlying losses and LAE as a percentage of related earned premiums were 96.2% in 2016, compared to
87.3% in 2015, which is a deterioration of 8.9 percentage points. Alliance United’s underlying loss and LAE ratio continues to
be significantly higher than what had been reported by Alliance United prior to the acquisition date. Alliance United has
experienced significantly higher frequency of claims on all coverages and, to a lesser extent, higher severity of losses on most
coverages than the trend that Kemper had anticipated prior to the acquisition. Alliance United’s premium rates have become
inadequate due in part to the significant adverse changes in underlying frequency and severity trends. The Company continues
to analyze its experience against industry information as it becomes available and believes that Alliance United’s frequency
trend may be worse than industry due in part to anti-selection resulting from inadequate rates and higher growth rates for new
business, which tends to run at a higher underlying loss and LAE ratio than renewal business. In addition, Alliance United’s
results for the nine months ended September 30, 2016 include adverse loss and LAE reserve development of $4.8 million. Since
the acquisition, several events have resulted in the historical development factors becoming less reliable in predicting how
losses will ultimately emerge. For the nine months ended September 30, 2016, the primary driver of adverse development was a
decrease in the ratio of claims closed without payment, which has driven the Company’s selection of ultimate losses higher. In
addition, payment development patterns, as well as claim severity patterns, may have been influenced by an inadequate level of
claims adjusters, as staffing levels for Alliance United’s claims adjusters were not able to keep pace with Alliance United’s
growth rate prior to and after the acquisition date and the recent spike in frequency. The Company has taken and continues to
take various actions to address Alliance United’s performance, including increasing the staffing levels for claims adjusters,
slowing growth rates for new business, various agency management actions and filing and implementing rate increases. The
Company anticipates it will take several more pricing cycles to become rate adequate.

Selected financial information for the nonstandard personal automobile insurance product line for the three months ended
September 30, 2016 and 2015 is presented in the following table.

Three Months Ended

Sep 30,2016 Sep 30, 2015
Alliance Alliance
(Dollars in Millions) Legacy United Total Legacy United Total
Net Premiums Written............ccccoeveeeeeeerenene. $ 8.2 § 1312 §$ 2114 $ 799 $§ 1094 § 1893
Earned Premiums ...........cccoevevevereeereieriienennen, $§ 772 § 1300 $ 2072 $ 773 § 996 § 1769
Incurred Losses and LAE related to..................
Current Year:
Non-catastrophe Losses and LAE ................ 56.8 122.9 179.7 62.8 88.6 151.4
Catastrophe Losses and LAE ....................... 1.7 0.1 1.8 — — —
Prior Years:
Non-catastrophe Losses and LAE ................ 34 (1.3) 2.1 1.8 1.8 3.6
Catastrophe Losses and LAE ...................... 0.1 — 0.1 — — —
Total Incurred Losses and LAE......................... $ o618 § 1217 $ 1835 $ 646 $ 904 § 1550
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and
LAE Ratio...cccecieieceeieeececeee e 73.6% 94.5% 86.7% 81.3% 89.0% 85.6%
Current Year Catastrophe Losses and LAE
RAtIO o 2.2 0.1 0.9 — — —
Prior Years Non-catastrophe Losses and LAE
RALIO ..o 4.4 (1.0) 1.0 2.3 1.8 2.0
Prior Years Catastrophe Losses and LAE Ratio (0.1) — — — —
Total Incurred Loss and LAE Ratio.................. 80.1% 93.6% 88.6% 83.6% 90.8% 87.6%
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Property & Casualty Insurance (continued)
Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums on nonstandard personal automobile insurance increased by $30.3 million. Excluding the impact from
Alliance United, Earned Premiums were fairly flat compared to prior year as lower volume, which accounted for a decrease of
$3.9 million, was largely offset by higher average earned premium, which accounted for an increase of $3.8 million. Incurred
losses and LAE were $183.5 million, or 88.6% of earned premiums, in 2016, compared to $155.0 million, or 87.6% of earned
premiums, in 2015. Excluding Alliance United, incurred losses and LAE were $61.8 million, or 80.1% of related earned
premiums, in 2016, compared to $64.6 million, or 83.6% of earned premiums, in 2015. Excluding the impact of Alliance
United, incurred losses and LAE as a percentage of earned premiums decreased due to lower underlying losses and LAE as a
percentage of earned premiums, partially offset by higher incurred catastrophe losses and LAE (excluding reserve development)
and a higher level of adverse loss and LAE reserve development. Excluding Alliance United, underlying losses and LAE as a
percentage of related earned premiums were 73.6% in 2016, compared to 81.3% in 2015, which is an improvement of 7.7
percentage points due primarily to higher average earned premium, lower frequency of claims across most coverages on non-
California policies, lower severity of losses across all coverages except bodily injury and intra-year development on first and
second quarter claims, partially offset by higher frequency of claims on all coverages on California policies and higher severity
of bodily injury losses. Catastrophe losses and LAE (excluding reserve development) were $1.8 million in 2016, compared to
none in 2015. Excluding Alliance United, adverse loss and LAE reserve development was $3.3 million in 2016, compared to
$1.8 million in 2015.

For Alliance United, Earned Premiums increased by $30.4 million as higher volume and higher average earned premium
accounted for increases of $24.4 million and $6.0 million, respectively. Alliance United’s underlying losses and LAE as a
percentage of related earned premiums were 94.5% in 2016, compared to 89.0% in 2015, which is a deterioration of 5.5
percentage points due primarily to rate increases not keeping pace with the frequency and severity trends previously noted.
Alliance United’s loss and LAE reserve development was favorable by $1.3 million in 2016, compared to adverse development
of $1.8 million in 2015.
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Property & Casualty Insurance (continued)
Homeowners Insurance

Selected financial information for the homeowners insurance product line follows.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Net Premiums WIIeN.......cc.ooveieiiiiieieiciecicieiese et eee e eee e v w w ﬂ u
Earned Premitms .........ccoovoiiueuiiiiieieieteeeteeeetcee ettt $§ 2042 $ 2163 $ 685 § 721
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE .............cccooooveiieieciceeceeceeeea $ 1029 §$ 1126 $ 368 $ 363
Catastrophe Losses and LAE...........ccocoiirieineeeeeec e 77.7 42.8 7.8 4.8
Prior Years:
Non-catastrophe Losses and LAE ..........ccccooovvieiinienieieeeeeeee (3.8) (2.8) (0.6) 2.5)
Catastrophe Losses and LAE...........c.ccccooiiiiiieiinieeeceeeee e (14.3) (6.0) 3.5 (1.7)
Total Incurred Losses and LAE...........cccccooovieiieinieiicceecceeeeeas $§ 1625 $§ 1466 $ 405 §$§ 369
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio..........cccccccvevernenne. 50.4% 52.1% 53.7% 50.4%
Current Year Catastrophe Losses and LAE Ratio.........ccccceevveveniiiienennen. 38.1 19.8 11.4 6.7
Prior Years Non-catastrophe Losses and LAE Ratio............cc.cceevveuvennen. (1.9) (1.3) 0.9) 3.5
Prior Years Catastrophe Losses and LAE Ratio.........ccccccccvevvvecienieiennennen. (7.0) (2.8) (5.1) 2.4)

Total Incurred Loss and LAE Ratio .......ccocovviveieiieieeeeeeeeeeeeeeeeeee e 79.6% 67.8% 59.1% 51.2%

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in homeowners insurance decreased by $12.1 million as lower volume and lower average earned premium
accounted for decreases of $9.3 million and $2.8 million, respectively. Incurred losses and LAE were $162.5 million, or 79.6%
of earned premiums, in 2016, compared to $146.6 million, or 67.8% of earned premiums, in 2015. Incurred losses and LAE as a
percentage of earned premiums increased due to higher incurred catastrophe losses and LAE (excluding reserve development),
partially offset by a higher level of favorable loss and LAE reserve development and lower underlying losses and LAE as a
percentage of earned premiums. Underlying losses and LAE as a percentage of earned premiums were 50.4% in 2016,
compared to 52.1% in 2015, which is an improvement of 1.7 percentage points due primarily to lower frequency of claims,
partially offset by higher severity of losses and lower average earned premium. Catastrophe losses and LAE (excluding reserve
development) were $77.7 million in 2016, compared to $42.8 million in 2015. This increase was driven primarily by the two
aforementioned hailstorms in Texas in 2016. Favorable loss and LAE reserve development was $18.1 million in 2016,
compared to $8.8 million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in homeowners insurance decreased by $3.6 million as lower volume and lower average earned premium
accounted for decreases of $2.7 million and $0.9 million, respectively. Incurred losses and LAE were $40.5 million, or 59.1%
of earned premiums, in 2016, compared to $36.9 million, or 51.2% of earned premiums, in 2015. Incurred losses and LAE as a
percentage of earned premiums increased due primarily to higher incurred catastrophe losses and LAE (excluding reserve
development) and higher underlying losses and LAE as a percentage of earned premiums. Underlying losses and LAE as a
percentage of earned premiums were 53.7% in 2016, compared to 50.4% in 2015, which is a deterioration of 3.3 percentage
points due primarily to intra-year development on first and second quarter claims, and, to a lesser extent, higher frequency of
claims and lower average earned premium, partially offset by lower severity of losses. Catastrophe losses and LAE (excluding
reserve development) were $7.8 million in 2016, compared to $4.8 million in 2015. This increase was due primarily to intra-
year development on first and second quarter losses and a higher frequency of catastrophic events. Favorable loss and LAE
reserve development was $4.1 million in 2016, compared to $4.2 million in 2015.
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Property & Casualty Insurance (continued)
Commercial Automobile Insurance

Selected financial information for the commercial automobile insurance product line follows.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Net Premiums WIEN .........cc.ooviiiieiceceeeeeeeceeee e $ 400 §$ 420 § 125 § 135
Earned Premiums ........c.ocovievieiiiiiiiiceeecie ettt $ 402 $ 407 $ 133 § 137
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ............cccoceovvieiiieinieeieceiceeeeevns $§ 318 § 341 $ 104 § 133
Catastrophe Losses and LAE...........ccccccooiiiiiiieiiiiceeceeee e 0.9 0.2 0.4 —
Prior Years:
Non-catastrophe Losses and LAE ...........cccocooviiivienicieneeeeeee 0.1 0.7 4.2 1.5
Catastrophe Losses and LAE...........ccocooiiieieieeeeeec e (0.1) — (0.1)
Total Incurred Losses and LAE.............ccooooovoiieiiiieeeceeeeeeeeeeea $ 327 $ 350 $ 149 § 1438
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio.............ccccvvevennenen. 79.1% 83.8% 78.2% 97.1%
Current Year Catastrophe Losses and LAE Ratio.........cccccoeeveeveeieeieneenen. 2.2 0.5 3.0
Prior Years Non-catastrophe Losses and LAE Ratio............c..cccoovvevenennen. 0.2 1.7 31.6 10.9
Prior Years Catastrophe Losses and LAE Ratio............cccoveeieieeneeiennenen. 0.2) — (0.8)

Total Incurred Loss and LAE Ratio .........cccccoovvuviiiiiiiciiicieeceeee e 81.3% 86.0% 112.0% 108.0%

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in commercial automobile insurance decreased by $0.5 million as lower volume accounted for a decrease of
$2.4 million, while higher average earned premium accounted for an increase of $1.9 million. Incurred losses and LAE were
$32.7 million, or 81.3% of earned premiums, in 2016, compared to $35.0 million, or 86.0% of earned premiums, in 2015.
Incurred losses and LAE as a percentage of earned premiums decreased due to lower underlying losses and LAE as a
percentage of earned premiums and a favorable change in loss and LAE reserve development, partially offset by higher
incurred catastrophe losses and LAE (excluding reserve development). Underlying losses and LAE as a percentage of earned
premiums were 79.1% in 2016, compared to 83.8% in 2015, which is an improvement of 4.7 percentage points due primarily to
lower severity of losses across all coverages and, to a lesser extent, higher average earned premium, partially offset by higher
frequency of losses across most coverages. Loss and LAE reserve development was flat in 2016, compared to adverse
development of $0.7 million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in commercial automobile insurance decreased by $0.4 million as lower volume accounted for a decrease of
$1.3 million, while higher average earned premium accounted for an increase of $0.9 million. Incurred losses and LAE were
$14.9 million, or 112.0% of earned premiums, in 2016, compared to $14.8 million, or 108.0% of earned premiums, in 2015.
Incurred losses and LAE as a percentage of earned premiums increased due to a higher level of adverse loss and LAE reserve
development and, to a lesser extent, higher incurred catastrophe losses and LAE (excluding reserve development), partially
offset by lower underlying losses and LAE as a percentage of earned premiums. Underlying losses and LAE as a percentage of
earned premiums were 78.2% in 2016, compared to 97.1% in 2015, which is an improvement of 18.9 percentage points due
primarily to lower severity of losses across all coverages, particularly bodily injury, and, to a lesser extent, higher average
earned premium, partially offset by higher frequency of losses across most coverages. Adverse loss and LAE reserve
development was $4.1 million in 2016, compared to $1.5 million in 2015.
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Property & Casualty Insurance (continued)
Other Personal Insurance

Other personal insurance products include umbrella, dwelling fire, inland marine, earthquake, boat owners and other liability
coverages. Selected financial information for other personal insurance product lines follows.

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Net Premiums WITHEN. ......ccvoveveeiiiereieiierereeeieeeteeee e s $§ 335 § 347 §$§ 116 $§ 122
Earned Premilms ...........ccieieveriuieieieieieeiieieretees et $§ 339 § 352 § 113 § 118
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ...........cccoevvvieiiieenieiieeeieeeeeevenes $ 163 § 175 § 58  § 5.7
Catastrophe Losses and LAE..........cccccceoiiiinieciinicececeeeee e 2.2 1.6 0.1 0.2)
Prior Years:
Non-catastrophe Losses and LAE ..........cccooviieiinienieieceeeeene 5.3) — 2.2) (0.8)
Catastrophe Losses and LAE.........cccccoeoiiieniieienicieeeeeeeee e (1.4) 0.1) 0.2) 0.1)
Total Incurred Losses and LAE...........cccocvoveviieieievevieiieiereeeeeeeeieeeseve e § 118 § 190 § 35  § 4.6
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio............cccocvvvenenen. 48.0% 49.8% 51.4% 48.3%
Current Year Catastrophe Losses and LAE Ratio.........ccccoeevveveviieiennnnen. 6.5 4.5 0.9 (1.7)
Prior Years Non-catastrophe Losses and LAE Ratio.........cccccoocevvevennnen. (15.6) — (19.5) (6.8)
Prior Years Catastrophe Losses and LAE Ratio...........ccocoveevveienieiennenen. 4.1 0.3) (1.8) (0.8)

Total Incurred Loss and LAE Ratio.........ccoovveiiiiiiiiiiiiieiieceeee e 34.8% 54.0% 31.0% 39.0%

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in other personal insurance decreased by $1.3 million as lower volume accounted for a decrease of $1.9
million, while higher average earned premium accounted for an increase of $0.6 million. Incurred losses and LAE were $11.8
million, or 34.8% of earned premiums, in 2016, compared to $19.0 million, or 54.0% of earned premiums, in 2015. Incurred
losses and LAE as a percentage of earned premiums decreased due to a higher level of favorable loss and LAE reserve
development and, to a lesser extent, lower underlying losses and LAE as a percentage of earned premiums, partially offset by
higher incurred catastrophe losses and LAE (excluding reserve development). Underlying losses and LAE as a percentage of
earned premiums were 48.0% in 2016, compared to 49.8% in 2015, which is an improvement of 1.8 percentage points due
primarily to lower severity of losses on most coverages except umbrella, partially offset by higher frequency of umbrella claims
and higher severity of umbrella losses. Catastrophe losses and LAE (excluding reserve development) were $2.2 million in 2016,
compared to $1.6 million in 2015. Favorable loss and LAE reserve development was $6.7 million in 2016, compared to $0.1
million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in other personal insurance decreased by $0.5 million as lower volume accounted for a decrease of $0.6
million, while higher average premium accounted for an increase of $0.1 million. Incurred losses and LAE were $3.5 million,
or 31.0% of earned premiums, in 2016, compared to $4.6 million, or 39.0% of earned premiums, in 2015. Incurred losses and
LAE as a percentage of earned premiums decreased due to a higher level of favorable loss and LAE reserve development,
partially offset by higher underlying losses and LAE as a percentage of earned premiums and higher incurred catastrophe losses
and LAE (excluding reserve development). Underlying losses and LAE as a percentage of earned premiums were 51.4% in
2016, compared to 48.3% in 2015, which is a deterioration of 3.1 percentage points due primarily to intra-year development on
first and second quarter claims and higher severity of umbrella losses, partially offset by lower severity of losses on most
coverages except umbrella and lower frequency of claims on most coverages. Catastrophe losses and LAE (excluding reserve
development) were $0.1 million in 2016, compared to a benefit of $0.2 million in 2015, due primarily to favorable development
on catastrophic events occurring in the first and second quarters. Favorable loss and LAE reserve development was $2.4 million
in 2016, compared to $0.9 million in 2015.

46



Life & Health Insurance

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

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Earned PremiUmS .........cooveiiueieieietceeteeieteeeeee ettt e v $§ 4529 $§ 4450 $ 1520 $ 1506
Net Investment INCOME .........coouiiiiiriiiiieieeeee e 159.6 159.0 54.5 55.1
Other INCOME .....eouviiiiiiciiciececte ettt ettt v e e re s 1.9 1.7 0.7 0.7
TOtal REVENUES.......eciieiieeieiieiieeit ettt ettt esesanesaeeneas 614.4 605.7 207.2 206.4
Policyholders’ Benefits and Incurred Losses and LAE.............cccceeue... 368.8 287.8 173.0 93.7
INSUrance EXPEnSes......cceevuieriiiiiierieiiierieeitece ettt 235.0 235.5 79.9 77.3
Operating Profit (LOSS) ......cvevviiieiiiieeieceececeeee et 10.6 82.4 (45.7) 354
Income Tax Benefit (EXPENSe).........ccuevuerieriirienieeieniieieeeereeeeee e 3.3) (28.5) 16.3 (11.9)
Segment Net Operating Income (LOSS)........ccooeeveveeeereeeereeeereeeeeeeeeeeeenes $ 73§ 539 §  (294) $ 23.5
Insurance Reserves
Sep 30, Dec 31,
(Dollars in Millions) 2016 2015
Insurance Reserves:
Future Policyholder BENETItS........c.cooviiiiiiiiiieiiciieeeeieeectceteete ettt ettt e eve e $ 3,2985 $ 3,2784
Incurred Losses and LAE Reserves:
55 PR RSS PR 142.1 41.2
Accident and Health ...........coouiiiiiiiiiiicieecceee ettt ene 20.9 21.4
D53 (0] 0153 2SS 5.5 5.2
Total Incurred Losses and LAE RESEIVES ......ccuevuiriiriiriiriieiieieie ettt sttt ens 168.5 67.8
TIISUTAIICE RESEIVES .....eviiieiiieie ettt ettt et e e et e st e ea e e e ae e e et e eatesteesatesaaeesaseeaeesanean $ 3,467.0 $ 3,346.2
Overall

Use of Death Verification Databases

In the third quarter of 2016, the Company’s Life & Health segment voluntarily began implementing a comprehensive process
under which it will cross-reference its life insurance policies against the DMF and other death verification databases to identify
potential situations where the beneficiaries may not have filed a claim following the death of an insured and initiate an outreach
process to identify and contact beneficiaries and settle claims. Policyholders’ Benefits and Incurred Losses and Loss
Adjustment Expenses for the nine and three months ended September 30, 2016 include a pre-tax charge of $77.8 million to
recognize the impact of using death verification databases in the Company’s operations, including to determine its IBNR
liability for unpaid claims and claims adjustment expenses for life insurance products.

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in the Life & Health Insurance segment increased by $7.9 million for the nine months ended September 30,
2016, compared to the same period in 2015 due primarily to an adjustment of $7.6 million recorded in the first quarter of 2015
to correct deferred premium reserves on certain limited pay life insurance policies.

Net Investment Income increased by $0.6 million for the nine months ended September 30, 2016, compared to the same period
in 2015, due primarily to higher levels of investments in non-alternative investments and higher investment returns from
Alternative Investments, partially offset by lower yields on investments in fixed income securities.

Policyholders’ Benefits and Incurred Losses and LAE increased by $81.0 million in 2016, compared to the same period in
2015. Excluding the impact of using death verification databases described above, Policyholders’ Benefits and Incurred Losses
and LAE increased by $3.2 million, due primarily to higher policyholders’ benefits on life insurance and incurred losses and
LAE on property insurance. Insurance Expenses in the Life & Health Insurance segment decreased by $0.5 million due
primarily to lower legal costs, partially offset by higher agent and field management compensation costs for the Kemper Home
Service Companies (“KHSC”) and the impact of an adjustment made in 2015 to deferred policy acquisition costs for Reserve
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Life & Health Insurance (continued)

National Insurance Company (“Reserve National”). Segment Net Operating Income in the Life & Health Insurance segment
was $7.3 million for the nine months ended September 30, 2016, compared to $53.9 million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned Premiums in the Life & Health Insurance segment increased by $1.4 million for the three months ended September 30,
2016, compared to the same period in 2015.

Net Investment Income decreased by $0.6 million for the three months ended September 30, 2016, compared to the same
period in 2015, due primarily to lower yields on non-alternative investments and lower investment returns from Alternative
Investments, partially offset by higher levels of investments in fixed income securities.

Policyholders’ Benefits and Incurred Losses and LAE increased by $79.3 million in 2016, compared to the same period in
2015. Excluding the impact of using death verification databases described above, Policyholders’ Benefits and Incurred Losses
and LAE increased by $1.5 million, due primarily to higher policyholders’ benefits on life insurance and higher losses and LAE
on property insurance, partially offset by lower incurred losses and LAE on accident and health insurance. Insurance Expenses
in the Life & Health Insurance segment increased by $2.6 million in 2016, compared to 2015, due primarily to higher agent and
field management compensation costs. Segment Net Operating Loss in the Life & Health Insurance segment was $29.4 million
for the three months ended September 30, 2016, compared to Net Operating Income of $23.5 million in 2015.

Life Insurance

Selected financial information for the life insurance product line follows.

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

(Dollars in Millions) 2016 2015 2016 2015
Earned Premiums ..........cocveeieiinieiiiieie et $ 2857 $ 2795 $ 958 $ 95.5
Net Investment INCOME .........cceeviiiiiieeiiiieeieeeee e 154.6 153.8 52.7 533
Other INCOME .....coviiieiieieiieieeie ettt et eenesseeneas 1.6 1.4 0.6 0.6
Total REVENUES.......icviiiieeieiieiiieteete ettt ettt e eve s 441.9 434.7 149.1 149.4
Policyholders’ Benefits and Incurred Losses and LAE ............cc.ccccoeeeee. 288.3 208.6 146.5 66.2
INSUrance EXPENSES......ccueecuieriiiiiiieeiieeiiecieeiteste ettt ettt sve e s 158.2 161.3 54.9 52.8
Operating Profit (LOSS) .....ccvecverieriiiierieeeeriesieseee e (4.6) 64.8 (52.3) 30.4
Income Tax Benefit (EXPENSe).........cceevuiireeiiieieiiieiecieeeeereereeveeve e 1.9 (22.5) 18.6 (10.2)
Total Product Line Net Operating Income (L0SS)........cccoevevvieverrincvennenen. $ 27 $ 423 § (33.7) $ 20.2

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on life insurance increased by $6.2 million in 2016, compared to 2015, due primarily to an adjustment of
$7.6 million recorded in the first quarter of 2015 to correct deferred premium reserves on certain limited pay life insurance
policies. Excluding the adjustment, earned premiums on life insurance decreased by $1.4 million as a decrease of $3.4 million
from life insurance products offered by KHSC was offset by an increase of $2.0 million from life insurance products offered by
Reserve National. Policyholders’ benefits on life insurance were $288.3 million in 2016, compared to $208.6 million in 2015,
an increase of $79.7 million. Excluding the impact of using death verification databases described above, Policyholders’
Benefits and Incurred Losses and LAE increased by $1.9 million. Insurance Expenses decreased by $3.1 million in 2016,
compared to 2015, due primarily to lower legal costs, partially offset by higher agent and field management compensation costs
for KHSC.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on life insurance increased by $0.3 million in 2016, compared to 2015, as an increase of $1.1 million from
life insurance products offered by Reserve National, was offset by a decrease of $0.8 million from life insurance products
offered by KHSC. Policyholders’ benefits on life insurance were $146.5 million in 2016, compared to $66.2 million in 2015, an
increase of $80.3 million. Excluding the impact of using death verification databases described above, Policyholders’ Benefits
and Incurred Losses and LAE increased by $2.5 million. Insurance Expenses increased by $2.1 million in 2016, compared to
2015, due primarily to higher agent and field management compensation costs for KHSC.
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Life & Health Insurance (continued)
Accident and Health Insurance

Selected financial information for the accident and health insurance product line follows.

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

(Dollars in Millions) 2016 2015 2016 2015
Earned PremiUmS .........c.oouevoueieiiieteieteeeeteeeeee ettt ven v $ 1112 $§ 1087 $ 376 $ 36.2
Net Investment INCOME .........coouiiiiiriiiiieieeeee e 4.0 4.1 1.4 1.4
Other INCOME .....oouviiieiiciicieeeeeteee ettt ettt v e e 0.3 0.3 0.1 0.1
TOtal REVENUES.......eciieiieeieiieiieeit ettt ettt esesanesaeeneas 115.5 113.1 39.1 37.7
Policyholders’ Benefits and Incurred Losses and LAE.............cccceeue... 60.7 60.7 19.9 21.2
INSUrance EXPEnSes......cceevuieriiiiiierieiiierieeitece ettt 50.3 47.9 16.4 15.8
Operating Profit .........ccoevieiiiiiiiieicececeee et 4.5 4.5 2.8 0.7
Income Tax EXPEnSe.......c.cccveiiriieriiiieniiiienieeiesieevesteeee e (1.6) (1.6) (1.0) (0.3)
Total Product Line Net Operating INCOME.............cccceeveueeveeereeeeceereeeereans $ 29 § 29 § 1.8 § 0.4

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on accident and health insurance increased by $2.5 million in 2016, compared to 2015, due primarily to
higher volume. Incurred accident and health insurance losses were $60.7 million, or 54.6% of accident and health insurance
earned premiums, in 2016, compared to $60.7 million, or 55.8% of accident and health insurance earned premiums, in 2015.
Incurred accident and health insurance losses decreased as a percentage of earned premiums due primarily to lower average
claim costs in other supplemental products and a lower level of hospitalization exposure, partially offset by higher frequency
and higher average claim costs in Medicare Supplement. Insurance Expenses increased by $2.4 million in 2016, compared to
2015, due primarily to the impact of an adjustment made in 2015 to Reserve National’s deferred policy acquisition costs and
the higher level of earned premiums.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on accident and health insurance increased by $1.4 million in 2016, compared to 2015, due primarily to
higher volume. Incurred accident and health insurance losses were $19.9 million, or 52.9% of accident and health insurance
earned premiums, in 2016, compared to $21.2 million, or 58.6% of accident and health insurance earned premiums, in 2015
and decreased as a percentage of accident and health insurance earned premiums due primarily to lower claim activity in
indemnity and other supplemental products, partially offset by higher frequency and higher average claim costs in Medicare
Supplement. Insurance Expenses increased by $0.6 million in 2016, compared to 2015.
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Life & Health Insurance (continued)
Property Insurance

Selected financial information for the property insurance product line follows.

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

(Dollars in Millions) 2016 2015 2016 2015
Earned PremiUmS .........c.oouevoueieiiieteieteeeeteeeeee ettt ven v $ 560 § 56.8 § 18.6 $ 18.9
Net Investment INCOME .........coouiiiiiriiiiieieeeee e 1.0 1.1 0.4 0.4
TOtal REVENUES.......icvieiiceiiiieeiieteete ettt ettt v e e an e 57.0 57.9 19.0 19.3
Incurred Losses and LAE..........cccooovieriiiienieieeceeeeeee e 19.8 18.5 6.6 6.3
INSUrance EXPENSES......ccucecuieiuiiiiiieeiieeiie ettt ettt s s 26.5 26.3 8.6 8.7
Operating Profit .......c.ccveieriieiicieeeeee e 10.7 13.1 3.8 43
Income Tax EXPEnSe.......c.coieiieuieiiiiieeiiceeecie ettt 3.6) 4.4 (1.3) (1.4)
Total Product Line Net Operating InCome............cccoevevveeverieeeeneeceennenen. $ 7.1 8% 87 $§ 25 % 2.9

Nine Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on property insurance decreased by $0.8 million in 2016, compared to 2015. Incurred losses and LAE on
property insurance were $19.8 million, or 35.4% of property insurance earned premiums, in 2016, compared to $18.5 million,
or 32.6% of property insurance earned premiums, in 2015. Underlying losses and LAE on property insurance were $15.3
million, or 27.3% of property insurance earned premiums, in 2016, compared to $15.6 million, or 27.5% of property insurance
earned premiums, in 2015. Catastrophe losses and LAE (excluding development) were $4.6 million in 2016, compared to $1.9
million in 2015. Favorable loss and LAE reserve development was $0.2 million in 2016, compared to unfavorable loss and
LAE reserve development of $1.0 million in 2015.

Three Months Ended September 30, 2016 Compared to the Same Period in 2015

Earned premiums on property insurance decreased by $0.3 million in 2016, compared to 2015. Incurred losses and LAE on
property insurance were $6.6 million, or 35.5% of property insurance earned premiums, in 2016, compared to $6.3 million, or
33.3% of property insurance earned premiums, in 2015. Underlying losses and LAE on property insurance were $5.5 million,
or 29.6% of property insurance earned premiums, in 2016, compared to $5.8 million, or 30.7% of property insurance earned
premiums, in 2015. Catastrophe losses and LAE (excluding development) were $1.4 million in 2016, compared to $0.1 million
in 2015. Favorable loss and LAE reserve development was $0.4 million in 2016, compared to unfavorable loss and LAE
reserve development of $0.4 million in 2015.

50



Investment Results
Investment Income

Net Investment Income for the nine and three months ended September 30, 2016 and 2015 was:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
(Dollars in Millions) 2016 2015 2016 2015
Investment Income (Loss):
Interest on Fixed Income SeCUrities.........ocvevvveeereveeeieeieiieieeeee, $§ 1812 § 1762 $ 614 $ 584
Dividends on Equity Securities Excluding Alternative Investments.... 9.0 11.3 2.7 34
Alternative Investments:
Equity Method Limited Liability Investments..............ccccceeevenienens 3.7 11.8 52 8.3
Fair Value Option InVestments...........ccccoveeveireenenieneneeneneeeneens 3.9) 1.8 (1.4) (0.9)
Limited Liability Investments Included in Equity Securities........... 16.6 11.5 5.7 3.0
Total Alternative INVEStMENtS .........ccecvevveeiieieieeieie e 16.4 25.1 9.5 10.4
Short-term INVEStMENtS ...........c.coieiiiieiiieiecreeeeee et 0.4 0.3 0.2 0.2
Loans to Policyholders.........c.ccvecveriieiinieieeieie e 16.1 15.7 54 53
Rl ESLAe. .. ..uitiiiieieieee et 8.9 8.9 3.0 3.0
Total Investment INCOME.........c.cccveruirieriiiieriieieeeee e 232.0 237.5 82.2 80.7
Investment Expenses:
REAL ESTALC. .. .eeieieeiieieeiei ettt 8.4 8.5 2.9 2.9
Other Investment EXPEnses........cceeieeverierienienieeienie et 5.2 5.8 1.6 1.9
Total Investment EXPEnses .......cc.coirveriiiienieiienieeiesieereereere e evee e 13.6 14.3 4.5 4.8
Net Investment TNCOME ........c.cueiieverieiiiereeieieereieeeeee et § 2184 § 2232 § 777 $ 75.9

Net Investment Income was $218.4 million and $223.2 million for the nine months ended September 30, 2016 and 2015,
respectively. Net Investment Income decreased by $4.8 million in 2016 due primarily to lower investment returns from
Alternative Investments, lower levels and lower returns on investments in equity securities excluding alternative investments
and lower yields on fixed income securities, partially offset by a higher level of investments in fixed income securities.

Net Investment Income was $77.7 million and $75.9 million for the three months ended September 30, 2016 and 2015,
respectively. Net Investment Income increased by $1.8 million in 2016 due primarily to higher levels and higher yields on
investments in fixed income securities, partially offset by lower investment returns from Alternative Investments and lower
levels and lower returns on investments in equity securities excluding alternative investments.

Total Comprehensive Investment Gains (Losses)

The components of Total Comprehensive Investment Gains (Losses) for the nine and three months ended September 30, 2016
and 2015 were:

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

(Dollars in Millions) 2016 2015 2016 2015
Recognized in Condensed Consolidated Statements of Operations:

GaINS ON SALES ....voeiviieeiietiteieee ettt $ 249 $ 452 § 121 $ 6.4

LL0SSES ON SALES ...eevvieiieeiiieiiecie ettt ee et beesteeereessaeenee e (1.3) (2.2) (0.8) (0.8)

Net Impairment Losses Recognized in Earnings ............cccoecveviveeennenne. (24.0) (12.5) 8.3) 3.3)

Net Gains (Losses) on Trading Securities.........ccoevvevveeeevreeeerieseerneennnn 0.4 0.3) 0.3 0.3)
Net Gain Recognized in Condensed Consolidated Statements of

OPCTALIONS.......eiiiieieiieiicieeie et et et et e steereesteeaesreessestaesseessesseessenseenns — 30.2 33 2.0
Recognized in Other Comprehensive INCOME .........ccceevevrvervreenenieenee. 217.2 (131.8) (8.3) (0.3)
Total Comprehensive Investment Gains (LOSSES).........c.cvevrveeiveeereeerenas $§ 2172 $§ (101.6) $ (5.0) $ 1.7
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Investment Results (continued)
Net Realized Gains on Sales of Investments

The components of Net Realized Gains on Sales of Investments for the nine and three months ended September 30, 2016 and
2015 were:

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

(Dollars in Millions) 2016 2015 2016 2015
Fixed Maturities:

GaINS ON SALES .....evvieeeeeeeeeeeeeee et $ 141 §$ 95 § 27§ 3.6

L0SSES ON SALES ....ccuveiiiieiiieciie ettt ettt et e reeree e (1.1) (0.7) (0.8) (0.1)
Equity Securities:

GAINS 0N SAIES ...c.viiiiiiieieiieieceee ettt 9.8 35.7 9.3 2.8

LOSSES ON SIS ..ottt 0.1 (1.4) — 0.7)
Real Estate:

GaINS 0N SAICS ...c.viiviiiieiiciieietecee ettt 1.0 — 0.1 —
Other:

LOSSES ON SIS ..ottt et 0.1 0.1 — —

Net Gains on Trading SECUTILIES .......c.ccvvcverierieerieeieneeieseee e 0.4 (0.3) 0.3 (0.3)
Net Realized Gains on Sales of InvesStments ..............coeeveveeveeeccereneennne. $ 240 $ 427 $ 11.6 §$ 5.3
Gross GaiNs ON SALES .......ouvivieiieiieiieeteeeeeeeeteeeee e $ 249 § 452§ 121§ 6.4
Gross LoSses 0N SaleS......cc.eeeuiiiiiieiiieieeceeeteece et (1.3) 2.2) (0.8) (0.8)
Net Gains on Trading SECUTTtIES..........ccvevvevrierieeierieiereeeeere e 0.4 (0.3) 0.3 (0.3)
Net Realized Gains on Sales of Investments ..........c.cccceeeveeeieicieecnieeneenne. $ 240 $ 427 $ 11.6 $ 53

During the second quarter of 2015, the Company sold $149.9 million of equity securities due to portfolio allocation
adjustments and tax planning initiatives. The Company recognized Gains on Sales of Equity Securities of $31.4 million and
Losses on Sales of Equity Securities of $0.7 million resulting from such sales.

Net Impairment Losses Recognized in Earnings

The Company regularly reviews its investment portfolio for factors that may indicate that a decline in the fair value of an
investment is other than temporary. Losses arising from other-than-temporary declines in fair values are reported in the
Condensed Consolidated Statements of Operations in the period that the declines are determined to be other-than-temporary.
The components of Net Impairment Losses Recognized in Earnings in the Condensed Consolidated Statements of Operations
for the nine and three months ended September 30, 2016 and 2015 were:

Nine Months Ended Three Months Ended
Sep 30, Sep 30, Sep 30, Sep 30,
2016 2015 2016 2015
Number Number Number Number
(Dollars in Millions) Amount of Issuers Amount of Issuers Amount of Issuers Amount of Issuers
Fixed Maturities. ..........oo.oorvversrveene.. $ (21.8) 10 $ (52) 5 8 (83) 58 (1.2 2
Equity Securities.........c.ccceevveeeennrennnne. (2.2) 13 (7.3) 19 — — 2. 4
Net Impairment Losses Recognized in
e T O $ (24.0) $ (12.5) S (83) $ (33)
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Investment Quality and Concentrations

The Company’s fixed maturity investment portfolio is comprised primarily of high-grade municipal, corporate and agency
bonds. At September 30, 2016, 89% of the Company’s fixed maturity investment portfolio was rated investment-grade, which
is defined as a security having a rating of AAA, AA, A or BBB from Standard & Poor’s (“S&P”); a rating of Aaa, Aa, A or Baa

from Moody’s Investors Service (“Moody’s”); or a rating from the National Association of Insurance Commissioners (“NAIC”)
of 1 or 2.

The following table summarizes the credit quality of the Company’s fixed maturity investment portfolio at September 30, 2016
and December 31, 2015:

Sep 30, 2016 Dec 31, 2015
NAIC Fair Value Percentage Fair Value Percentage
Rating S&P Equivalent Rating in Millions of Total in Millions of Total

1 AAA AA, A $ 3,253.6 62.9% $ 3,222.5 66.4%

2 BBB e e 1,360.0 26.3 1,149.0 23.7

3-4 BB, B 320.4 6.2 2224 4.6

5-6 CCC OF LOWET ..ttt 236.1 4.6 258.4 53
Total Investments in Fixed Maturities ............coceverereneneieneecnencncnene, $ 5,170.1 100.0% $ 4,852.3 100.0%

Gross unrealized losses on the Company’s investments in below-investment-grade fixed maturities were $13.3 million and
$16.5 million at September 30, 2016 and December 31, 2015, respectively.

The following table summarizes the fair value of the Company’s investments in governmental fixed maturities at September 30,
2016 and December 31, 2015:

Sep 30, 2016 Dec 31, 2015
Percentage Percentage
of Total of Total

(Dollars in Millions) Fair Value Investments Fair Value Investments
U.S. Government and Government Agencies and Authorities.................. $§ 3103 46% $§ 3206 5.0%
States and Political Subdivisions:

SEALES 1.eveeetieiiie ettt ettt ettt ettt ettt et st e et e st e e baesnbeetaeenaeentes 646.5 9.6 673.5 10.5

Political SUDIVISIONS.......c.ccoviivieiierieieeteeieere ettt et 184.8 2.7 177.3 2.8

Revenue Bonds .........cccccuevieiiiiieiiniciceccceceee et 831.3 12.3 771.8 12.0
Foreign GOVEIMMENLS.........c..covierieeiiereeiiereeereeeeereeereereereereeereereeereeaeeereennas 3.6 0.1 —
Total Investments in Governmental Fixed Maturities ............c..ccocveeueennn... $ 1,976.5 293% $ 1,943.2 30.3%

The following table summarizes the fair value of the Company’s investments in non-governmental fixed maturities by industry
at September 30, 2016 and December 31, 2015.

Sep 30, 2016 Dec 31, 2015
Percentage Percentage
of Total of Total

(Dollars in Millions) Fair Value Investments Fair Value Investments
MaNUFACTULIIE ....eevvevieniieeieie ettt ettt sttt e st s e e s e s eseennenseennas $ 1,300.5 193% $ 1,160.4 18.0%
Finance, Insurance and Real EState ..........c...ooccevvviiiiviiiiiiiieeeee e 765.1 11.3 707.4 11.0
Transportation, Communication and Utilities..........ccccoevevveveccrenccncnenne. 383.2 5.7 334.4 5.2
SEIVICES .veuvieurierieiietteste et e steetesteebesteesbesteesseesseseessesseessesseassesaeessesseessenssens 367.7 5.5 374.4 5.8
IMINIE ..ttt ettt ettt e e s e et esbenseessesseenseeseenseennenseennas 168.4 2.5 139.7 2.2
Retail Trade........ccovievieiieiiiiceccece ettt 101.1 1.5 91.1 1.4
Wholesale Trade.........cccooevieiiiiiiiiirieeee e 90.9 1.3 80.6 1.3
Agriculture, Forestry and Fishing............cccccoevivvieviieiinicceceeceee, 14.7 0.2 20.6 0.3
ORNET .ttt 2.0 — 0.5 —
Total Investments in Non-governmental Fixed Maturities........................ $ 3,193.6 473% $ 2,909.1 45.2%
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Investment Quality and Concentrations (continued)

The following table summarizes the fair value of the Company’s investments in non-governmental fixed maturities by range of
amount invested at September 30, 2016.

Number of Aggregate

(Dollars in Millions) Issuers Fair Value

BRIOW $5 ettt bbbt bt b b st b et et et te s se s enensens 435 § 8452
B mB 10 ettt bbbttt ettt ettt sttt benes 142 948.0
BL0 = $20 ettt ettt b et b et bt b et se st et et e bese b eseeseneesenes 71 959.1
820 = B30 ettt bt bttt s et sttt n et st benes 13 311.6
Greater TRAN $30......ccuiuiiiieiee ettt ettt ettt 4 129.7
TOLAL ...ttt ettt h bbbttt ettt b et be b 665 $ 3,193.6

The Company’s short-term investments primarily consist of overnight repurchase agreements, overnight interest bearing
accounts, money market funds and certificates of deposits. At September 30, 2016, the Company had $87.7 million invested in
overnight repurchase agreements primarily collateralized by securities issued by the U.S. government and government agencies
and authorities, $76.3 million invested in overnight interest bearing accounts with one of the Company’s custodial banks, $30.8
million invested in money market funds which primarily invest in U.S. Treasury securities and $70.0 million of certificates of
deposit issued by a single bank.

At the time of borrowing, the repurchase agreements generally require the borrower to provide collateral to the Company at
least equal to the amount borrowed from the Company. The Company bears some investment risk in the event that a borrower
defaults and the value of collateral falls below the amount borrowed.

Investment Quality and Concentrations

The following table summarizes the fair value of the Company’s ten largest investment exposures, excluding investments in
U.S. Government and Government Agencies and Authorities and Short-term Investments, at September 30, 2016:

Percentage
Fair of Total
(Dollars in Millions) Value Investments
Fixed Maturities:
States and Political Subdivisions:
TEXAS ..vveveeve ettt ettt ettt et e et e et e et et et et et et et e st aeeteeteeteetseteeteeteeteeteeteteete s et et et easertersertersersereereeaas $ 1069 1.6%
LOUISIANA. ...ttt ettt ettt ettt et et e e s aeesaess e e s te et tenseeseenseessanseessenseensesseensesneensesseensensnans 84.0 1.2
GROTZIA. . eiuvieiecteeitecteeet ettt te et e te et e ete e beesaesteesaesteesseassesbeessessaessesseessasseessaseessesaeensesseessesssessensnans 83.8 1.2
IMHCRIZAN ...ttt ettt ettt et e s st e e et e esbeeseenseessanseenae s e eneesseensesseensesseensensnens 80.2 1.2
OI0.. .ttt ettt ettt et et e e ttesteesaesteesbeateesbeetsesbeess e b e ess e beeraeebeeraeeaeenbesaeensesreenteernens 79.1 1.2
(0701 ) ¢ T Lo T PRSPPI 69.2 1.0
FLOTIAA ...ttt ettt ettt s bt e e te e b e e te e b e ess e beessesseesaesreensesasensesssessessnans 65.6 1.0
B[S () TSRS 59.7 0.9
WASCOMSIMNL .....evitieeretieete et et ete et e et et e et e bt eseesteesaesteesseassesseessessaessesseessasseesseseessesseensesssessesssessessnans 59.5 0.9
Equity Securities—Other Equity Interests:
Vanguard Total Stock Market ETF..........c.cccoooiiiiiiiiiceceeeceeeeetee e 83.1 1.2
) TSRS § 7711 11.4%

54



Investments in Limited Liability Companies and Limited Partnerships

The Company owns investments in various limited liability investment companies and limited partnerships that primarily invest
in hedge funds, distressed debt, mezzanine debt and secondary transactions. The Company’s investments in these limited
liability investment companies and limited partnerships are reported either as Equity Method Limited Liability Investments,
Other Equity Interests and included in Equity Securities, or Fair Value Option Investments depending on the accounting method
used to report the investment. Additional information pertaining to these investments at September 30, 2016 and December 31,
2015 is presented below.

Unfunded
Commitment Reported Value
Sep 30, Sep 30, Dec 31,
Asset Class 2016 2016 2015

Reported as Equity Method Limited Liability Investments at Cost Plus

Cumulative Undistributed Earnings:

DiStreSSed DIEDt......c.eeuieiieiieiieieieieeee et $ — 3 722 % 90.5

MezZzanine DEbt.......cc.coviiiiiiiiiiree s 64.9 51.1 38.8

Secondary Transactions ...........cecuereerierierierienieeienie ettt 19.6 335 38.5

SENIOT DIEDL ...ttt st 0.5 11.4 10.8

GrOWth EQUILY ..ovviiiieiicieieeeeeeee ettt st — 4.6 4.8

Leveraged BUYOUL.......ccuoiiiiiiieiieee e 0.1 3.8 2.8

(15T PSS — 4.5 4.4
Total Equity Method Limited Liability Investments...........cccccoeeveveeciereeciennennen. 85.1 181.1 190.6
Reported as Other Equity Interests at Fair Value:

MezzZanine DEDL..........ccviiiieiiiieieeeee et e 74.5 97.4 83.8

SENIOT DIEDL ...ttt 36.0 34.8 37.9

Distressed Debt........ccoooviiiiiiiiiii e 4.6 19.8 18.9

Secondary TranSactions .........ccceceeeeereririererenintenensetetesteeeeeeeeseesesresseneens 9.6 11.9 14.2

Leveraged BUYOUL........ccveoieiirieiietee ettt 0.9 7.5 59

OFRET ...ttt 0.4 36.6 44.8
Total Reported as Other Equity Interests at Fair Value..........cccccecveciivnninncnnn. 126.0 208.0 205.5
Reported as Fair Value Option Investments:

Hedge FUNAS ....ooeiiiie e — 126.1 164.5
Total Investments in Limited Liability Companies and Limited Partnerships.... $ 211.1  $ 5152 °$ 560.6

The Company expects that it will be required to fund its commitments over the next several years. The Company expects that
the proceeds from distributions from these investments will be the primary source of funding of such commitments.

Write-off of Long-lived Asset

In the second quarter of 2015, the Company decided to cease funding for and abandon a computer software development
project for the Company’s Property & Casualty Insurance segment. Accordingly, the Company recorded a charge of $11.1
million before taxes to write off such software.

Interest and Other Expenses

Interest and Other Expenses was $65.0 million for the nine months ended September 30, 2016, compared to $82.0 million for
the same period in 2015. Other expenses decreased by $15.0 million in 2016 due primarily to lower pension expense from the
effect of freezing benefit accruals under the Company’s defined benefit pension plans and lower amortization of accumulated
unrecognized pension losses related to the Company’s defined benefit pension plans. See Note 9, “Pension Benefits and
Postretirement Benefits Other Than Pensions,” to the Condensed Consolidated Financial Statements for additional discussion
of the pension freeze. Interest expense decreased by $2.0 million in 2016 due primarily to a lower level of debt outstanding
during the first quarter of 2016, compared to the first quarter of 2015. See MD&A, “Liquidity and Capital Resources,” and
Note 4, “Debt,” to the Condensed Consolidated Financial Statements for additional discussion of debt activity.

Interest and Other Expenses was $22.0 million for the three months ended September 30, 2016, compared to $25.7 million for
the same period in 2015. Other expense decreased by $3.5 million in 2016 due primarily to lower amortization of accumulated
unrecognized pension losses related to the Company’s defined benefit pension plans. See Note 9, “Pension Benefits and
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Interest and Other Expenses (continued)

Postretirement Benefits Other Than Pensions,” to the Condensed Consolidated Financial Statements for additional discussion
of the pension freeze. Interest expense decreased by $0.2 million in 2016 due primarily to higher capitalized interest. See
MD&A, “Liquidity and Capital Resources,” and Note 4, “Debt,” to the Condensed Consolidated Financial Statements for
additional discussion of debt activity.

Income Taxes

The Company’s effective income tax rate from continuing operations differs from the Federal statutory income tax rate due
primarily to the effects of tax-exempt investment income, dividends received deductions, interest related to unrecognized tax
benefits and estimated indemnification recoveries recognized in earnings pursuant to the Alliance United purchase agreement.
Tax-exempt investment income and dividends received deductions collectively were $21.1 million and $8.0 million for the nine
and three months ended September 30, 2016, respectively, compared to $20.9 million and $7.2 million, respectively, for the
same periods in 2015. Estimated indemnification recoveries recognized in earnings result in an adjustment in the tax purchase
price and are excluded from the determination of taxable income and income tax expense. Such recoveries were $0.7 million
for the nine months ended September 30, 2016. There were no such recoveries for the three months ended September 30, 2016.
Such recoveries were $10.4 million and $7.9 million for the nine and three months ended September 30, 2015, respectively. Tax
expense for the nine months ended September 30, 2016 includes a net interest benefit of $0.1 million from the lapse of the
statute of limitations for the 2012 tax year. Tax expense for the nine months ended September 30, 2015 includes a net interest
benefit of $2.2 million, including an interest benefit of $2.3 million from the effective settlement of certain tax years.

Recently Issued Accounting Pronouncements

The Company has adopted all recently issued accounting pronouncements with effective dates prior to October 1, 2016. The
impact of adoption was not material. With the possible exceptions of ASU 2015-09, Financial Services—Insurance (Topic
944): Disclosures about Short-Duration Contracts, ASU 2016-01, Financial Instruments—OQverall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities, ASU 2016-02, Leases (Topic 842) and ASU
2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, the
Company does not expect the adoption of all other recently issued accounting pronouncements with effective dates after
September 30, 2016 to have a material impact on the Company’s financial statements and/or disclosures. See Note 1, “Basis of
Presentation,” to the Condensed Consolidated Financial Statements for additional discussion of recently adopted accounting
pronouncements.

Liquidity and Capital Resources
Debt

Kemper has a $225.0 million, unsecured, revolving credit agreement expiring June 2, 2020. There were no outstanding
borrowings at September 30, 2016 or December 31, 2015 under the credit agreement.

Trinity and United Insurance are members of the FHLB of Dallas and Chicago, respectively. During the first nine months of
2016 and 2015, Trinity borrowed and repaid $10.0 million and $20.5 million, respectively, under its agreement with the FHLB
of Dallas. During the first nine months of 2015, United Insurance borrowed and repaid $21.0 million under its agreement with
the FHLB of Chicago. There were no advances from the FHLB of Dallas or Chicago outstanding at either September 30, 2016
or December 31, 2015.

On February 24, 2015, Kemper issued $250.0 million of its 4.35% senior notes due February 15, 2025. The net proceeds of the
issuance were $247.3 million, net of discount and transaction costs. Kemper used the net proceeds from the sale of the 2025
Senior Notes, together with available cash, to redeem in full the $250.0 million outstanding principal amount of its 6.00%
Senior Notes due November 30, 2015. Kemper recognized a loss of $9.1 million before income taxes in the first quarter of
2015 from the early redemption of these senior notes.

Subsidiary Dividends and Capital Contributions

Various state insurance laws restrict the ability of Kemper’s insurance subsidiaries to pay dividends without regulatory
approval. Such insurance laws generally restrict the amount of dividends paid in an annual period to the greater of statutory net
income from the previous year or 10% of statutory capital and surplus. Kemper’s direct insurance subsidiaries paid dividends
of $74.8 million to Kemper during the first nine months of 2016. Kemper estimates that its direct insurance subsidiaries would
be able to pay approximately an additional $79.7 million in dividends to Kemper during the remainder of 2016 without prior
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Liquidity and Capital Resources (continued)

regulatory approval. During the first nine months of 2016, Kemper contributed $45 million of additional capital to Alliance
United.

Common Stock Repurchases and Dividends to Shareholders

During the first nine months of 2016, Kemper repurchased 0.1 million shares of its common stock at an aggregate cost of $3.8
million in open market transactions.

Kemper paid a quarterly dividend to shareholders of $0.24 per common share in each of the first three quarters of 2016.
Dividends and dividend equivalents paid were $36.9 million for the nine months ended September 30, 2016.

Sources of Funds

Kemper directly held cash and investments totaling $310.3 million at September 30, 2016, compared to $341.2 million at
December 31, 2015.

Sources available for the repayment of indebtedness, repurchases of common stock, future shareholder dividend payments and
the payment of interest on Kemper’s senior notes and subordinated debentures include cash and investments directly held by
Kemper, receipt of dividends from Kemper’s insurance subsidiaries and borrowings under the credit agreement.

The primary sources of funds for Kemper’s insurance subsidiaries are premiums, investment income and proceeds from the
sales and maturity of investments, advances from the FHLBs of Dallas and Chicago, and capital contributions from Kemper.
The primary uses of funds are the payment of policyholder benefits under life insurance contracts, claims under property and
casualty insurance contracts and accident and health insurance contracts, the payment of commissions and general expenses,
the purchase of investments and repayments of advances from the FHLBs of Dallas and Chicago. Generally, there is a time lag
between when premiums are collected and when policyholder benefits and insurance claims are paid. In the third quarter of
2016, the Company’s Life & Health segment voluntarily began implementing a comprehensive process under which it will
cross-reference its life insurance policies against the DMF and other death verification databases to identify potential situations
where the beneficiaries may not have filed a claim following the death of an insured and initiate an outreach process to identify
and contact beneficiaries and settle claims. The Company expects to pay approximately $80 million in claims over the next
several years to complete the initial outreach process. During periods of growth, insurance companies typically experience
positive operating cash flows and are able to invest a portion of their operating cash flows to fund future policyholder benefits
and claims. During periods in which premium revenues decline, insurance companies may experience negative cash flows from
operations and may need to sell investments to fund payments to policyholders and claimants. In addition, if the Company’s
property and casualty insurance subsidiaries experience several significant catastrophic events over a relatively short period of
time, investments may have to be sold in advance of their maturity dates to fund payments, which could result in either
investment gains or losses. Management believes that its property and casualty insurance subsidiaries maintain adequate levels
of liquidity in the event that they were to experience several future catastrophic events over a relatively short period of time.

Net Cash Provided by Operating Activities was $170.5 million for the nine months ended September 30, 2016, compared to
$167.6 million for the same period in 2015.

Net Cash Used by Financing Activities was $38.5 million for the nine months ended September 30, 2016, compared to $87.0
million for the same period in 2015. Net proceeds from the issuance of debt from FHLB advances provided $10.0 million for
the nine months ended September 30, 2016. Kemper used $10.0 million of cash to repay the FHLB advances for the nine
months ended September 30, 2016. Kemper used $300.3 million of cash to repay debt for the nine months ended September 30,
2015, of which $258.8 million was used to redeem the 2015 Senior Notes and $41.5 million to repay the FHLB advances. Net
proceeds from the issuance of debt provided $288.8 million for the nine months ended September 30, 2015, of which $247.3
million was related to the issuance of the 2025 Senior Notes and $41.5 million from FHLB advances. Kemper used $3.8
million of cash during the first nine months of 2016 to repurchase shares of its common stock, compared to $41.2 million in the
same period of 2015, including $1.5 million of cash to settle repurchases made at the end of 2014. Kemper used $36.9 million
of cash to pay dividends for the nine months ended September 30, 2016, compared to $37.3 million of cash used to pay
dividends in the same period of 2015. The quarterly dividend rate was $0.24 per common share for each of the first three
quarters of 2016 and each quarter of 2015.

Cash available for investment activities in total is dependent on cash flow from Operating Activities and Financing Activities
and the level of cash the Company elects to maintain. Net Cash Used by Investing Activities was $122.6 million for the nine
months ended September 30, 2016, compared to Net Cash Used by Investing Activities of $9.6 million for the same period in
2015. Net cash used by acquisitions of short-term investments was $68.5 million for the nine months ended
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Liquidity and Capital Resources (continued)

September 30, 2016, compared to net cash provided by dispositions of short-term investments of $64.7 million for the same
period in 2015. Fixed Maturities investing activities used net cash of $117.4 million for the nine months ended September 30,
2016, compared to net cash provided of $20.4 million for the same period in 2015. Equity Securities investing activities
provided net cash of $42.4 million for the nine months ended September 30, 2016, compared to $86.4 million for the same
period in 2015. Equity Method Limited Liability Investments investing activity provided net cash of $2.4 million for the nine
months ended September 30, 2016, compared to $8.4 million for the same period in 2015. Net cash provided by Fair Value
Option Investments investing activities was $34.5 million for the nine months ended September 30, 2016, compared to Net
cash used of $111.0 million for the same period in 2015. Net cash used to acquire Alliance United was $57.6 million for the
nine months ended September 30, 2015. Net cash provided by the Sales of Investment Real Estate was $7.5 million for the nine
months ended September 30, 2016, compared no such sales in the same period in 2015. Purchases of Corporate-owned Life
Insurance was $7.5 million for both the nine months ended September 30, 2016 and 2015.

Critical Accounting Estimates

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

The Company’s critical accounting policies most sensitive to estimates include the valuation of investments, the valuation of
reserves for property and casualty insurance incurred losses and LAE, the assessment of recoverability of goodwill, the
valuation of pension benefit obligations and the valuation of postretirement benefit obligations other than pensions. The
Company’s critical accounting policies are described in the MD&A included in the 2015 Annual Report. There has been no
material change, subsequent to December 31, 2015, to the information previously disclosed in the 2015 Annual Report with
respect to these critical accounting estimates and the Company’s critical accounting policies.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

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

Quantitative Information About Market Risk

Financial instruments subject to material market risk disclosures required by the SEC were reported on the following lines of
the Company’s Condensed Consolidated Balance Sheets:

1) Investments in Fixed Maturities;

2) Investments in Equity Securities;
3) Fair Value Option Investments; and
4) Debt.

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

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

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

For the interest rate sensitivity analysis presented below, the Company assumed an adverse and instantaneous increase of 100
basis points in the yield curve at both September 30, 2016 and December 31, 2015 for Investments in Fixed Maturities. Such
100 basis point increase in the yield curve may not necessarily result in a corresponding 100 basis point increase in the interest
rate for all investments in fixed maturities. For example, a 100 basis point increase in the yield curve for risk-free, taxable
investments in fixed maturities may not result in a 100 basis point increase for tax-exempt investments in fixed maturities. For
Investments in Fixed Maturities, the Company also anticipated changes in cash flows due to changes in the likelihood that
investments would be called or pre-paid prior to their contractual maturity. All other variables were held constant. For preferred
stock equity securities, the Company assumed an adverse and instantaneous increase of 100 basis points in market interest rates
from their levels at both September 30, 2016 and December 31, 2015. All other variables were held constant. For Debt, the
Company assumed an adverse and instantaneous decrease of 100 basis points in market interest rates from their levels at both
September 30, 2016 and December 31, 2015. All other variables were held constant.

The Company measured equity price sensitivity assuming an adverse and instantaneous 30% decrease in the Standard and
Poor’s Stock Index (the “S&P 500”) from its levels at September 30, 2016 and December 31, 2015, respectively, with all other
variables held constant. The Company’s investments in common stock equity securities were correlated with the S&P 500 using
the common stock portfolio’s weighted-average beta of 1.00 and 0.99 at September 30, 2016 and December 31, 2015,
respectively. Beta measures a stock’s relative volatility in relation to the rest of the stock market, with the S&P 500 having a
beta coefficient of 1.00. The common stock portfolio’s weighted-average beta was calculated using each security’s beta for the
five-year periods ended September 30, 2016 and December 31, 2015, respectively, and weighted on the fair value of such
securities at September 30, 2016 and December 31, 2015, respectively. For equity securities without observable market inputs,
the Company assumed a beta of 1.00 at September 30, 2016 and December 31, 2015. The Company’s Fair Value Option
Investments were correlated with the S&P 500 using such portfolio’s weighted-average beta of 0.08 and 0.14 at September 30,
2016 and December 31, 2015, respectively, which was calculated for each hedge fund in the portfolio and weighted on the fair
value of the hedge funds.
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The estimated adverse effects on the fair values of the Company’s financial instruments using these assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total Market

(Dollars in Millions) Fair Value Rate Risk Price Risk Risk
September 30, 2016
Assets:

Investments in Fixed Maturities...... $ 5,170.1 $ (3169) $ — $ (3169

Investments in Equity Securities 504.9 (7.2) (120.4) (127.6)

Fair Value Option INVeStMENts...........c.cccvevveeierierieenieiienieeeesieseesieeenens 126.1 — (3.2) (3.2)
Liabilities:

DIEDE .ttt sttt b e e eeaens § 7885 § 245 § — 24.5
December 31, 2015
Assets:

Investments in Fixed Maturiti€s.............coocveeerevveveeveeceeeeeeeeeeeeeeenes $ 48523 $ (307.6) § — $ (307.6)

Investments in Equity SECUTItIES........c.ccvvevvieeeviiiieieceee e 523.2 (7.2) (126.0) (133.2)

Fair Value Option Investments 164.5 — (6.7) (6.7)
Liabilities:

DIEDE ittt sttt § 7813 § 330 $ — 3 33.0

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

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

Qualitative Information About Market Risk

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

The Company manages its interest rate exposures with respect to Investments in Fixed Maturities by investing primarily in
investment-grade securities of moderate effective duration.

Item 4. Controls and Procedures
(a) Evaluation of disclosure controls and procedures.

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

(b) Changes in internal controls.

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

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

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

Item 1A. Risk Factors

Except as discussed below, there were no significant changes in the risk factors included in Item 1A. of Part I of the 2015 Annual
Report. The first risk factor appearing in such Item 1A. of Part I of the 2015 Annual Report, which had been amended and restated
in its entirety in Item 1A of Part II of Kemper’s quarterly reports on Form 10-Q for both the first and second quarters of 2016 is
deleted in its entirety. The second risk factor appearing in such Item 1A. of Part I of the 2015 Annual Report is amended and
restated in its entirety as follows:

Kemper’s insurance subsidiaries are subject to significant regulation, and the evolving legal and regulatory landscape in
which they operate could result in increased operating costs, reduced profitability and limited growth.

Kemper’s insurance subsidiaries operate under an extensive insurance regulatory system. Current laws and regulations
encompass a wide variety of matters, including policy forms, premium rates, licensing, market conduct, trade practices, claims
practices, reserve and loss ratio requirements, investment standards, statutory capital and surplus requirements, restrictions on
the payment of dividends, approvals of transactions involving a change in control of one or more insurance companies,
restrictions on transactions among affiliates and consumer privacy. They also require the filing of annual and quarterly financial
reports and holding company reports. Pre-approval requirements often restrict the companies from implementing premium rate
changes for property, casualty and health insurance policies, introducing new, or making changes to existing, policy forms and
many other actions. Insurance regulators conduct periodic examinations of Kemper’s insurance subsidiaries and can suspend or
delay their operations or licenses, require corrective actions, and impose penalties or other remedies available for compliance
failures. For a more detailed discussion of the regulations applicable to Kemper’s subsidiaries and these new developments, see
“Regulation” in Item 1 of the 2015 Annual Report.

These laws and regulations, and their interpretation by the various regulators and courts, are undergoing continual revision and
expansion. The legal and regulatory landscape within which Kemper’s insurance subsidiaries conduct their businesses is often
unpredictable. As industry practices and regulatory, judicial, political, social and other conditions change, issues may emerge,
whether intended or not. These emerging practices, conditions and issues could adversely affect Kemper’s insurance
subsidiaries in a variety of ways, including, for example, by expansion of coverages beyond the underwriting intent, increasing
the number or size of claims, accelerating the payment of claims or adding to operational costs. Industry practices that were
once considered approved, compliant and reasonable may suddenly be deemed unacceptable by virtue of a court or regulatory
ruling or changes in regulatory enforcement policies and practices. It is not possible for the Company to predict such shifts in
legal or regulatory enforcement or to accurately estimate the impact they may have on the Company and its operations.

One area where the legal and regulatory landscape is experiencing significant change is in connection with the mandated use of
death verification databases by life insurance companies in their policy administration and claims handling practices. In recent
years, many states have adopted new laws requiring insurers to proactively use such databases, including the Social Security
Administration’s Death Master File, to varying degrees in order to ascertain if an insured may be deceased. More than twenty
states have adopted such laws. Kemper cannot predict whether additional states will enact similar legislation or, if enacted,
what form such legislation may take. These laws require the insurer to initiate the claims process even though the insureds’
beneficiaries have not submitted a claim, including due proof of death, as required by regulator-approved policy forms and the
insurer was otherwise unaware of the insured’s death. In a related development, many states have expanded the application of
their unclaimed property laws, particularly as they relate to life insurance proceeds, and the treasurers or controllers of a large
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number of states have engaged audit firms to examine the practices of life insurance companies with respect to the reporting
and remittance of such proceeds under unclaimed property laws. The push to alter historic practices that were previously
considered lawful and appropriate relative to both claims handling and remittance of life insurance policy proceeds under
unclaimed property laws has caused the Company to be involved in compliance audits, market conduct examinations and
litigation. In the third quarter of 2016, the Company voluntarily began implementing a comprehensive process to compare life
insurance records against a DMF and other databases to determine if any of its insured may be deceased. See Note 1, “Basis of
Presentation,” and Note 12, “Contingencies,” to the Condensed Consolidated Financial Statements for further details.

The financial services industry, including insurance companies and their holding company systems, remains under regulatory
scrutiny. While it is not possible to predict how new laws or regulations or new interpretations of existing laws and regulations
may impact the operations of Kemper’s insurance subsidiaries, several developments have the potential to significantly impact
such operations. This includes state adoption of extensive modifications to state holding company laws that substantially
expand the oversight and examination powers of state insurance regulators beyond licensed insurance companies to their non-
insurance affiliates and their organizations as a whole, particularly with respect to enterprise risk. In addition, the federal Patient
Protection and Affordable Care Act and the Health Care and Education Reconciliation Act of 2010 (collectively the “Health
Care Acts”) have resulted in regulations affecting health insurers such as Reserve National, and potential changes to the state
insurance regulatory system may result from the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-
Frank Act”). See the discussion of the Model Insurance Holding Company System Regulatory Act (the” NAIC model act”) and
the Dodd-Frank Act under “Regulation” in Item 1 of the 2015 Annual Report.

These new developments and significant changes in, or new interpretations of, existing laws and regulations could make it more
expensive for Kemper’s insurance subsidiaries to conduct and grow their businesses.

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

Information pertaining to purchases of Kemper common stock for the three months ended September 30, 2016 follows.

Total Maximum

Number of Shares Dollar Value of Shares

Average Purchased as Part that May Yet Be

Total Price of Publicly Purchased Under
Number of Shares Paid per Announced Plans the Plans or Programs
Period Purchased (1) Share or Programs (1) (Dollars in Millions) (1)
JULY 2016 ... — — — 243.7
August 2016 .............. 2,715 $ 35.02 — 3 243.7
September 2016 — § — — § 2437

(1) On August 6, 2014, Kemper’s Board of Directors authorized the repurchase of up to $300 million of Kemper’s common
stock. See MD&A, “Liquidity and Capital Resources.”

Total Number of Shares Purchased in the preceding table include 2,715 shares that were withheld to satisfy tax withholding
obligations on the vesting of restricted stock awards under Kemper’s long-term equity-based compensation plans during the
quarter ended September 30, 2016.

Item 6. Exhibits

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

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

Kemper Corporation

Date: November 3, 2016 /S/ JOSEPH P. LACHER, JR.

Joseph P. Lacher, Jr.

President and Chief Executive Officer
(Principal Executive Officer)

Date: November 3, 2016 /S/" RICHARD ROESKE

Richard Roeske

Vice President, Chief Accounting Officer and interim
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit Index

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

Incorporated by Reference

Filed or
Exhibit File Furnished
Number Exhibit Description Form  Number  Exhibit Filing Date Herewith
10.1 Letter Agreement with Frank J. Sodaro, former X
Chief Financial Officer, dated as of October 7,
2016
31.1 Certification of Chief Executive Officer X
Pursuant to SEC Rule 13a-14(a)
31.2 Certification of Chief Financial Officer Pursuant X
to SEC Rule 13a-14(a)
32.1 Certification of Chief Executive Officer X
Pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002 (furnished pursuant to Item 601(b)
(32) of Regulation S-K)
322 Certification of Chief Financial Officer Pursuant X
to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of
2002 (furnished pursuant to Item 601(b)(32) of
Regulation S-K)
101.1 XBRL Instance X
101.2 XBRL Taxonomy Extension Schema Document X
101.3 XBRL Taxonomy Extension Calculation X
Linkbase Document
101.4 XBRL Taxonomy Extension Label Linkbase X
Document
101.5 XBRL Taxonomy Extension Presentation X
Linkbase Document
101.6 XBRL Taxonomy Extension Definition X

Linkbase Document
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Exhibit 31.1
CERTIFICATIONS
I, Joseph P. Lacher, Jr., certify that:
1. I have reviewed this quarterly report on Form 10-Q of Kemper Corporation;

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

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

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

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

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

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

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

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

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

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

Date: November 3, 2016

/S/ JOSEPH P. LACHER, JR.
Joseph P. Lacher, Jr.
President and Chief Executive Officer




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

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

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

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

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

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

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

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

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

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

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

Date: November 3, 2016

/S/ RICHARD ROESKE
Richard Roeske

Vice President, Chief Accounting Officer
and interim Chief Financial Officer




Exhibit 32.1

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

In connection with the Quarterly Report on Form 10-Q of Kemper Corporation (the “Company”) for the quarterly period ended
September 30, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), Joseph P. Lacher,
Jr., as Chief Executive Officer of the Company, hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

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

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

/S/ JOSEPH P. LACHER, JR.
Name: Joseph P. Lacher, Jr.
Title: President and Chief Executive Officer
Date: November 3, 2016




Exhibit 32.2

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

In connection with the Quarterly Report on Form 10-Q of Kemper Corporation (the “Company”) for the quarterly period ended
September 30, 2016 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), Richard Roeske,
as interim Chief Financial Officer of the Company, hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906
of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

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

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

/S/ RICHARD ROESKE
Name: Richard Roeske

Title: Vice President, Chief Accounting Officer and
interim Chief Financial Officer

Date: November 3, 2016
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