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Kemper at a Glance

Kemper Corporation (NYSE: KMPR) is one of the nation's leading specialized insurers. With nearly $13 billion
in assets, Kemper is improving the world of insurance by providing affordable and easy-to-use personalized
solutions to individuals, families and businesses through its Auto, Personal Insurance, Life and Health brands.
Kemper serves over 6.4 million policies, is represented by more than 30,000 agents and brokers, and has
over 8,900 associates dedicated to meeting the ever-changing needs of its customers.
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To Our Shareholders,

At Kemper, our strategic intent is focused on
proudly serving growing niche and underserved
markets by providing appropriate and affordable
insurance and financial solutions. We do this
through a portfolio of specialty businesses,
disciplined financial management, and technology
and process solutions that enable efficient
customization and speed to execution.

| am pleased with the progress we have made
on moving our business forward. In 2019, we
capitalized on the infrastructure we developed
and enhancements we made over the past few
years that enabled industry-leading top-line
growth at attractive margins.

2019 Results

We had another year of strong operating
performance. In 2019, Kemper delivered adjusted
operating earnings of $418 million, or $6.27 per
diluted share, compared to $4.37 per diluted
share in 2018. Net income was $531 million, or
$7.96 per diluted share, compared to $3.22 per
diluted share in 2018. These results drove a 27%
increase in book value per share, or 29% increase
in book value per share excluding net unrealized
gains on fixed maturities and goodwill, and a
return on average equity excluding net unrealized
gains on fixed maturities and goodwill of 25%.

Joseph P. Lacher, Jr.
President and Chief Executive Officer
Kemper Corporation

These results are exceptional and industry leading.
While they are likely not sustainable over the
long-term, they demonstrate the power of our
business model and are something we aspire
to achieve.

During the year, we also took a number of actions
that further strengthened the balance sheet. A few
noteworthy items include a successful equity
raise, the retirement of our 2054 hybrid
instrument, and a $55 million contribution to
our pension fund that brought the liability within
a fully funded range. During 2019, we generated
$534 million in cash flow from operating activities.
At year-end, our debt-to-capital ratio was 16.4%
and we had $867 million of available committed
contingent liquidity. In short, Kemper has a robust
balance sheet and substantial financial flexibility
to support continued growth and shareholder
value creation.

Kemper has a robust balance
sheet and substantial financial
flexibility to support continued
growth and shareholder value
creation.




Business Performance

Overall, our specialty businesses had a strong year.
This was highlighted by significant Specialty Auto
market share gains and modest Life and Health
premium growth.

The 2019 performance of our Specialty Auto
business was outstanding, resulting in industry-
leading organic growth and profitability.

For the year, earned premiums increased 12% to
$3.1 billion adjusted for the acquisition of Infinity.
Our competitive advantages within the specialty
auto market have become a foundation for success.
Our tailored focus on specialty customers, an
expanding cost advantage, and our increasing
product sophistication is solidifying Kemper as

a premier specialty auto insurance franchise.

Our specialty businesses had
a strong year highlighted by
significant Specialty Auto
market share gains.

Last year we reported on the close of our acquisition
of Infinity Property and Casualty Corporation,

a leading provider of specialty auto insurance
focused on serving the Hispanic market segment.
We are happy to report that we have exceeded all
initial and revised financial targets we set for the
transaction.

Written premium, investment income and
operating synergies—as well as key financial
targets including operating earnings accretion,
tangible book value earnback, and our debt-to-total-
capitalization ratio—were achieved beyond our
goals, with continued upside expected. Additionally,
the success of the Infinity acquisition was cited as
a key driver in a number of recent ratings agency
upgrades and revised outlooks.

The stability of our Life and Health segment is
core to our success. The business generates a
consistent and diverse income and cash stream
for the organization. The reliable stream of
production from our dedicated agency force will
generate earned premiums and income for years
to come. With this in mind, we are making
investments to modernize the capabilities of
Kemper Life, giving agents improved tools to drive
sales. The result of these investments is modest
earned premium growth for the year, after a long
history of declining premiums. Our supplemental
Health business increased earned premiums by
roughly 8% in 2019.

We continue to work toward improving results in
our Preferred Insurance segment. We had some
modest, short-term setbacks in 2019, largely driven
by the rollout of the new Prime product. We're
confident that the increased rating sophistication
capabilities our platform enables will yield
improvements to our future operating performance.




Our Team

The performance and results we have achieved
were made possible by the commitment and talents
of our entire team. We're building a culture at
Kemper where every employee thinks and acts
like an owner and understands the important
role they play in fulfilling the promises we make
to our customers. We strive to be world-class
operators, where decisions and actions are guided
by intellectual curiosity, and we leverage analytic
superiority as a key to build sustainable competitive
advantages and advance growth. Not only do we
demonstrate these behaviors with a strong spirit
of individual responsibility and successful teamwork,
but also a powerful sense of commitment to ensure
we're meeting the needs of our stakeholders.

We're building a culture at
Kemper where every employee
thinks and acts like an owner and
understands the important role
they play in fulfilling the promises
we make to our customers.

Corporate Citizenship

Good corporate citizenship is inherent to what
insurance is about. We're focused on specialty
and underserved markets that need affordable
financial solutions. We pick people up on their
bad days and make things better for them. We
have deep ties in the community—both through
our customers and investment strategy—including
our investment fund allocations in municipal
bonds that support state and local projects and
services including schools and housing. Our
business model works only if we stay true to the
promises we make to our customers, while in tandem
ensuring we're providing a rewarding experience
for our employees, and creating meaningful value
for our shareholders.

Optimizing our core competencies to address
opportunities and goals in aspects related to
environmental, social and governance (ESG)
principles have long been—and will continue to
be—imperative to our business strategy. Key areas
of focus include ethics and governance, serving
our customers, employee well-being, diversity
and inclusion, responsible investing, philanthropy
and community relations, and environmental
responsibility. You can find more information on
ESG in this report and we will continue to share
progress on these initiatives.



Looking Forward

We remain proudly committed to serving growing
niche and underserved markets by providing
appropriate and affordable insurance and financial
solutions that create long-term value for all of our
stakeholders. Our strong results, competitive
differentiators, and disciplined capital management
give Kemper distinct opportunities to meet the
continued needs and lifestyle choices of our
customers while producing strong financial
results for our shareholders, and being valuable
members of the community.

In Specialty Auto, we have significant competitive
advantages and our growth prospects remain strong.
We're concentrated in geographies and customer
segments that are growing faster than the overall
market, and are leveraging these differentiators to
expand into new geographies. The combination
of these dynamics creates multiple tailwinds and
uniquely positions us for profitable growth in
Specialty Auto for the foreseeable future.

We expect our Life and Health businesses to
remain a stable earnings source that generates
a consistent cash stream to the platform.
We're optimistic about our ability to further
grow this business profitably.

And finally, as | write this in March 2020, the world
is facing a unique and unprecedented threat from
COVID-19. While we are confident this crisis is
one that can be overcome through collaboration
and the focused dedication of needed resources,
the short- and long-term impact to our employees,
customers and businesses is very difficult to forecast.
As we look to what lies ahead in 2020, we know
there will be challenging situations and questions.

The Kemper we are today would not be possible
without the dedication, leadership, expertise
and commitment of our employees, customers,
agents and the support of our Board of Directors.
Everyone has put in a tremendous amount of
work to realize the potential of the organization,
and | look forward to leading the company into
the next chapter of success.

SHELY)

Joseph P. Lacher, Jr.
President and CEO






Kemper and ESG

The Kemper family of companies is one of the
nation’s leading insurers, with nearly $13 billion

in assets and 6.4 million customers nationwide.
We proudly serve growing niche and underserved
markets by providing affordable insurance and
financial solutions. Our business—insurance—is
at its core about sustainability. For customers,
we have a responsibility to keep the promises we
make to help them rebuild and continue their lives
after a loss, today and in the future. We take great
pride in our commitment to the central principles
underlying our ESG initiatives because they're
grounded in the business that we're in.

The other piece of sustainability relates directly
to our business. Building our core businesses
around growing customer segments that are often
overlooked by the competition, and our ability to
best serve their changing needs, makes our
business prospects highly sustainable.
Sustainability will continue to be increasingly
important for our customers, shareholders,
employees and communities. As we grow,
engaging with our key stakeholders, partners,
and the environments we impact improves and
strengthens who we are as a company and how
we do business.

Building our core businesses
around growing customer
segments that are often
overlooked by the competition,
and our ability to best serve their
changing needs, makes our
business prospects highly
sustainable.

Environmental

Sustainability

Kemper's Sustainability Team reports to the CEO
and is composed of senior leaders representing
key functional areas within the company.

This team sets the overall sustainability strategy
by reviewing short- and long-term objectives and
opportunities related to operational efficiency,
enterprise risk, and sustainability initiatives.

Energy Use, Environmental Action and Targets
Kemper's operations include initiatives across our
offices to reduce waste, energy, water use, and
greenhouse gas emissions whenever possible.
We encourage recycling and reduced use of paper
in all locations and offer our customers an
increasing number of paperless solutions.

The company fleet of approximately 500 vehicles
consists of newer models with improved fuel
economy and reduced CO? emissions. Kemper
leases or owns more than 127,000 square feet
of LEED-certified (Leadership in Energy and
Environmental Design) office space with a goal of
aligning our new locations with LEED certifications,
and efficient and alternative energy sources.




Social

Products and Services

Kemper is focused on meeting the needs of a
diverse customer base by providing products
and services that are affordable and easy-to-use.
Our specialty auto and life businesses offer
coverage to modest-income customers who may
not otherwise be able to afford more costly
insurance. The company supports our Hispanic
customers’ needs with dedicated bilingual sales
and service support representatives, sales and
marketing materials, and applications. Kemper
continually monitors our products and services
to be responsive to changing conditions,
state-specific risks, and climate-change impacts.

Our specialty auto and life
businesses offer coverage to
modest-income customers who
may not otherwise be able to
afford more costly insurance.

Responsible Investing

As an insurer, the primary purpose of Kemper's
investment portfolio is to fund future claim
payments. As such, we take a risk-adjusted
approach to investing that ensures our capital is
adequate to support varying economic climates.
We understand the value and potential impact to
investment return of environmental, social and
governance factors, and they are considered when
relevant in researching, analyzing and making
investment decisions.

In addition, Kemper's investments enable civic,
societal and environmental improvements.
Many of our investments are in instruments like
municipal bonds that help fund communities.
We have historically supported limited exposure
to coal and the fossil fuel sector while pursuing
opportunities with low carbon, U.S. small- and
medium-sized businesses, opportunity zone
investing, and solar equity investing, among others.

Society and Corporate Responsibility
Kemper's philanthropic initiatives are focused on
supporting causes, organizations and initiatives
that make a meaningful difference in the lives of
our customers, our employees, and the communities
where we live and work. Kemper's support is
provided through donations of resources and time
primarily in the areas of education, health and
community development.



Talent Management, Inclusion and Diversity
To recruit and retain talented people, we have
appropriate policies and procedures in place to
ensure we can achieve—and our employees can
thrive in—a positive work environment, free from
explicit or implicit biases and harassment, where
employment decisions are based on merit.

Kemper's operations include
initiatives across our offices to
reduce waste, energy, water use,
and greenhouse gas emissions
whenever possible.

Kemper's total rewards programs are designed to

attract, motivate and retain high-performing talent.

Among the benefits offered to our associates
are medical, dental, vision and prescription drug
coverage; flexible spending and health savings
accounts; an employee stock purchase plan and
401(k); life insurance; paid time off; short- and
long-term disability; and a robust Employee
Assistance Program.

Governance

Kemper's Board of Directors has been comprised
of a majority of independent directors since 2003.
Our board has a wide and valuable range of business,
industry, and functional experience and capabilities.
In addition, of our nine non-management directors,
three are women and two are ethnically diverse.
Additionally, consistent with our “act like an owner”
culture, our officers and directors are subject to
significant stock ownership requirements.

The Audit Committee of our Board of Directors
oversees the Company's independent auditors,
financial statement integrity, compliance with
legal and regulatory requirements, internal control
adequacy, internal audit function, and corporate
responsibility hotline. Kemper's Enterprise Risk
Committee ("ERC") is comprised of senior
management and provides oversight of enterprise
and business unit risk management activities,
and establishes risk appetites and tolerances.
The ERC also reviews enterprise principles,
guidelines and limits for Kemper's significant
risks, monitors emerging risks, and oversees the
strategies and actions management takes to control
these risks.
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Caution Regarding Forward-Looking Statements

This 2019 Annual Report on Form 10-K (the “2019 Annual Report”), including, but not limited to, the accompanying
consolidated financial statements of Kemper Corporation (“Kemper” or the “Registrant”) and its subsidiaries (individually and
collectively referred to herein as the “Company”) and the notes thereto appearing in Item 8 herein (the “Consolidated Financial
Statements”), the Management’s Discussion and Analysis of Financial Condition and Results of Operations appearing in Item 7
herein (the “MD&A”) and the other Exhibits and Financial Statement Schedules filed as a part hereof or incorporated by
reference herein, may contain or incorporate by reference information that includes or is based on forward-looking statements
within the meaning of the safe-harbor provisions of the Private Securities Litigation Reform Act of 1995.

Forward-looking statements give expectations or forecasts of future events. The reader can identify these statements by the fact
that they do not relate strictly to historical or current facts. They use words such as “believe(s),” “goal(s),” “target(s),”
“estimate(s),” “anticipate(s),” “forecast(s),” “project(s),” “plan(s),” “intend(s),” “expect(s),” “might,” “may,” “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.
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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 2019 Annual Report. They involve a number of risks and uncertainties that are difficult to predict. These
statements are not guarantees of future performance, and 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 the factors discussed below under Item 1A., “Risk Factors,” in this 2019 Annual Report, 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

*  Evolving policies, practices and interpretations by regulators and courts that increase operating costs and potential
liabilities, particularly any that involve retroactive application of new requirements, including, but not limited to, state
initiatives related to unclaimed property laws or claims handling practices with respect to life insurance policies and
the proactive use of death verification databases;

*  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 laws and regulations, and court decisions
interpreting existing and future 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;

* Increased costs and initiatives required to address new legal and regulatory requirements and developments related to
cybersecurity, privacy and data governance;



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 frequency 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 frequency 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 home and automobile property
damage, 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,
pronouncements 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 of Kemper and/or its insurance company subsidiaries by rating agencies 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, integrating acquired businesses,
divesting of businesses, and implementing significant business initiatives and the timing of the occurrence or
completion of such events, including, but not limited to, those related to expense and claims savings, consolidations,
reorganizations and technology;

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

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

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

Expected benefits and synergies from mergers, acquisitions and/or divestitures that may not be realized to the extent
anticipated, within expected time frames or at all, due to a number of factors including, but not limited to, the loss of
key agents/brokers, customers or employees, increased costs, fees, expenses and related charges and delays caused by
unanticipated developments or factors outside of the Company’s control;

The successful formulation and execution of the Company’s plans with regard to corporate strategy and significant
operational changes;



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

¢ Changes in general economic conditions, including those related to, without limitation, performance of financial
markets, interest rates, inflation, unemployment rates, significant global events, 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 state 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, legal proceedings or
market forces;

» Increased costs and risks related to cybersecurity that could materially affect the Company’s operations, including, but
not limited to, data breaches, cyber-incidents, virus or malware attacks or other system hazards or infiltrations
affecting system integrity, availability and performance, and actions taken to minimize and remediate the risks thereof;
and

Other risks and uncertainties described from time to time in Kemper’s filings with the U.S. Securities and Exchange

Commission (“SEC”).

Kemper cannot provide any assurances that the results and outcomes 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 2019 Annual Report. Kemper
advises the reader, however, to consult any further disclosures Kemper makes on related subjects in its filings with the SEC.



PART 1
Item 1. Business.

Kemper is a diversified insurance holding company, with subsidiaries that provide automobile, homeowners, life, health, and
other insurance products to individuals and businesses. Kemper’s annual reports on Form 10-K, quarterly reports on

Form 10-Q, current reports on Form 8-K and amendments thereto are accessible free of charge through Kemper’s website,
kemper.com, and as soon as reasonably practicable after such materials are filed with, or furnished to, the SEC, which also
maintains an Internet site at sec.gov that contains reports, proxy and information statements, and other information regarding
issuers that file electronically with the SEC.

(a) GENERAL DEVELOPMENT OF BUSINESS

Registrant is a holding company incorporated under the laws of the State of Delaware in 1990, with equity securities traded on
the New York Stock Exchange (the “NYSE”). On August 25, 2011, Registrant adopted its current name, Kemper Corporation,
and changed its NYSE ticker symbol to KMPR. Prior to the name change, the Registrant was known as Unitrin, Inc. and traded
under the NYSE ticker symbol UTR.

The Kemper family of companies is one of the nation’s leading specialized insurers. With nearly $13.0 billion in assets, Kemper
is improving the world of insurance by providing affordable and easy-to-use personalized solutions to individuals, families and
businesses through its Auto, Personal Insurance, Life and Health brands. Kemper serves over 6.4 million policies, is represented
by more than 30,000 agents and brokers, and has approximately 8,900 associates dedicated to meeting the ever-changing needs
of its customers.

(¢c) DESCRIPTION OF BUSINESS

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 three operating segments: Specialty Property & Casualty Insurance,
Preferred Property & Casualty Insurance and Life & Health Insurance. The Company conducts its operations solely in the
United States.

Kemper’s subsidiaries employ approximately 8,900 associates supporting their operations, of which approximately 3,300 are
employed in the Specialty Property & Casualty Insurance Segment, approximately 1,300 are employed in the Preferred
Property & Casualty Insurance segment, approximately 3,400 are employed in the Life & Health Insurance segment and the
remainder are employed in various corporate and other staff and shared functions.

Property and Casualty Insurance Business
General

The Company’s property & casualty insurance business operations are conducted primarily through the Specialty Property &
Casualty Insurance and Preferred Property & Casualty Insurance segments. The Specialty Property & Casualty Insurance and
Preferred Property & Casualty Insurance segments distribute their products primarily through independent agents and brokers
who are paid commissions for their services. In addition, the Life and Health Insurance segment’s career agents also sell
contents coverage for personal property to its customers. Collectively, these segments provide preferred automobile, specialty
automobile, homeowners, renters, fire, umbrella, general liability as an endorsement to commercial automobile and other types
of property and casualty insurance to individuals and commercial automobile insurance to businesses.

Property insurance indemnifies an insured with an interest in physical property for loss of, or damage to, such property.
Casualty insurance primarily covers liability for damage to property of, or injury to, a person or entity other than the insured. In
most cases, casualty insurance also obligates the insurance company to provide a defense for the insured in litigation arising out
of events covered by the policy.



Specialty Property & Casualty Insurance

The Specialty Property & Casualty Insurance segment, based in Chicago, Illinois, conducts business in 35 states under the
Kemper Auto brand. As shown in the following table, three states provided 92% of the segment’s premium revenues in 2019.

Percentage
of Total
State Premiums
(@813 7] o1 - RSSO 67%
FLOTIAA ...ttt et et ettt ettt e e e at e te et e eate e et e eas e te et e et e eateeat e ae e teenteeabeeteenteenteenteenes 14%
XS .ttt ittt ettt e e e e e e ettt e e ettt e e eet—e e e ettt eeeetteeeaitaeeeea—eeeeaateeeaatteeeeatrteeaaareeeeatateeeatreeeeetaeeeearens 11%

The Specialty Property & Casualty Insurance segment provides personal and commercial automobile insurance to consumers
who have had difficulty obtaining standard or preferred risk insurance, usually because of their driving records, claims
experience or premium payment history. The segment also meets the insurance needs of other specialty markets such as urban
and Hispanic consumers. The segment’s insurance products accounted for 69%, 60% and 43% of the Company’s consolidated
insurance premiums in 2019, 2018 and 2017, respectively. The segment’s insurance products are marketed through
approximately 21,000 independent agents and brokers.

Preferred Property & Casualty Insurance

The Preferred Property & Casualty Insurance segment, based in Chicago, Illinois, conducts business in 45 states and the District
of Columbia. As shown in the following table, five states provided 66% of the segment’s premium revenues in 2019.

Percentage
of Total

State Premiums
(@81 1o s ¥t NS 21%
JA LR e & TSR 17%
TIEXAS ..ottt ettt ettt et e ettt ee—teeee——ee e e a—teeeea—tee e e ——tee ettt eea——tee ettt eeaaatee e ateeearaeeeeaaateesataeeeerneas 15%
DA [0) g8 s W OF:T () 11T RO 9%
POINSYIVAIIA ...ttt ettt st s et e st e e e b et e eae e s e es e e st ene e st ene e e et et e eaeeneereene st enteneenteaens 4%

The Preferred Property & Casualty Insurance segment primarily sells preferred automobile insurance, homeowners insurance
and other personal insurance. The segment’s insurance products accounted for 17%, 22% and 31% of the Company’s
consolidated insurance premiums in 2019, 2018 and 2017, respectively. The segment’s insurance products are marketed by
approximately 4,800 independent insurance agents and brokers to individuals who have demonstrated favorable risk
characteristics and loss history.

Property and Casualty Loss and Loss Adjustment Expense Reserves

The Company’s reserves for losses and LAE for property and casualty insurance (‘“Property and Casualty Insurance Reserves”)
are reported using the Company’s estimate of its ultimate liability for losses and LAE for claims that occurred prior to the end
of any given accounting period but have not yet been paid.

Property and Casualty Insurance Reserves by business segment at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018
Business Segments:
Specialty Property & Casualty INSUTANCE. ........cccueeiiiiiiieiieieeie ettt sbeeae e eee $ 1,551.0 $ 1,387.0
Preferred Property & Casualty INSUTANCE.......co.ieuiiuiiiieiieiieieeeee et 388.5 452.9
Life & Health INSUIANCE .....c..couiiiiiiiiiiiiieteteee ettt ettt 33 4.4
Total BUSINESS SEZIMEILS. ....c.eitietieiieiieiieetesteete ettt ettt ee ettt sttt e bt e st e st eseen e s et e aeeeeseeeseeneeneennans 1,942.8 1,844.3
UNAlOCAtEA RESCIVES ....ouiuiiniiiiiiietieiteit ettt ettt st sttt ettt b ettt eaeeneen 27.0 30.6
Total Property & Casualty INSUrance RESEIVES........cccueiieriieiiieiiiieiieieeie ettt ste e ae e eee e $ 1,969.8 $ 1,874.9



In estimating the Company’s Property and Casualty Insurance Reserves, the Company’s actuaries exercise professional
judgment and must consider, and are influenced by, many variables that are difficult to quantify. Accordingly, the process of
estimating and establishing the Company’s Property and Casualty Insurance Reserves is inherently uncertain and the actual
ultimate net cost of claims may vary materially from the estimated amounts reserved. See MD&A, “Critical Accounting
Estimates,” under the caption “Property and Casualty Insurance Reserves for Losses and Loss Adjustment Expenses” beginning
on page 62 for a discussion of the Company’s reserving process and the factors considered by the Company’s actuaries in
estimating the Company’s Property and Casualty Insurance Reserves.

The Company’s goal is to ensure that its total reserves for property and casualty insurance losses and LAE are adequate to cover
all costs, while minimizing variation from the time reserves for losses and LAE are initially estimated until losses and LAE are
fully paid. Changes in the Company’s estimates of these losses and LAE, also referred to as “development,” will occur over
time and may be material. Favorable development is recognized and reported in the Consolidated Financial Statements when
the Company decreases its previous estimate of ultimate losses and LAE and results in an increase in net income in the period
recognized, whereas adverse development is recognized and reported in the Consolidated Financial Statements when the
Company increases its previous estimate of ultimate losses and LAE and results in a decrease in net income.

See Note 6, “Property and Casualty Insurance Reserves,” to the Consolidated Financial Statements for information about
incurred and paid claims development for the 2015-2018 accident years as of December 31, 2019, net of reinsurance and
indemnification, as well as cumulative claim frequency and the total of incurred but not reported (“IBNR”) liabilities, including
expected development on reported claims included within the net incurred losses and allocated LAE amounts as of

December 31, 2019. See Note 6, “Property and Casualty Insurance Reserves,” to the Consolidated Financial Statements for a
tabular reconciliation of the three most recent annual periods setting forth the Company’s Property and Casualty Insurance
Reserves as of the beginning of each year, incurred losses and LAE for insured events of the current year, changes in incurred
losses and LAE for insured events of prior years, payments of losses and LAE for insured events of the current year, payments
of losses and LAE for insured events of prior years and the Company’s Property and Casualty Insurance Reserves at the end of
the year and additional information regarding the nature of adjustments to incurred losses and LAE for insured events of prior
years.

Catastrophe Losses

Catastrophes and natural disasters are inherent risks of the property and casualty insurance business. These catastrophic events
and natural disasters include, without limitation, hurricanes, tornadoes, earthquakes, hailstorms, wildfires, high winds and
winter storms. Such events result in insured losses that are, and are expected to be, a material factor in the results of operations
and financial position of Kemper’s property and casualty insurance companies. Further, because the level of insured losses that
could occur in any one year cannot be accurately predicted, these losses contribute to material year-to-year fluctuations in the
results of operations and financial position of these companies. Specific types of catastrophic events are more likely to occur at
certain times within the year than others. This factor adds an element of seasonality to property and casualty insurance claims.
The occurrence and severity of catastrophic events cannot be accurately predicted in any year. However, some geographic
locations are more susceptible to these events than others. The Company has endeavored to manage its direct insurance
exposures in certain regions that are prone to naturally occurring catastrophic events through a combination of geographic
diversification, restrictions on the amount and location of new business production in such regions, modifications of, and/or
limitations to coverages and deductibles for certain perils in such regions and reinsurance. The Company has adopted the
industry-wide catastrophe classifications of storms and other events promulgated by Insurance Services Office, Inc. (“ISO”) to
track and report losses related to catastrophes. ISO classifies a disaster as a catastrophe when the event causes $25 million or
more in direct insured losses to property and affects a significant number of policyholders and insurers. ISO-classified
catastrophes are assigned a unique serial number recognized throughout the insurance industry. The discussions throughout this
2019 Annual Report utilize ISO’s definition of catastrophes.

The process of estimating and establishing reserves for catastrophe losses is inherently uncertain and the actual ultimate cost of
a claim, net of reinsurance recoveries, may vary materially from the estimated amount reserved. See Item 1A., “Risk Factors,”
under the caption “Catastrophe losses could materially and adversely affect the Company’s results of operations, liquidity and/
or financial condition” for a discussion of catastrophe risk. See Note 20, “Catastrophe Reinsurance,” to the Consolidated
Financial Statements for a discussion of the factors that influence the process of estimating and establishing reserves for
catastrophes.

Reinsurance

The Company manages its exposure to catastrophes and other natural disasters through a combination of geographical
diversification, restrictions on the amount and location of new business production in such regions, modifications of, and/or



limitations to coverages and deductibles for certain perils in such regions and reinsurance. To limit its exposures to catastrophic
events, the Company maintains a catastrophe reinsurance program for the property and casualty insurance companies. Coverage
for the catastrophe reinsurance program is provided in various layers through multiple excess of loss reinsurance contracts and
an aggregate excess property catastrophe reinsurance contract. The Company’s insurance subsidiaries also purchase reinsurance
from the Florida Hurricane Catastrophe Fund (the “FHCEF”) for hurricane losses in Florida at retentions lower than those
described below for the Company’s catastrophe reinsurance program.

The 2020 catastrophe reinsurance program covering the property and casualty insurance companies is provided by (i) three
multi-year excess of loss reinsurance contracts, (ii) an annual excess of loss reinsurance contract (the “2020 Annual Excess of
Loss Contract”) and (iii) an annual aggregate excess property catastrophe reinsurance contract (the “2020 Aggregate Property
Catastrophe Reinsurance Contract”).

Multi-year Excess of Loss Reinsurance Contracts

The first multi-year excess of loss reinsurance contract provides coverage over the three-year period of January 1, 2018 through
December 31, 2020 (the “2018 Reinsurance Contract”). The 2018 Reinsurance Contract provides coverage in two layers, which
together provide coverage for losses on individual catastrophes of $200 million in excess of $50 million. Under the 2018
Reinsurance Contract, the percentage of coverage is 31.66% for each year in the three-year period, and participation of each
reinsurer remains the same over the entire three-year period. Accordingly, the 2018 Reinsurance Contract provides coverage for
31.66% of losses on individual catastrophes of $200 million in excess of $50 million in 2020.

The second multi-year excess of loss reinsurance contract provides coverage over the three-year period of January 1, 2019
through December 31, 2021 (the “2019 Reinsurance Contract”). The 2019 Reinsurance Contract provides coverage in two
layers, which together provide coverage for losses on individual catastrophes of $200 million in excess of $50 million, which is
consistent with the coverage provided under the 2018 Reinsurance Contract. Under the 2019 Reinsurance Contract, the
percentage of coverage is 31.66% for each year in the three-year period, and participation of each reinsurer remains the same
over the entire three-year period. Accordingly, the 2019 Reinsurance Contract provides coverage for 31.66% of losses on
individual catastrophes of $200 million in excess of $50 million in 2020.

The third multi-year excess of loss reinsurance contract provides coverage over the three-year period of January 1, 2020
through December 31, 2022 (the “2020 Reinsurance Contract”). The 2020 Reinsurance Contract provides coverage in two
layers, which together provide coverage for losses on individual catastrophes of $200 million in excess of $50 million, which is
consistent with the coverage provided under the 2018 Reinsurance Contract and 2019 Reinsurance Contract. Under the 2020
Reinsurance Contract, the percentage of coverage is 31.66% for each year in the three-year period, and participation of each
reinsurer remains the same over the entire three-year period. Accordingly, the 2020 Reinsurance Contract provides coverage for
31.66% of losses on individual catastrophes of $200 million in excess of $50 million in 2020.

Annual Excess of Loss Reinsurance Contract

The 2020 Annual Excess of Loss Contract provides coverage for the annual period of January 1, 2020 through December 31,
2020. The 2020 Annual Excess of Loss Contract provides coverage for losses on individual catastrophes of $25 million in
excess of $250 million.

Summary of Excess of Loss Reinsurance Contracts

Coverage on individual catastrophes provided under the three multi-year excess of loss reinsurance contracts for 2020 (January
1, 2020 to December 31, 2020) and the 2020 Annual Excess of Loss Contract is provided in various layers as summarized
below.

Cata;t:;(‘)iplljg Eosses lge(;?et:lit'; Z, de
DOLLARS IN MILLIONS In Excess of Up to of Coverage
RETAINEA. ...ttt ettt ettt $ — 3 50.0 —%
1St Layer Of COVEIAZE ... eeuveuieuienieieie ettt ettt ettt 50.0 150.0 95.0
21d Layer Of COVETAZE ......ccueiuieiiieiieiieeeeteie ettt sttt et site st be e e 150.0 250.0 95.0
30d Layer Of COVEIAZE. ...cueiuieuieuieiieiieieeete ettt ettt ettt ettt ene et e e e 250.0 275.0 95.0

The estimated annual premium in 2020 for the three multi-year excess of loss reinsurance contracts and the 2020 Annual Excess
of Loss Contract presented in the preceding table is $11.9 million. In the event that the Company’s incurred catastrophe losses



and LAE covered by its catastrophe reinsurance program exceed the retention for a particular layer, the program allows for one
reinstatement of such coverage. In such an instance, the Company is required to pay a reinstatement premium to the reinsurers
to reinstate the full amount of the limit available under such layer. The reinstatement premium for the first layer of coverage is a
percentage of the full original premium based on the ratio of the losses in excess of the Company’s retention to the reinsurers’
coverage limit. The reinstatement premium for the second layer of coverage is a percentage of half the original premium based
on the ratio of the losses in excess of the Company’s retention to the reinsurers’ coverage limit. The reinstatement premium for
the third layer of coverage is a percentage of half the original premium based on the ratio of the losses in excess of the
Company’s retention to the reinsurers’ coverage limit.

Aggregate Property Catastrophe Reinsurance Contract

The 2020 Aggregate Property Catastrophe Reinsurance Contract is effective for the period of January 1, 2020 through
December 31, 2020 and provides coverage for accumulated catastrophe losses of $50 million in excess of $60 million on
property losses arising out of one or more of the following perils from storms or storm systems that are not named storms: (1)
windstorm; (2) hail; (3) tornado and (4) fire; including ensuing collapse and water damage.

Coverage provided under the 2020 Aggregate Property Catastrophe Reinsurance Contract (January 1, 2020 to December 31,
2020) is summarized below.

Aggregate Catastrophe
Losses and LAE
DOLLARS IN MILLIONS In Excess of Up to
RELAINEA. ..ottt ettt ettt ettt e ettt e st e s e b es e eb e e eaees et e st eseneen e s en et e e eneebeneenan $ — $ 60.0
COVETAZE .. euteenteeute ettt ettt ettt et e bt et e e et e ea e e bt ea bt ea b e e st e eb e et e ea bt ea b e emt e e st enbeenbeeabeesbeebeenbeeateenbesstenseenseenseens 60.0 110.0

The estimated annual premium for the 2020 Aggregate Property Catastrophe Reinsurance Contract is $13.3 million. To
maintain the same level and percentage of coverage in subsequent years as provided by the catastrophe reinsurance program in
2020, the Company’s property and casualty insurance companies will need to purchase additional reinsurance in the future for
the portion of coverage expiring at the end of 2020, 2021 and 2022.

Other

In addition to the catastrophe loss exposures caused by natural events described above, Kemper’s property and casualty
insurance companies are exposed to losses from catastrophic events that are not the result of acts of nature, such as acts of
terrorism, the nature, occurrence and severity of which in any period cannot be accurately predicted. The companies have
reinsurance coverage to address certain exposures to potential future terrorist attacks. The reinsurance coverage for certified
events, as designated by the federal government, is from the Terrorist Risk Insurance Act and the coverage for non-certified
events is available in the catastrophe reinsurance program for the property and casualty insurance companies. However, certain
perils, such as biological, chemical, nuclear pollution or contamination, are excluded from the reinsurance coverage for non-
certified events.

Under the various reinsurance arrangements, Kemper’s property and casualty insurance companies are indemnified by
reinsurers for certain losses incurred under insurance policies issued by the reinsurers. As indemnity reinsurance does not
discharge an insurer from its direct obligations to policyholders on risks insured, Kemper’s property and casualty insurance
companies remain directly liable. However, provided that the reinsurers meet their obligations, the net liability for Kemper’s
property and casualty insurance companies is limited to the amount of risk that they retain. Kemper’s property and casualty
insurance companies purchase their reinsurance only from reinsurers rated “A-" or better by A. M. Best Co., Inc. (“A.M. Best”),
at the time of purchase. A.M. Best is an organization that specializes in rating insurance and reinsurance companies.

For further discussion of the reinsurance programs, see Note 20, “Catastrophe Reinsurance,” and Note 21, “Other Reinsurance,”
to the Consolidated Financial Statements.

Pricing

Pricing levels for property and casualty insurance products are influenced by many factors, including the frequency and severity
of claims, state regulation and legislation, competition, general business and economic conditions, including market rates of
interest, inflation, expense levels, and judicial decisions. In addition, many state regulators require consideration of investment
income when approving or setting rates, which could reduce underwriting margins. Further, some states have regulations that
limit the after-tax return on underwriting profit allowed for an insurer and may impact the price charged for premiums or result
in premium refunds. The Company derives a significant portion of its earned premiums in two such states, California and



Florida. See MD&A under the caption “Specialty Property & Casualty Insurance” and “Preferred Property & Casualty
Insurance.”

Competition

Based on the most recent annual data published by A.M. Best, as of the end of 2018, there were 1,131 property and casualty
insurance groups in the United States. Kemper’s property and casualty group, adjusted for the inclusion of Infinity Property and
Casualty Corporation (“Infinity”) for the entire year was among the top 6% of property and casualty insurance groups in the
United States as measured by net written premiums, policyholders’ surplus and net admitted assets in 2018. Among all personal
lines automobile insurance writers, Kemper’s property and casualty group was the 13th largest writer as measured by net
written premiums in 2018.

Rankings by net admitted assets, net premiums written and capital and surplus were:

Ordinal Percentile
Measurement Rank Rank
INEt AQMIEEA ASSELS ...vvivierieiieieeteeete ettt et e et eteebeebestaesteesseesbeessasseeseesseessesssessaenseessesssesssenseenseessees 50 95%
Net WIIHEN PIrEMIUMS .......ccvieuiiiiiiieiieieieiee ettt sttt esa e s e bessesaesseeseeseessessens 30 97
Capital ANA SUIPIUS. .....oouiiiiiiieie ettt ettt e eeeteesbeesbeessestsesaeesseenseessesssesssenseenseessees 74 94

In 2018, the U.S. property and casualty insurance industry’s estimated net premiums written were $622 billion, of which nearly
80% were accounted for by the top 50 groups of property and casualty insurance companies. Kemper’s property and casualty
insurance companies, adjusted to include Infinity for the entire year, wrote less than 1% of the industry’s 2018 premium
volume.

The property and casualty insurance industry is highly competitive, particularly with respect to personal automobile insurance.
Kemper’s property and casualty insurance companies compete on the basis of, among other measures, (i) using suitable pricing
segmentation, (ii) maintaining underwriting discipline, (iii) settling claims timely and efficiently, (iv) offering products in
selected markets or geographies, (v) utilizing technological innovations for the marketing and sale of insurance, (vi) controlling
expenses, (vii) maintaining adequate ratings from A.M. Best and other ratings agencies and (viii) providing quality services to
independent agents and policyholders. See Item 1A., “Risk Factors,” under the caption “The insurance industry is highly
competitive, making it difficult to grow profitability and within expectations of investors.”

Life and Health Insurance Business

The Company’s Life & Health Insurance segment consists of Kemper’s wholly-owned subsidiaries, United Insurance Company
of America (“United Insurance”), The Reliable Life Insurance Company (“Reliable”), Union National Life Insurance Company
(“Union National Life”), Mutual Savings Life Insurance Company (“Mutual Savings Life”), United Casualty Insurance
Company of America (“United Casualty’), Union National Fire Insurance Company (“Union National Fire”), Mutual Savings
Fire Insurance Company (“Mutual Savings Fire”) and Reserve National Insurance Company (“Reserve National”). As
discussed below, United Insurance, Reliable, Union National Life, Mutual Savings Life, United Casualty, Union National Fire
and Mutual Savings Fire (the “Kemper Home Service Companies™) distribute their products through a network of employee, or
“career” agents. Reserve National distributes its products through a network of independent agents and brokers. These career
agents, independent agents and brokers are paid commissions for their services. Earned premiums from life insurance
accounted for 9%, 11% and 16% of the Company’s consolidated insurance premiums earned in 2019, 2018 and 2017,
respectively.

As shown in the following table, five states provided 48% of the premium revenues in this segment in 2019.

Percentage
of Total
State Premiums
TEXAS ettt e e e et e e ettt e aa—teeea—tt e e e ——teeaa—eeeeat—teeaateeeea et eeaiareeeentereeanareeearaeeeanes 19%
LLOUISTANA ...ttt ettt e e e et e e e et e e e e et e e seateeeeeaaseessamaeeeeaaeseeesasteeeenaseesansseesensaeeesanaseesansaeesanns 11
FaN F: o ' s RSO RROPROTRO 7
IMISSTISSIPPT «vvvvevteivteteeteeeteetteete e st esseetteeaeeeteeaeesseeaseeteessesseeaseeaseetseaseesseessesss e beeeseesseesseseesseenseesseesseseenseenseesseeseereenns 6
(<o) o - OO 5



Kemper Home Service Companies

The Kemper Home Service Companies, based in St. Louis, Missouri, focus on providing individual life and supplemental
accident and health insurance products to customers of modest incomes who desire basic protection for themselves and their
families. Their leading product is ordinary life insurance, including permanent and term insurance. Face amounts of these
policies are lower than those of policies typically sold to higher income customers by other companies in the life insurance
industry. Approximately 72% of the Life & Health Insurance segment’s premium revenues are generated by the Kemper Home
Service Companies.

The Kemper Home Service Companies employ nearly 2,000 career agents to distribute insurance products in 25 states and the
District of Columbia. These career agents are full-time employees who call on customers in their homes to sell insurance
products, provide services related to policies in force and collect premiums, typically monthly. Premiums average
approximately $24 per policy per month with an average face value of $5,600. Permanent and term policies are offered
primarily on a non-participating, guaranteed-cost basis. These career agents also distribute and/or service certain property
insurance products for the Kemper Home Service Companies.

Reserve National

Reserve National, based in Oklahoma City, Oklahoma, is licensed in 49 states and the District of Columbia. The Company
specializes in the sale of supplemental accident & health and life insurance products such as: Medicare Supplement, fixed
hospital indemnity, home health care, specified disease, and accident-only plans.

Reserve National distributes products through two channels - Kemper Traditional and Kemper Benefits. The Traditional
channel has historically served individuals in rural areas who often do not have access to a broad array of accident and health
insurance products, though has more recently broadened to include surburban and urban areas. Insurance products can be
tailored to meet individual and family needs and are distributed through approximately 600 independent agents. Kemper
Benefits sells voluntary worksite products in the employer market place through Employee Benefit brokers and enrollers. In
total, Reserve National currently has approximately 3,500 independent agents appointed.

Reinsurance

Consistent with insurance industry practice, the Company’s life and health insurance subsidiaries utilize reinsurance
arrangements to limit their maximum loss, provide greater diversification of risk and minimize exposures on larger risks. As the
face amounts of the Company’s issued policies are relatively small, the ceded risks and corresponding premiums are also
relatively small, particularly when compared to other companies in the industry. The segment is also exposed to losses from
catastrophes arising from insurance policies distributed by career agents of the Kemper Home Service Companies. Over the last
several years, the Kemper Home Service Companies have been intentionally reducing their exposure to catastrophic events
through the run-off of their dwelling insurance business. The Kemper Home Services Companies are parties to the FHCF, the
Property & Casualty catastrophe excess of loss reinsurance contracts, and the aggregate property catastrophe reinsurance
contract.

Lapse Ratio

The lapse ratio is a measure of a life insurer’s loss of in-force policies. For a given year, this ratio is commonly computed as the
total face amount of individual life insurance policies lapsed, surrendered, expired and decreased during such year, less policies
increased and revived during such year, divided by the total face amount of policies at the beginning of the year plus the face
amount of policies issued and reinsurance assumed in the prior year. The Life & Health Insurance segment’s lapse ratio for
individual life insurance was 6% in 2019, 2018 and 2017.

The customer base served by the Kemper Home Service Companies and competing life insurance companies tends to have a
higher incidence of lapse than other demographic segments of the population. Thus, to maintain or increase the level of its
business, the Kemper Home Service Companies must write a higher volume of new policies than competitors serving other
demographic segments of the population.

Pricing

Premiums for life and health insurance products are based on assumptions with respect to mortality, morbidity, investment
yields, expenses, and lapses and are also affected by state laws and regulations, as well as competition. Pricing assumptions are
based on the experience of Kemper’s life and health insurance subsidiaries, as well as the industry in general, depending on the
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factor being considered. The actual profit or loss produced by a product will vary from the anticipated profit if the actual
experience differs from the assumptions used in pricing the product.

Premiums for policies sold by the Kemper Home Service Companies are set at levels designed to cover the relatively high cost
of “in-home” servicing of such policies. As a result, Kemper Home Service Companies’ premiums have a higher expense load
than the life insurance industry average.

Premiums for Medicare supplement and other accident and health policies must take into account the rising costs of medical
care. The annual rate of medical cost inflation has historically been higher than the general rate of inflation, necessitating
frequent rate increases, most of which are subject to approval by state regulators.

Competition

Based on the most recent data published by A.M. Best, as of the end of 2018, there were 369 life and health insurance company
groups in the United States. The Company’s Life & Health Insurance segment ranked in the top 25% of life and health
insurance company groups, as measured by net admitted assets, net premiums written and capital and surplus. Rankings by net
admitted assets, net premiums written and capital and surplus were:

Ordinal Percentile
Measurement Rank Rank
INEE AQMIEEA ASSELS ...vvevieniierieieeiiestt ettt et e et ete et eaesttesteesseessesseesseenseenseassesssessaenseessesssesseenseensesssenes 92 75%
Net WIIHEN PIOMITUMIS .......oovieiiiiieiieiieieieiee ettt sttt et e s e e s e esesseeneeneeseeneenes 92 75
Capital AN SUIPIUS.......ociiiieiieie ettt ettt e s teesaeesbeesaesseesseesseensesssesssessaesseensenseenes 93 75

Kemper’s life and health insurance subsidiaries generally compete by using appropriate pricing, offering products to selected
markets or geographies, controlling expenses, maintaining adequate ratings from A.M. Best and providing competitive services
to agents and policyholders.

Investments

The quality, nature and amount of the various types of investments that can be made by insurance companies are regulated by
state laws. Depending on the state, these laws permit investments in qualified assets, including, but not limited to, municipal,
state and federal government obligations, corporate bonds, real estate, preferred and common stocks, investment partnerships,
limited liability investment companies and limited partnerships. In addition, the quality, nature, amount and concentration of the
various types of investments held by Kemper’s insurance subsidiaries affect the amount of asset risk calculated by regulators
and rating agencies in determining required capital. See “Regulation” immediately following this subsection and Item 1A.,
“Risk Factors,” under the caption “The Company’s investment portfolio is exposed to a variety of risks that may negatively
impact net investment income, the change in fair value of equity and convertible securities and cause realized and unrealized
losses.”

The Company employs a total return investment strategy, with an emphasis on yield, while maintaining liquidity to meet both
its short- and medium-term insurance obligations. See the discussions of the Company’s investments under the headings
“Investment Results,” “Investment Quality and Concentrations,” “Investments in Limited Liability Companies and Limited
Partnerships,” “Liquidity and Capital Resources” and “Critical Accounting Estimates,” in the MD&A, “Quantitative and
Qualitative Disclosures about Market Risk,” in Item 7A and Note 4, “Investments,” Note 14, “Income from Investments,” and
Note 22, “Fair Value Measurements,” to the Consolidated Financial Statements.

Regulation
Overview of State Regulation

Kemper’s insurance subsidiaries are subject to extensive regulation, primarily, but not exclusively, at the state level. Such
regulation pertains to a variety of matters, including, but not limited to, policy forms, rate setting, licensing to transact business,
market conduct, trade practices, underwriting standards, claims handling practices, transactions with affiliates, payment of
dividends, nature and amount of investments, solvency, reserve adequacy, statutory accounting methods, risk management and
corporate governance. In addition, insurance regulatory authorities perform periodic examinations of an insurer’s financial
condition, market conduct activities and other affairs. Some of these matters are discussed in more detail below.
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Approval of Policy Rates and Forms

The majority of Kemper’s insurance operations are in states requiring prior approval by regulators before proposed policy or
coverage forms and rates for property, casualty, or health insurance policies may be implemented and used. The Company’s
ability to take actions to address market developments or increased costs can be adversely impacted by lengthy delays in the
approval process or the failure to receive the required approval of state regulators.

Restrictions on Withdrawal, Cancellation and Nonrenewal

Many states have laws restricting an insurer’s ability to withdraw from particular markets. Laws that limit an insurer’s ability to
cancel or non-renew a block of policies by line of business, or that subject its withdrawal to prior approval requirements, may
restrict the ability of our insurance subsidiaries to exit unprofitable markets.

Financial Reports and Standards

Insurance companies are required to report their financial condition and results of operations in accordance with statutory
accounting principles prescribed or permitted by state insurance regulators in conjunction with the National Association of
Insurance Commissioners (“NAIC”). State insurance regulators also prescribe the form and content of statutory financial
statements, set minimum reserve and loss ratio requirements and establish standards for the types and amounts of investments.
In addition, state laws and regulations require minimum capital and surplus levels and incorporate risk-based capital (“RBC”)
standards developed by the NAIC. These RBC standards are intended to enable regulators to assess the level of risk inherent in
an insurance company’s business based on asset risk, credit risk, underwriting risk and other business risks relevant to its
operations. A company’s requirements are calculated based on an RBC formula and compared to its total adjusted capital to
determine whether regulatory intervention is warranted. At December 31, 2019, the total amount of capital held by each of
Kemper’s insurance subsidiaries exceeded the minimum levels required under applicable RBC requirements.

Guaranty Funds and Risk Pools

Kemper’s insurance subsidiaries are required to pay assessments up to prescribed levels to fund policyholder losses or liabilities
of insolvent insurance companies under the guaranty fund laws of most states in which they transact business. Kemper’s
insurance subsidiaries are also required to participate in various involuntary pools or assigned risk pools, principally involving
windstorms and high risk drivers. In most states, the involuntary pool participation of Kemper’s insurance subsidiaries is
determined in proportion to their voluntary writings of related lines of business in such states.

Privacy and Cybersecurity Regulation

The Company is subject to numerous federal and state laws and state insurance regulations that impose significant requirements
and standards for protecting personally identifiable information of insurance company policyholders and other individuals.

Gramm-Leach-Bliley Act and HIPAA

The federal Gramm-Leach-Bliley Act requires financial institutions, including insurers, to protect the privacy of non-public
information, to restrict use of such information and disclosure to non-affiliated third parties, and to provide notices to customers
regarding use of their non-public personal information and an opportunity to “opt out” of certain disclosures. State departments
of insurance and certain federal agencies adopted implementing regulations as required by federal law.

The federal Health Insurance Portability and Accountability Act of 1996, as amended in 2009 by the HITECH Act, (“HIPAA”),
and implementing regulations, impose extensive obligations regarding the privacy and security of protected health information.
Covered entities subject to HIPAA, which include issuers of health insurance coverage and health benefit plan sponsors, must
implement policies and procedures governing the use, storage and disclosure of such information and related employee training,
breach notification procedures and other requirements.

State Laws and Regulations

In recent years, state insurance regulators have focused increasing attention on cybersecurity. In 2017, the New York
Department of Financial Services adopted a sweeping cybersecurity regulation that requires insurance companies to maintain a
cybersecurity program, incident response plan and information technology system safeguards that protect customer information
and some states have subsequently enacted statutes imposing similar requirements on insurance companies based on a model
data security law adopted by the NAIC. In addition, state insurance regulators focus significant attention on data security during
financial exams, and the NAIC has strengthened and enhanced the cybersecurity guidance included in its handbook for state
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insurance examiners. Additional state laws outside of the insurance industry impose notification requirements in the event of
cybersecurity breaches affecting their residents. On the privacy front, the California Consumer Privacy Act, which took effect in
2020, requires companies to provide privacy notices and respond to any request made to the company by a California resident
regarding his or her personal information used or maintained by the company outside the scope of the GLBA and HIPAA
privacy laws. The Company anticipates a continuing focus on new regulatory and legislative proposals at the state and federal
levels that further regulate practices regarding privacy and security of personal information.

Holding Company Regulation, Including Enterprise Risk Management and Governance

The Company is regulated as an insurance holding company system and is subject to the insurance holding company acts of the
states in which its insurance subsidiaries are domiciled and, in some case, additional states in which the insurance subsidiary is
deemed commercially domiciled. These laws and related regulations contain certain reporting requirements as well as
restrictions on transactions between an insurer and its affiliates. They also generally require insurance companies within an
insurance holding company system to register with the insurance department of each state where they are domiciled and to file
certain reports with those insurance departments describing capital structure, ownership, financial condition, certain
intercompany transactions, an enterprise risk report and general business operations. In addition, various notice and reporting
requirements generally apply to transactions between insurance companies and their affiliates within the insurance holding
company system, depending on the size and nature of the transactions. Some insurance holding company laws and regulations
require prior regulatory approval or, in certain circumstances, prior notice of certain material intercompany transfers of assets as
well as certain transactions between insurance companies, their parent holding companies and affiliates.

Dividends

As a holding company with no significant business operations of its own, Kemper relies on dividends from its insurance
subsidiaries to meet its obligations. Certain dividends and distributions by an insurance subsidiary are subject to prior approval
by the insurance regulators of the state in which it is domiciled or commercially domiciled. See Item 1A., “Risk Factors,” under
the caption, “The ability of Kemper to service its debt, to pay dividends to its shareholders and/or make repurchases of its stock
may be materially impacted by lack of timely and/or sufficient dividends received from its subsidiaries.”

Change in Control Requirements

State insurance laws also impose requirements that must be met prior to a change of control of an insurance company or
insurance holding company based on the insurer’s state of domicile and, in some cases, additional states in which the insurance
subsidiary is deemed commercially domiciled. These requirements may include the advance filing of specific information with
the state insurance regulators, a public hearing on the matter, and the review and approval of the change of control by such
regulators. The Company has insurance subsidiaries domiciled or deemed commercially domiciled in Alabama, California,
Florida, Georgia, Illinois, Indiana, Louisiana, Missouri, New York, Ohio, Oregon, Texas and Wisconsin. In these states, except
Alabama, “control” generally is presumed to exist through the direct or indirect ownership of 10% or more of the voting
securities of an insurance company. Control is presumed to exist in Alabama with a 5% or more ownership interest in such
securities. Any purchase of Kemper’s shares that would result in the purchaser owning Kemper’s voting securities in the
foregoing percentages for the states indicated would be presumed to result in the acquisition of control of the Company’s
insurance subsidiaries in those states. Therefore, acquisitions subject to the 10% threshold generally would require the prior
approval of insurance regulators in each state in which the Company’s insurance subsidiaries are domiciled or deemed
commercially domiciled, including those in Alabama, while acquisitions subject to the 5% threshold generally would require
the prior approval of only Alabama regulators. Similarly, consistent with the Model Holding Company Act, several of the states
in which the Company’s insurance subsidiaries are domiciled have enacted legislation that requires either the divesting and/or
acquiring company to notify regulators of, and in some cases to receive regulatory approval for, a change in control.

Many state statutes also require pre-acquisition notification to state insurance regulators of a change of control of an insurance
company licensed in the state if specific market concentration thresholds would be triggered by the acquisition. Such statutes
authorize the issuance of a cease and desist order with respect to the insurance company if certain conditions, such as undue
market concentration, would result from the acquisition. These regulatory requirements may deter, delay or prevent transactions
effecting control of Kemper or its insurance subsidiaries, or the ownership of Kemper’s voting securities, including transactions
that could be advantageous to Kemper’s shareholders.

Many states have made, or are in the process of making, modifications to their holding company laws. These modifications
impose new reporting requirements and substantially expand the oversight and examination powers of state insurance regulators
to assess enterprise risks within the entire holding company system that may arise from both insurance and non-insurance
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subsidiaries. They also impose new reporting requirements on affiliated transactions and divestiture of a controlling interest in
an insurance subsidiary.

Other Federal Government Regulation
Dodd-Frank Wall Street Reform and Consumer Protection Act and Other Financial Reform Efforts

As part of an effort to strengthen the regulation of the financial services market, the Dodd-Frank Wall Street Reform and
Consumer Protection Act (“Dodd-Frank Act”) was enacted in 2010. The Dodd-Frank Act also created the Federal Insurance
Office (“FIO”) within the U.S. Department of the Treasury (“Treasury”). The FIO monitors the insurance industry, provides
advice to the Financial Stability Oversight Council (“FSOC”), represents the U.S. on international insurance matters, and
studies the current regulatory system. The Dodd-Frank Act includes a number of financial reforms and regulations that may
affect our business and financial reporting. However, there remains uncertainty regarding the future of the Dodd-Frank Act and
how it may impact our business.

Additional regulations or new requirements may emerge from activities of various regulatory entities, including the Federal
Reserve Board, FIO, FSOC, NAIC and the International Association of Insurance Supervisors (“IAIS”), that are evaluating
solvency and capital standards for insurance company groups. The outcome of these actions is uncertain; however, these actions
may result in an increase in the level of capital and liquidity required by insurance holding companies.

Affordable Care Act

In 2010, the Patient Protection and Affordable Care Act, or ACA, as well as the Health Care and Education Reconciliation Act
0f 2010 (collectively, the “Health Care Acts”) became law, causing significant changes to the U.S. health care system. Since
then, significant regulations have been enacted by the U.S. Department of Health and Human Services, or HHS, the Department
of Labor and the Department of Treasury. The legislation and regulations are far-reaching and are intended to expand access to
health insurance coverage over time by mandating that most individuals obtain and certain employers offer to their employees
health insurance coverage that meets prescribed minimum benefit requirements, as well as establishing minimum loss ratios,
rating restrictions, mandates for coverage of defined essential health benefits, restrictions or prohibitions on pre-existing
condition exclusions and annual and lifetime policy limits. As a result of the complexity of the law, its impact on health care in
the United States, the continuing modification and interpretation of the Health Care Acts made by statute, rule and/or executive
order, and the ongoing efforts to repeal or replace the ACA, the Company continues to analyze and refine its estimates of the
ultimate impact of the Health Care Acts on its business, cash flows, financial condition and results of operations.
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Item 1A. Risk Factors.

Kemper is exposed to numerous risk factors that could cause actual results to differ materially from recent results or anticipated
future results. The following discussion details the significant risk factors that are specific to the Company. In addition to those
described below, the Company’s business, financial condition and results of operations could be materially affected by other
factors not presently known by, or considered material to, the Company. Readers are advised to consider all of these factors
along with the other information included in this 2019 Annual Report, including the factors set forth under the caption “Caution
Regarding Forward-Looking Statements” beginning on page 1, and to consult any further disclosures Kemper makes on related
subjects in its filings with the SEC.

Risks Relating to Legal and Regulatory Environment

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 affect a
wide variety of matters, including policy forms, premium rates, licensing, market conduct, trade practices, claims handling
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 and data security. They also require the filing of annual and
quarterly financial reports and holding company reports. Pre-approval requirements often restrict or delay actions by the
companies to implement premium rate changes for property, casualty and health insurance policies, or to introduce new, or
make 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 related emerging developments, see “Regulation” in Item 1, beginning on page 11.

These laws and regulations, and their interpretation by the various regulators and courts, are subject to 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 changes and emerging issues could adversely affect Kemper’s insurance subsidiaries in a variety
of ways, including, for example, by expanding coverages beyond the underwriting intent, increasing the number or size of
claims, accelerating the payment of claims or otherwise adding to operational costs or adversely affecting the Company’s
competitive advantages. Practices in the industry or within the Company 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 has experienced 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. Over the
last decade, many states have adopted new laws requiring insurers to proactively use such databases, including the Social
Security Administration’s Death Master File (the “DMEF”), to varying degrees in order to ascertain if an insured may be
deceased. More than half of the states have adopted such laws, and 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 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 many
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 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 led to the Company’s involvement in compliance audits, market conduct examinations and litigation. In 2016, the Company
initiated a voluntary, comprehensive process to compare life insurance records against the DMF and other databases to
determine if any of its insured may be deceased. See Note 2, “Summary of Accounting Policies and Accounting Changes,” and
Note 23, “Contingencies,” to the 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 increased legislative and regulatory focus on cybersecurity and adoption of extensive
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modifications to state holding company laws that substantially expand the oversight and examination powers of 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 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 Act. See the
discussion of these matters under “Regulation” in Item 1, beginning on page 11.

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 which could materially impact the
Company’s operating results.

Kemper has a significant concentration of personal automobile insurance business in California and Florida, and negative
developments in the regulatory, legal or economic conditions in these states may adversely affect our profitability.

California and Florida represented 69% of our total personal automobile insurance gross written premiums in 2019. Consequently,
the dynamic nature of regulatory, legal, competitive and economic conditions in these states affects our revenues and profitability.
Further, both California and Florida have regulations that limit the after-tax return on underwriting profit allowed for an insurer.
Changes in any of these conditions could negatively impact the Company's results of operations.

Legal and regulatory proceedings are unpredictable and could produce one or more unexpected verdicts against the
Company that could materially and adversely affect the Company’s financial results for any given period.

Kemper and its subsidiaries are from time to time involved in lawsuits, regulatory inquiries and other legal proceedings arising
out of the ordinary course of their businesses. Some of these proceedings may involve matters particular to Kemper or one or
more of its subsidiaries, while others may pertain to business practices in the industry in which Kemper and its subsidiaries
operate. Some lawsuits may seek class action status that, if granted, could expose the Company to potentially significant
liability by virtue of the size of the putative classes. These matters often raise difficult factual and legal issues and are subject to
uncertainties and complexities. The outcomes of these matters are difficult to predict, and the amounts or ranges of potential
loss at particular stages in the proceedings are in most cases difficult or impossible to ascertain. A further complication is that
even where the possibility of an adverse outcome is remote under traditional legal analysis, juries sometimes substitute their
subjective views in place of facts and established legal principles. Given the unpredictability of the legal and regulatory
landscape in which the Company operates, there can be no assurance that one or more of these matters will not produce a result
that could materially and adversely affect the Company’s financial results for any given period.

For information about the Company’s pending legal proceedings, see Note 23, “Contingencies,” to the Consolidated Financial
Statements.

Risks Relating to Catastrophes and Estimating Property and Casualty Insurance Losses and Loss Adjustment Expenses

Estimating losses and LAE for determining property and casualty insurance reserves, or determining premium rates, is
inherently uncertain, and the Company’s results of operations may be materially impacted if the Company’s insurance
reserves or premium rates are insufficient.

The Company establishes loss and LAE reserves to cover estimated liabilities, which remain unpaid as of the end of each
accounting period, and to investigate and settle all claims incurred under the property and casualty insurance policies that it has
issued. Loss and LAE reserves are established for claims that have been reported to the Company as of the end of the
accounting period, as well as for estimated claims that have occurred but have not yet been reported to the Company. The
estimates of loss and LAE reserves are based on the Company’s assessment of the facts and circumstances known to it at the
time, as well as estimates of the impact of future trends in the severity of claims, the frequency of claims and other factors.
These estimates can be inaccurate or may change over time due to many variables, including changes driven by the evolving
legal and regulatory landscape and economic conditions in which the Company operates and the rising costs of insurance
claims from increased litigation, higher jury awards, the impact of process change and staffing levels and other effects of
societal trends referred to as social inflation.

The process of estimating property and casualty insurance reserves is complex and imprecise. The reserves established by the
Company are inherently uncertain estimates and could prove to be inadequate to cover its ultimate losses and expenses. The
estimate of the ultimate cost of claims for insured events that have occurred must take into consideration many factors that are
dependent on the outcome of future events associated with the reporting, investigation and settlement of claims. The impacts on
the Company’s estimates of property and casualty insurance reserves from these factors are difficult to assess accurately. A
change in any one or more of the factors is likely to result in a projected ultimate loss that is different than the previous
projected ultimate loss and may have a material impact on the Company’s estimate of the projected ultimate loss. Increases in
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the estimates of ultimate losses and LAE will decrease earnings, while decreases in such estimates will increase earnings, as
reported by the Company in the results of its operations for the periods in which the changes to the estimates are made by the
Company. See MD&A, “Critical Accounting Estimates,” under the caption “Property and Casualty Insurance Reserves for
Losses and Loss Adjustment Expenses” beginning on page 62 for a discussion of the Company’s reserving process and the
factors considered by the Company’s actuaries in estimating the Company’s Property and Casualty Insurance Reserves.

The Company’s actuaries also consider trends in the severity and frequency of claims and other factors when determining the
premium rates to charge for its property and casualty insurance products. An unanticipated change in any one or more of these
factors or trends, as well as a change in competitive conditions, may also result in inadequate premium rates charged for
insurance policies issued by Kemper’s property and casualty insurance subsidiaries in the future. Such pricing inadequacies
could have a material impact on the Company’s operating results. If the Company’s pricing actuaries overestimate the severity
or frequency of claims and other factors in determining the rates to charge for insurance products, the rates for the Company’s
products could be uncompetitive and result in loss of revenue and market share.

Catastrophe losses could materially and adversely affect the Company’s results of operations, liquidity and/or financial
condition.

Kemper’s property and casualty insurance subsidiaries are subject to claims arising out of catastrophes that may have a
significant effect on their results of operations, liquidity and financial condition. Catastrophes can be caused by various events,
including, but not limited to, hurricanes, tornadoes, windstorms, earthquakes, hailstorms, explosions, severe winter weather and
wildfires and may include man-made events, such as terrorist attacks and hazardous material spills. The incidence, frequency
and severity of catastrophes are inherently unpredictable and may be impacted by the uncertain effects of climate change. The
extent of the Company’s losses from a catastrophe is a function of both the total amount of insured exposure in the geographic
area affected by the event and the severity of the event. The Company could experience more than one severe catastrophic
event in any given period.

Kemper’s life and health insurance subsidiaries are particularly exposed to risks of catastrophic mortality, such as pandemic or
other events that result in large numbers of deaths. In addition, the occurrence of such an event in a concentrated geographic
area could have a severe disruptive effect on the Company’s workforce and business operations. The likelihood and severity of
such events cannot be predicted and are difficult to estimate.

The property and casualty insurance subsidiaries use catastrophe modeling tools developed by third parties to project their
potential exposure to property damage resulting from catastrophic events under various scenarios. Such models are based on
various assumptions and judgments which may turn out to be wrong. The actual impact of one or more catastrophic events
could adversely and materially differ from these projections.

Changes in the availability and cost of catastrophe reinsurance and in the ability of reinsurers to meet their obligations
could result in Kemper’s insurance subsidiaries retaining more risk and could adversely and materially affect the
Company’s results of operations, financial condition and/or liquidity.

Kemper’s property and casualty insurance subsidiaries seek to reduce their exposure to catastrophe losses through the purchase
of catastrophe reinsurance. Catastrophe reinsurance does not relieve such subsidiaries of their direct liability to their
policyholders. As long as the reinsurers meet their obligations, the net liability for such subsidiaries is limited to the amount of
risk that they retain. While such subsidiaries’ principal reinsurers are each rated “A-" or better by A.M. Best at the time
reinsurance is purchased, the Company cannot be certain that reinsurers will pay the amounts due from them either now, in the
future, or on a timely basis. A reinsurer’s insolvency or inability to make payments under the terms of its reinsurance agreement
could materially and adversely affect the Company’s financial position, results of operations and liquidity.

In addition, market conditions beyond the Company’s control determine the availability and cost of the reinsurance protection
that Kemper’s property and casualty insurance subsidiaries may purchase. A decrease in the amount of reinsurance coverage
that such subsidiaries purchase generally should increase their risk of a more severe loss. If the amount of available reinsurance
is reduced, such subsidiaries incur additional expenses to obtain reinsurance or may be unable to obtain sufficient reinsurance
on acceptable terms, which could adversely affect the ability of such subsidiaries to write future insurance policies or result in
their retaining more risk with respect to such policies.

17



The extent to which Kemper’s insurance subsidiaries can manage their catastrophe exposure through underwriting
strategies may be limited by law or regulatory action and could adversely and materially affect the Company’s results of
operations, financial condition and/or liquidity.

Kemper’s property and casualty insurance subsidiaries also manage their exposure to catastrophe losses through underwriting
strategies such as reducing exposures in, or withdrawing from, catastrophe-prone areas, establishing appropriate guidelines for
insurable structures, and setting appropriate rates, deductibles, exclusions and policy limits. The extent to which such
subsidiaries can manage their exposure through such strategies may be limited by law or regulatory action. For example, laws
and regulations may limit the rate or timing at which insurers may non-renew insurance policies in catastrophe-prone areas or
require insurers to participate in wind pools and joint underwriting associations. Generally, an insurer’s participation in such
pools and associations are based on the insurer’s market share determined on a state-wide basis. Accordingly, even though
Kemper’s property and casualty insurance subsidiaries may not incur a direct insured loss as a result of managing direct
catastrophe exposures, they may incur indirect losses from required participation in pools and associations. In addition, laws
and regulations requiring prior approval of policy forms and premium rates may limit the ability of Kemper’s property and
casualty insurance subsidiaries to increase rates or deductibles on a timely basis, which may result in additional losses or lower
returns than otherwise would have occurred in an unregulated market.

Risks Relating to Competition

A downgrade in the ratings of Kemper or its insurance subsidiaries below A- could materially and adversely affect the
Company.

Third-party rating agencies assess the financial strength and rate the claims-paying ability of insurance companies based on
criteria established by the rating agencies. Third-party ratings are important competitive factors in the insurance industry.
Financial strength ratings are used to assess the financial strength and quality of insurers. Ratings agencies may downgrade the
ratings of Kemper and/or its insurance subsidiaries or require Kemper to retain more capital in its insurance businesses to
maintain existing ratings following developments that they deem negative. This can include factors directly related to the
Company, such as an increase in the catastrophic risk retained by Kemper’s insurance subsidiaries, or developments in industry
or general economic conditions. A downgrade by A.M. Best in the ratings of Kemper’s insurance subsidiaries below A-,
particularly those operating in the preferred and standard market or offering homeowners insurance, could result in a substantial
loss of business if independent agents and brokers or policyholders of such subsidiaries move to other companies with higher
claims-paying and financial strength ratings. Any substantial loss of business could materially and adversely affect the financial
condition and results of operations of such subsidiaries. A downgrade in Kemper’s credit rating by Standard & Poor’s (“S&P”),
Moody’s Investors Services (“Moody’s”) or Fitch Ratings (“Fitch”) may reduce Kemper’s ability to cost-effectively access the
capital markets or may increase the cost to refinance existing debt.

The insurance industry is highly competitive, making it difficult to grow profitability and within expectations of investors.

The Company’s insurance businesses face significant competition, and their ability to compete is affected by a variety of issues
relative to others in the industry, such as management effectiveness, product pricing, service quality, ease of doing business,
innovation, financial strength and name recognition. Competitive success is based on many factors, including, but not limited
to, the following:

»  Competitiveness of prices charged for insurance policies;

»  Sophistication of pricing segmentation;

»  Design and introduction of insurance products to meet emerging consumer trends;

*  Selection and retention of agents and other business partners;

*  Compensation paid to agents;

*  Underwriting discipline;

e Selectiveness of sales markets;

»  Effectiveness of marketing materials and name recognition;

*  Product and technological innovation;

»  Effectiveness of online servicing platforms

»  Ability to settle claims timely and efficiently;

»  Ability to detect and prevent fraudulent insurance claims;

»  Effectiveness of deployment and use of information technology across all aspects of operations;
*  Ability to control operating expenses;

»  Financial strength ratings; and

*  Quality of services provided to, and ease of doing business with, independent agents and brokers or policyholders.
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The inability to compete effectively in any of the Company’s insurance businesses could materially reduce the Company’s
customer base and revenues and could materially and adversely affect the future results and financial condition of the Company.

See “Competition” in Item 1 of Part I beginning on page 9 and page 11 for more information on the competitive rankings in the
property and casualty insurance markets and the life and health insurance markets, respectively, in the United States.

Risks Relating to Technology Initiatives, Security of Personal Data and Availability of Critical Systems

Technology initiatives could present significant economic and competitive challenges to the Company. Failure to complete
and implement such initiatives in a timely manner could result in the loss of business and incurrence of internal use
software development costs that may not be recoverable.

Data and analytics play an increasingly important role in the insurance industry. The Company may periodically initiate multi-
year technology projects to enhance operations or replace aging systems. While technology developments can facilitate the use
and enhance the value of data and analytics, streamline business processes and ultimately reduce the cost of operations,
technology initiatives can present significant economic and organizational challenges to the Company and potential short-term
cost and implementation risks. In addition, projections of expenses and implementation schedules could change materially and
costs could escalate over time, while the ultimate utility of a technology initiative could deteriorate over time.

Due to the highly-regulated nature of the financial services industry, the Company also faces rising costs and competing time
constraints in adapting technology to meet compliance requirements of new and proposed regulations. The costs to develop and
implement systems to replace the Company’s existing systems and to comply with new regulatory requirements as needed over
time are expected to be material. Due to the complexities involved, there can be no assurances that new system development
and implementation projects will be successful, that the costs for such projects will not exceed estimates and that the incurred
costs will be recoverable. Furthermore, failure to implement replacement systems in a timely manner could result in loss of
business from the Company’s delay or inability to design and introduce new insurance products that meet emerging consumer
needs and competitive trends.

Failure to maintain the security of personal data may result in lost business, reputational harm, legal costs and regulatory
penalties.

Kemper’s insurance subsidiaries obtain, process and store vast amounts of personal data that can present significant risks to the
Company and its customers, employees and other affected individuals. An increasing array of laws and regulations govern the
use, transfer and storage of such data, including, for example, social security numbers, credit card data and protected health
information. Despite the Company’s use of a sophisticated array of security measures and the maintenance of policies and
procedures designed to enhance security, the Company’s data systems, and those of its third party administrators and other
business partners working on behalf of the Company, may be vulnerable to security breaches due to the increasing
sophistication of cyber attacks, viruses, malware and other infiltration, hackers and other external hazards, as well as equipment
and system failures and inadvertent errors, negligence or intentional misconduct of employees and/or contractors. The
Company also relies on the ability of its business partners to maintain secure systems and processes that comply with legal
requirements and protect personal data.

These increased risks may result in data loss, business interruption, ransom demands and litigation, and together with
expanding regulatory requirements related to personal data privacy and security, expose the Company to potential damages,
regulatory fines and other liabilities, reputational risk and significant increases in compliance and litigation costs. There is no
guarantee that the cyber risk insurance policies Kemper maintains will be sufficient to cover all of the costs of one or more data
breach incidents that could occur.

The Company relies increasingly on electronic payments from policyholders, including, but not limited to, payment by credit
and debit cards. Failure to maintain compliance with laws and industry regulations governing such transactions could result in
additional costs and damages. For example, in the event of non-compliance with the Payment Card Industry Data Security
Standard, an information security framework for organizations that handle cardholder information for the major debit, credit,
prepaid, e-purse, ATM and point-of-sale cards, such organizations could prevent Kemper’s insurance subsidiaries from
collecting premium payments from customers by way of such cards and impose significant fines on Kemper’s insurance
subsidiaries.
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Failure to maintain the availability of critical systems may result in lost business, reputational harm, legal costs and
regulatory penalties.

The Company’s business operations rely on the continuous availability of its own computer systems, systems and software
hosted by vendors, and computer systems used by third party administrators and contractors working on behalf of the
Company. In addition to disruptions caused by cyber attacks or other data breaches, such systems may be adversely affected by
natural and man-made catastrophes. The failure of the Company, or its third party administrators or other business partners, to
maintain business continuity in the wake of such events may prevent the timely performance of critical processes across its
operations, including, for example, insurance policy administration, claims processing, billing, payment processing, treasury
and investment operations and payroll. These failures could result in significant loss of business, increased costs, fines and
litigation.

Risks Relating to Investments

The Company'’s investment portfolio is exposed to a variety of risks that may negatively impact net investment income, the
change in fair value of equity and convertible securities and cause realized and unrealized losses.

The Company maintains a diversified investment portfolio that is exposed to significant financial and capital market risks,
including interest rate (risk-free and spread), equity price, and liquidity, as well as risks from changes in tax laws and
regulations and other risks from changes in general economic conditions.

The interest rate environment has a significant impact on the Company’s financial results and position. In recent years, rates
have been at or near historic lows. A protracted low interest rate environment would continue to place pressure on net
investment income, particularly related to fixed income securities, short-term investments and limited liability investment
companies and limited partnerships accounted for under the equity method of accounting (“Equity Method Limited Liability
Investments™) that invest in distressed and mezzanine debt of other companies. A decline in interest rates would generally
increase the carrying value of the Company’s fixed income securities and its Equity Method Limited Liability Investments that
exhibit debt-like characteristics, but it may adversely affect the Company’s investment income as it invests cash in new
investments that may yield less than the portfolio’s average rate. In a declining interest rate environment, borrowers may seek
to refinance their borrowings at lower rates and, accordingly, prepay or redeem securities the Company holds as investments
more quickly than the Company initially expected. Such prepayment or redemption action may cause the Company to reinvest
the redeemed proceeds in lower yielding investments. An increase in interest rates would generally reduce the carrying value
of a substantial portion of the Company’s investment portfolio, particularly fixed income securities and Equity Method
Limited Liability Investments.

Kemper’s Life and Health business writes long duration insurance contracts which are priced in consideration of the interest
rate environment. If the Company is not able to purchase investments that match that duration of the liabilities and there is a
decline in interest rates, the Company could experience a significant deterioration in results.

The Company invests a portion of its investment portfolio in equity securities, which generally have more volatile returns than
fixed income securities and may experience sustained periods of depressed values. There are multiple factors that could
negatively impact the performance of the Company’s equity portfolio, including general economic conditions, industry or
sector deterioration and issuer-specific concerns. A decline in equity values may result in a decrease in dividend income and
significant losses recognized by the Company in the period such changes in fair values occur.

Interest rates and equity returns also have a significant impact on the Company’s pension and other postretirement employee
benefit plans. In addition to the impact on carrying values and yields of the underlying assets of the funded plans, interest rates
also impact the discounting of the projected and accumulated benefit obligations of the plans. A decrease in interest rates may
have a negative impact on the funded status of the plans. The nature and cash flow needs of the Company and the insurance
industry in general present certain liquidity risks that may impact the return of the investment portfolio. If the Company were
to 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 to claimants, which could result in realized losses. Additionally, increases in
illiquidity in the financial markets may increase uncertainty in the valuations of the Company’s investments. This increases the
risk that the fair values reported in the Company’s consolidated financial statements may differ from the actual price that may
be obtained in an orderly sales transaction.
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The Company has also benefited from certain tax laws related to its investment portfolio, including dividends received
deductions and tax-exempt investment income. Changes in tax laws may have a detrimental effect on the after-tax return of the
Company’s investment portfolio. A reduction in income tax rates could also reduce the demand for tax-preferenced securities
and result in a decline in the value of the Company’s investment portfolio of such securities.

The Company’s entire investment portfolio is subject to broad risks inherent in the financial markets, including, but not limited
to, inflation, regulatory changes, inactive capital markets, governmental and social stability, economic outlooks,
unemployment and recession. Changes to these risks and how the market perceives them may impact the financial
performance of the Company’s investments.

Kemper and its insurance subsidiaries are subject to various capital adequacy measurements that are significantly impacted by
various characteristics of their invested assets, including, but not limited to, asset type, class, duration and credit rating. The
Company’s insurance subsidiaries are also subject to various limitations on the amounts at which they can invest in individual
assets or certain asset classes in the aggregate. Asset risk is one factor used by insurance regulators and rating agencies to
determine required capital for Kemper’s insurance subsidiaries. Accordingly, a deterioration in the quality of the investments
held by Kemper’s insurance subsidiaries or an increase in the investment risk inherent in their investment portfolios could
increase capital requirements. See the risk factor below under the title “The ability of Kemper to service its debt, pay dividends
to its shareholders and/or make repurchases of its stock may be materially impacted by lack of timely and/or sufficient
dividends received from its subsidiaries.” These factors may inhibit the Company from shifting its investment mix to produce
higher returns. The Company is also subject to concentration of investment risk to the extent that the portfolio is heavily
invested, at any particular time, in specific asset types, classes, industries, sectors or collateral types, among other defining
features. Developments and the market’s perception thereof in any of these concentrations may exacerbate the negative effects
on the Company’s investment portfolio compared to other companies.

The determination of the fair values of the Company’s investments and whether a decline in the fair value of an investment
is other-than-temporary are based on management’s judgment and may prove to be materially different than the actual
economic outcome.

The Company holds a significant amount of assets without readily available, active, quoted market prices or for which fair
value cannot be measured from actively quoted prices. These assets are generally deemed to require a higher degree of
judgment in measuring fair value. The assumptions used by management to measure fair values could turn out to be different
than the actual amounts that may be realized in an orderly transaction with a willing market participant could be either lower or
higher than the Company’s estimates of fair value.

The Company reviews its investment portfolio for factors that may indicate that a decline in the fair value of an investment is
other-than-temporary. This evaluation is based on subjective factors, assumptions and estimates and may be materially different
than the actual economic outcome, which may result in the Company recognizing additional losses in the future as new
information emerges or recognizing losses currently that may never materialize in the future in an orderly transaction with a
willing market participant.

Risks Relating to Servicing Debt, Paying Dividends and/or Repurchasing Stock

The ability of Kemper to service its debt, pay dividends to its shareholders and/or make repurchases of its stock may be
materially impacted by lack of timely and/or sufficient dividends received from its subsidiaries.

As a holding company, Kemper depends on the dividend income that it receives from its subsidiaries as the primary source of
funds to meet its payment obligations. Kemper’s insurance subsidiaries are subject to significant regulatory restrictions under
state insurance laws and regulations that limit their ability to declare and pay dividends. These laws and regulations impose
minimum solvency and liquidity requirements on dividends between affiliated companies and require prior notice to, and may
require approval from, state insurance regulators before dividends can be paid. In addition, third-party rating agencies monitor
statutory capital and surplus levels for capital adequacy. Even though a dividend may be payable without regulatory approval,
an insurance subsidiary may forgo paying a dividend to Kemper and retain the capital to maintain or improve the ratings of
Kemper’s insurance subsidiaries, or to offset increases in required capital from increases in premium volume or investment risk.
The inability of one or more of Kemper’s insurance subsidiaries to pay sufficient dividends to Kemper may materially affect
Kemper’s ability to pay its debt obligations on time, to pay dividends to its shareholders or make repurchases of its stock.
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General Risks Relating to Mergers, Acquisitions and/or Divestitures

The expected benefits and synergies from mergers, acquisitions and/or divestitures may not be realized to the extent
anticipated or within the anticipated time frames.

The Company routinely evaluates opportunities for transactions such as mergers, acquisitions and/or divestitures that would
enhance its business and align with the Company’s strategic plans. Kemper’s ability to achieve the anticipated financial benefits
from transactions may not be realized due to any number of factors, including, but not limited to, integration difficulties or
failures, the loss of key agents/brokers, customers or employees, unexpected or underestimated liabilities, increased costs, fees,
expenses and charges related to transactions, or may be delayed by factors outside of the Company’s control. Furthermore, such
adverse events could result in a decrease in the estimated fair value of goodwill or other intangible assets established as a result
of such transactions, triggering an impairment. These and other factors could have a negative impact on Kemper’s financial
condition, profitability and results from operations.

Risks Relating to the Infinity Merger
Kemper could incur additional integration costs in connection with the Infinity Merger.

Kemper expects to incur additional costs associated with the continued integration of the operations of Kemper and Infinity. A
substantial majority of these costs will be non-recurring expenses resulting from the transaction, including (i) facilities and
systems consolidation and integration costs and (ii) employment related costs. Kemper may incur additional unanticipated costs
to integrate the businesses. As a result of such integration and consolidation activities, the Company may abandon, or shorten
the useful lives, of assets that are currently in use, which may result in us impairing an asset or accelerating depreciation and/or
amortization of such assets. Although Kemper expects that the elimination of redundant costs, as well as the realization of other
efficiencies related to the integration of the businesses, will offset such incremental, non-recurring costs over time, this net
benefit may not be achieved in the near term, or at all.

To realize all of the anticipated results contemplated by the Infinity Merger, the combined company must complete the
successful integration of the Kemper and Infinity business operations, and failure to do so could prevent the Company from
achieving the full benefits it had expected in connection with the Infinity Merger.

The success of the integration, and of the combined company following the Infinity Merger, has been substantially dependent
on the skills, experience and efforts of management and other key personnel for each of Kemper and Infinity. Although the
dependency on specific individuals has decreased since the date of the acquisition as the businesses have been integrated, the
Company will need to continue to devote significant management attention and resources to the integration of the operations of
the businesses. There is no assurance that key managers will remain with the Company, and it is possible that unforeseen
expenses or delays may occur in connection with particular integration efforts. The anticipated benefits, including synergies,
cost savings and growth opportunities, may not be achieved within the expected time frames, or at all. As a result, Kemper
cannot assure shareholders that the Company will realize the full benefits anticipated from the Infinity Merger.

Item 1B. Unresolved Staff Comments.

The Company has no unresolved staff comments issued more than 180 days before December 31, 2019, the date of this Annual
Report on Form 10-K.

Item 2. Properties.
Owned Properties

Kemper’s subsidiaries together own and occupy eleven buildings located in seven states consisting of approximately 400,000
square feet in the aggregate. Kemper’s subsidiaries hold, solely for investment purposes, additional properties that are not
occupied by Kemper or its subsidiaries.

Leased Facilities

The Company leases four floors, or approximately 92,000 square feet, in an 83-story office building in Chicago, Illinois, for its
corporate headquarters. The lease expires on December 31, 2033. Kemper’s property and casualty insurance subsidiaries lease
facilities with an aggregate square footage of approximately 550,000 at 27 locations in nine states. The latest expiration date of
the existing leases is in May 2026. Kemper’s life and health insurance subsidiaries lease facilities with aggregate square footage
of approximately 465,000 at 125 locations in 28 states. The latest expiration date of the existing leases is in January 2025.
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Kemper’s corporate data processing operation leases a facility with aggregate square footage of approximately 30,000 square
feet at one location in one state. The expiration date of the existing lease is in June 2021.

The properties described above are in good condition. The properties utilized in the Company’s operations consist of facilities
suitable for general office space, call centers and data processing operations.

Item 3. Legal Proceedings.
Proceedings

Information concerning pending legal proceedings is incorporated herein by reference to Note 23, “Contingencies,” to the
Consolidated Financial Statements.

Item 4. Mine Safety Disclosures.
Not applicable.
PART 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Market Information

Kemper’s common stock is traded on the NYSE under the symbol of “KMPR.”

Holders

As of January 31, 2020, the number of record holders of Kemper’s common stock was 3,160.
Dividends

Quarterly information pertaining to payment of dividends on Kemper’s common stock is presented below.

Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2019 2019 2019 2019 2019
Cash Dividends Paid to Shareholders (per share)....... $ 025 $ 025 $ 025 $ 028 $ 1.03
Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2018 2018 2018 2018 2018

Cash Dividends Paid to Shareholders (per share)....... $ 024 $ 024 § 024 § 024 $ 0.96

Kemper’s insurance subsidiaries are subject to various state insurance laws that may restrict the ability of these insurance
subsidiaries to pay dividends without prior regulatory approval. See MD&A, “Liquidity and Capital Resources” and Note 10,
“Shareholders’ Equity,” to the Consolidated Financial Statements for information on Kemper’s ability and intent to pay
dividends.

Issuer Purchases of Equity Securities

On August 6, 2014, Kemper’s Board of Directors authorized the repurchase of up to $300.0 million of Kemper’s common
stock. As of December 31, 2019, the remaining share repurchase authorization was $243.7 million under the repurchase
program. The Company did not repurchase any shares during the year ended December 31, 2019.
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Kemper Common Stock Performance Graph

The following graph assumes $100 invested on December 31, 2014 in (i) Kemper common stock, (ii) the S&P MidCap 400

Index and (iii) the S&P Supercomposite Insurance Index, in each case with dividends reinvested. Kemper is a constituent of
each of these two indices.

The comparisons in the graph below are based on historical data and are not intended to forecast the possible future
performance of Kemper common stock.

Comparison of Cumulative Five Year Total Return

300

5250
$200
S150
£100
S50
S0
12/31/14 12731715 12/31/16 12731117 12/31/18 12/31/19
—l— Kemper Corporation —k— S&P MidCap 400 Index
+ S&P Supercomposite Insurance Index
Company / Index 2014 2015 2016 2017 2018 2019
Kemper Corporation .............ceeeeeeeeeeeeeeseenuenenennens $ 100.00 $ 105.82 § 129.75 $ 20595 § 201.20 $ 238.01
S&P MidCap 400 IndeX........ccoeevvevievrieiieienienieeene 100.00 97.82 118.11 137.30 122.08 154.07
S&P Supercomposite Insurance Index ....................... 100.00 103.64 123.20 142.89 129.08 165.91
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Item 6. Selected Financial Data.

Selected financial information as of and for the years ended December 31, 2019, 2018, 2017, 2016 and 2015 is presented below.
See Note 2, “Summary of Accounting Policies and Accounting Changes”, and Note 3, “Acquisition of Business,” to the
Consolidated Financial Statements for items which may affect comparability of selected financial information across the
periods presented.

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2019 2018 2017 2016 2015
FOR THE YEAR
Earned Premilms ......o.eeeeeeeeeeeeeeeeeeeeeeeeee e $ 44724 § 3,3844 $ 2,3500 $ 2,2200 $ 2,009.6
Net Investment INCOME .......ocoecveieieiiniinininincneneceeee 364.3 340.9 327.2 298.3 302.6
Other INCOME......cviiiiiieiieieeeeeee et 35.5 42.2 4.0 3.2 3.7
Loss from Change in Fair value of Equity and Convertible
SECUTTHIES ..o 138.9 (64.3) — — —
Net Realized Gains on Sales of Investments........................ 41.9 26.4 56.5 33.1 52.1
Net Impairment Losses Recognized in Earnings ................. (13.8) 4.5) (14.3) 32.7) (27.2)
Total REVENUES ......ocviiiieiieeiicieiiee et $ 50392 § 3,725.1 $ 2,7234 $ 2,5219 $ 2,340.8
Income from Continuing Operations............ccoceeeeereeeennene. $ 5311 $ 1884 $ 1199 $ 127 $ 80.2
Income from Discontinued Operations ..............ceceevereeneene. — 1.7 1.0 4.1 5.5
NEt INCOME ... $ 5311 § 190.1 $ 1209 $ 168 $ 85.7
Per Unrestricted Share: -
Income from Continuing Operations..............cceevreeenene $ 8.04 §$ 322§ 232 % 025 % 1.55
Income from Discontinued Operations .............ccccevueennen. — 0.03 0.02 0.08 0.10
Net INCOME ..o $ 8.04 $ 325 $ 234 $ 033 $ 1.65
Per Unrestricted Share Assuming Dilution: -
Income from Continuing Operations..............coeveerueenene $ 796 $ 319 $ 231§ 025 % 1.55
Income from Discontinued Operations ............cccccevueennen. — 0.03 0.02 0.08 0.10
NEt INCOME ..o $ 796 $ 322§ 233 $ 033 $ 1.65
Dividends Paid to Shareholders Per Share...........c.cccoeueene. $—103 m m m m
AT YEAR END -
TOtAl ASSELS....eeuvieeieiieiieie ettt ettt ettt $12,989.1 $ 11,5449 $ 83762 $ 82105 $ 8,036.1
Insurance ReServes.......cccooovieiiiiiieiiiiieeciieeeee e m m m W m
Unearned Premiums .........cocueviieeieiieiieeecieeeeeeeeeeeee e 1,545.5 1,424.3 653.9 618.7 613.1
Policyholder Contract Liabilities ........ccccceccevierienieriiennenen. 309.8 76.8 67.0 66.8 66.1
Long-term Debt, Current and Non-current .............ccccveee.. 778.4 909.0 592.3 751.6 750.6
All Other Liabilities ......ccoevvvirieirinieinieieiicseeesiceee 911.3 717.9 476.6 458.3 476.2
Total Liabilities. .. ..covriririeieieieieieeiee e 9,016.8 8,494.8 6,260.6 6,235.3 6,043.7
Shareholders’ EQUILY .....cccooveiririeieieieeeee e 3,972.3 3,050.1 2,115.6 1,975.2 1,992.4
Total Liabilities and Shareholders’ Equity..........cccccevevueennee. $12,989.1 $ 11,5449 $ 88,3762 $ 82105 $ 8,036.1
Book Value Per Share..........cccoveevviiiiiieeiiieiiceeceeeee m m m m m
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Kemper Corporation and Subsidiaries
Management’s Discussion and Analysis of Financial Condition and Results of Operations

SUMMARY OF RESULTS

Net Income was $531.1 million ($8.04 per unrestricted common share) for the year ended December 31, 2019, compared to
$190.1 million ($3.25 per unrestricted common share) for the year ended December 31, 2018. Income from Continuing
Operations was $531.1 million ($8.04 per unrestricted common share) in 2019, compared to $188.4 million ($3.22 per
unrestricted common share) in 2018.

A reconciliation of Net Income to Adjusted Consolidated Net Operating Income (a non-GAAP financial measure) for the years
ended December 31, 2019, 2018 and 2017 is presented below.

Increase Increase
(Decrease) (Decrease)
in Income in Income
from 2018 from 2017
DOLLARS IN MILLIONS 2019 2018 to 2019 2017 to 2018
NEt INCOME ... $ 5311 190.1 341.0 120.9 69.2
Income from Discontinued Operations............cccoeeveeeeeneeneenenn — 1.7 1.7 1.0 0.7
Income from Continuing Operations ..........cccceceevveevereerneennen 531.1 188.4 342.7 119.9 68.5
Less:
Income from Change in Fair Value of Equity and
Convertible SeCUrties.........ceveeieieieiieereee e 109.7 (50.8) 160.5 — (50.8)
Net Realized Gains on Sales of Investments...........c..c.ccceee. 33.1 20.9 12.2 36.7 (15.8)
Net Impairment Losses Recognized in Earnings................... (10.9) (3.6) (7.3) 9.3) 5.7
Acquisition Related Transaction, Integration and Other
COSES ittt (14.5) (36.5) 22.0 — (36.5)
Loss from Early Extinguishment of Debt.............ccceevennene. 4.6) — (4.6) — —
Adjusted Consolidated Net Operating Income .............occuve. 418.3 258.4 159.9 92.5 165.9
Components of Adjusted Consolidated Net Operating
Income:
Segment Net Operating INCOME: ........ceevevieriieiieiesieieenene
Specialty Property & Casualty Insurance..............ccoe...... $ 2831 § 1158 1673 $ 56.3 59.5
Preferred Property & Casualty Insurance......................... 41.9 257 % 16.2 454) $ 71.1
Life & Health Insurance ............ccoeeveeveeieviecieeieeeeeneenne. 98.7 91.5 7.2 91.9 (0.4)
Segment Net Operating INCOME............oceeveeeeenienienieeieneenne. 423.7 233.0 190.7 102.8 130.2
Corporate and Other Net Operating Income (Loss) From:
Effects of Tax Law Changes..........cccceevveeverienieenieerieeienneenne — 26.4 (26.4) 7.4 19.0
Partial Satisfaction of Judgment............ccoceverininininienn. 15.9 28.2 (12.3) — 28.2
ORET . (21.3) (29.2) 7.9 17.7) (11.5)
Corporate and Other Net Operating Income (Loss)................. 54 25.4 (30.8) (10.3) 35.7
Adjusted Consolidated Net Operating Income ........................ $ 4183 $§ 2584 § 1599 925 $ 165.9
Net Income
2019 Compared with 2018

The Company’s net income increased by $341.0 million in 2019, compared to 2018, due primarily to higher Adjusted
Consolidated Net Operating Income, higher investment results and lower acquisition related transaction, integration and other
costs. Adjusted Consolidated Net Operating Income increased by $159.9 million in 2019, compared to 2018, due primarily to
higher Specialty Property & Casualty Insurance and Preferred Property & Casualty Insurance segment net operating income,
partially offset by a reduction in Corporate and Other Net Operating Income. Specialty Property & Casualty Insurance segment
net operating income increased by $167.3 million due primarily to the inclusion of Infinity for twelve months of 2019 versus
six months in 2018 and favorable underlying loss and prior year development. See MD&A, “Specialty Property & Casualty
Insurance,” beginning on page 33 for additional discussion of the segment’s results. In the Preferred Property & Casualty
Insurance segment, segment net operating results increased by $16.2 million due primarily to lower incurred catastrophe losses
and LAE (excluding loss and LAE reserve development) and favorable prior year loss and LAE development (including a one-
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Kemper Corporation and Subsidiaries
Management’s Discussion and Analysis of Financial Condition and Results of Operations—(Continued)

SUMMARY OF RESULTS (Continued)

time recovery on prior year catastrophes), partially offset by lower net investment income and higher underlying losses and
LAE as a percentage of earned premiums.

In the Life & Health Insurance segment, segment net operating income increased by $7.2 million due primarily from a decrease
in policyholders’ benefits and release in accrued reserves. See MD&A, “Life & Health Insurance,” beginning on page 44 for
additional discussion of the segment’s results. Corporate and Other net operating income decreased due primarily to a tax
benefit as a result of the finalization of certain effects of Public Law 115-97, more commonly referred to as the Tax Cuts and
Jobs Act (the “Tax Act”), on deferred income taxes recognized in the third quarter of 2018 as well as lower gain recognized for
the partial satisfaction of a final judgment against Computer Sciences Corporation (“CSC”). The Company’s investment results
were favorably impacted in 2019, compared to 2018, by a $160.5 million after-tax increase from the change in fair value of the
equity and convertible securities and a $12.2 million after-tax increase from net realized gains on sales of investments, partially
offset by $7.3 million after-tax of higher impairment losses recognized in earnings. See MD&A, “Investment Results,”
beginning on page 48 and MD&A, “Income Taxes,” beginning on page 55 and Note 23, “Contingencies.” to the Consolidated
Financial Statements for additional discussion.

2018 Compared with 2017

The Company’s net income increased by $69.2 million in 2018, compared to 2017. In the Specialty Property & Casualty
Insurance segment, segment net operating results increased by $59.5 million due primarily to the impact of lower underlying
losses and LAE as a percentage of earned premiums on a higher level of earned premiums, higher net investment income and
lower levels of adverse loss and LAE reserve development, partially offset by the impact of higher insurance expenses as a
percentage of earned premiums on a higher level of earned premiums and driven by the amortization of purchase accounting
adjustments associated with Kemper’s acquisition of Infinity. See MD&A, “Specialty Property & Casualty Insurance,”
beginning on page 33 for additional discussion of the segment’s results. In the Preferred Property & Casualty Insurance
segment, segment net operating results increased by $71.1 million due primarily to lower catastrophe losses and LAE
(excluding reserve development) and the favorable impact of loss and LAE reserve development, partially offset by higher
insurance expenses as a percentage of earned premiums. See MD&A, “Preferred Property & Casualty Insurance,” beginning on
page 38 for additional discussion of the segment’s results. In the Life & Health Insurance segment, segment net operating
income decreased by $0.4 million due primarily to higher policyholders’ benefits and incurred losses and LAE and lower net
investment income, almost entirely offset by lower income tax expense due to the lower corporate income tax rate in 2018. See
MD&A, “Life & Health Insurance,” beginning on page 44 for additional discussion of the segment’s results. Additionally, the
Company’s results were impacted in 2018, compared to 2017, by transaction and integration costs associated with Kemper’s
acquisition of Infinity and a loss from the change in the fair value of the Company’s equity security portfolio, for which such
changes are recorded through the Consolidated Statement of Income in 2018, compared to Accumulated Other Comprehensive
Income, in 2017, partially offset by the positive effects of tax law changes and the partial satisfaction of a legal judgment. See
MD&A, “Investment Results,” beginning on page 48 and MD&A, “Income Taxes,” beginning on page 55 and Note 23,
“Contingencies.” to the Consolidated Financial Statements for additional information.

Revenues
2019 Compared with 2018

Earned Premiums were $4,472.4 million in 2019, compared to $3,384.4 million in 2018, an increase of $1,088.0 million.
Earned Premiums increased by $1,051.0 million, $19.6 million and $17.4 million in the Specialty Property & Casualty
Insurance segment, Preferred Property & Casualty Insurance Segment and Life & Health Insurance segment, respectively. See
MD&A, “Specialty Property & Casualty Insurance,” beginning on page 33, MD&A, “Preferred Property & Casualty
Insurance,” beginning on page 38 and MD&A, “Life & Health Insurance,” beginning on page 44 for discussion of the changes
in each segment’s earned premiums.

Net Investment Income increased by $23.4 million in 2019 due primarily to higher levels of investments, largely due to the
inclusion of the Infinity portfolio beginning in July 2018, partially offset by a lower rate of return from Alternative Investments.
Net Investment Income from Alternative Investments, which consist of Equity Method Limited Liability Investments, and other
limited liability investments included in Equity Securities at Fair Value or Equity Securities at Modified Cost, decreased by
$18.4 million. Alternative investment income from Equity Method Limited Liability Investments decreased by $10.0 million.
Alternative investment income from limited liability investments included in either Equity Securities at Fair Value or Equity
Securities at Modified Cost decreased by $8.4 million for the year ended December 31, 2019, compared to the same period in

28



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

SUMMARY OF RESULTS (Continued)

2018. See MD&A, “Investment Results,” under the sub-caption “Net Investment Income” beginning on page 48 for additional
discussion.

Other Income decreased by $6.7 million for the year ended December 31, 2019, compared to the same period in 2018. Other
Income for the year ended December 31, 2019 includes a gain of $20.1 million, compared to a gain of $35.7 million for the
same period in 2018 related to the partial satisfaction of a final judgment against CSC. The company cannot make any
assurance as to the final judgment that will actually be collected or when that it may be received. The unpaid balance of the
final judgment is treated as a gain contingency for accounting purposes and, accordingly, is not recognized in these
Consolidated Financial Statements. See Note 23, “Contingencies.” to the Consolidated Financial Statements for additional
discussion. In July 2019, the Company entered into a marketing agreement with Hagerty to transfer the Company’s Classic
Collectors book of business to Hagerty. Other Income for the year ended December 31, 2019 includes a gain of $3.8 million
related to this agreement. Other Income for the year ended December 31, 2019 includes income of $7.8 million, compared to
income of $3.6 million for the same period in 2018 from the Company’s corporate-owned life insurance (“COLI”) policies.
Other Income from COLI increased due in part to the purchase of additional life insurance in the second and fourth quarters of
2019.

Net Realized Gains on Sales of Investments were $41.9 million in 2019, compared to $26.4 million in 2018. See MD&A,

“Investment Results,” under the sub-caption “Net Realized Gains on Sales of Investments” beginning on page 50 for additional
discussion. Net Impairment Losses Recognized in Earnings in 2019 and 2018 were $13.8 million and $4.5 million, respectively.
See MD&A, “Investment Results,” under the sub-caption “Net Impairment Losses Recognized in Earnings” beginning on page
51 for additional discussion. The Company cannot predict when or if similar investment gains or losses may occur in the future.

2018 Compared with 2017

Earned Premiums were $3,384.4 million in 2018, compared to $2,350.0 million in 2017, an increase of $1,034.4 million driven
primarily by growth in Kemper’s legacy specialty personal automobile insurance and the acquisition of Infinity. Earned
Premiums increased by $1,021.7 million, $0.4 million and $12.3 million in the Specialty Property & Casualty Insurance,
Preferred Property & Casualty Insurance, and Life & Health Insurance segments, respectively. See MD&A “Specialty Property
& Casualty Insurance,” beginning on page 33, MD&A, “Preferred Property & Casualty Insurance,” beginning on page 38,
MD&A “Specialty Property & Casualty Insurance,” beginning on page 33, and MD&A, “Life & Health Insurance,” beginning
on page 44 for discussion of the changes in each segment’s earned premiums.

Net Investment Income increased by $13.7 million in 2018 due primarily to a higher level of investments in fixed income
securities and short-term securities, partially offset by a lower rate of return from Alternative Investments, lower yields on fixed
income securities and the impact of presenting Fair Value Option Investments within Loss from Change in Fair Value of Equity
and Convertible Securities (outside of Net Investment Income) as of January 1, 2018. Net Investment Income from Alternative
Investments, which consist of Equity Method Limited Liability Investments, Fair Value Option Investments and other limited
liability investments included in Equity Securities at Fair Value or Equity Securities at Modified Costs, decreased by $17.3
million. Alternative investment income from Equity Method Limited Liability Investments, decreased by $13.8 million.
Alternative investment income from limited liability investments included in either Equity Securities at Fair Value or Equity
Securities at Modified Costs, decreased by $2.2 million for the year ended December 31, 2018, compared to the same period in
2017. No Net Investment Income was recorded on Fair Value Option Investment for the year ended December 31, 2018,
compared to $1.3 million, for the same period in 2017. See MD&A, “Investment Results,” under the sub-caption “Net
Investment Income” beginning on page 48 for additional discussion.

Other Income increased by $38.2 million for the year ended December 31, 2018, compared to the same period in 2017, due
primarily to the the partial satisfaction of a final judgment against CSC. See Note 23, “Contingencies.” to the Consolidated
Financial Statements for additional discussion. The Company cannot make any assurance as to the additional amounts of the
final judgment that will actually be collected or when they may be received. The unpaid balance of the final judgment is treated
as a gain contingency for accounting purposes and accordingly, is not recognized in the Consolidated Financial Statements.

The Company adopted Accounting Standards Update (“ASU”) 2016-01, Financial Instruments—Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities, in 2018. As a result of adoption, beginning in
2018, changes in the fair value of the Company’s investments in equity securities with readily determinable fair values are
recognized in the Consolidated Statements of Income. Loss from Change in Fair Value of Equity and Convertible Securities
recognized in the Consolidated Statements of Income was $64.3 million in 2018. Prior to 2018, changes in the fair value of
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equity securities were recognized in other comprehensive income. See MD&A, “Investment Results,” under the sub-caption
“Loss from Change in Fair Value of Equity and Convertible Securities” beginning on page 49 for additional discussion.

Net Realized Gains on Sales of Investments were $26.4 million in 2018, compared to $56.5 million in 2017. See MD&A,

“Investment Results,” under the sub-caption “Net Realized Gains on Sales of Investments” beginning on page 50 for additional
discussion. Net Impairment Losses Recognized in Earnings in 2018 and 2017 were $4.5 million and $14.3 million, respectively.
See MD&A, “Investment Results,” under the sub-caption “Net Impairment Losses Recognized in Earnings” beginning on page
51 for additional discussion. The Company cannot predict when or if similar investment gains or losses may occur in the future.

CATASTROPHES

Catastrophes and natural disasters are inherent risks of the property and casualty insurance business. These catastrophic events
and natural disasters include, without limitation, hurricanes, tornadoes, earthquakes, hailstorms, wildfires, high winds and
winter storms. Such events result in insured losses that are, and will continue to be, a material factor in the results of operations
and financial position of the Company’s property and casualty insurance companies. Further, because the level of these insured
losses occurring in any one year cannot be accurately predicted, these losses may contribute to material year-to-year
fluctuations in the results of operations and financial position of these companies. Specific types of catastrophic events are more
likely to occur at certain times within the year than others. This factor adds an element of seasonality to property and casualty
insurance claims. The Company has adopted the industry-wide catastrophe classifications of storms and other events
promulgated by ISO to track and report losses related to catastrophes. ISO classifies a disaster as a catastrophe when the event
causes $25.0 million or more in direct insured losses to property and affects a significant number of policyholders and insurers.
ISO-classified catastrophes are assigned a unique serial number recognized throughout the insurance industry.

The number of ISO-classified catastrophic events and catastrophe losses and LAE, net of reinsurance recoveries, (excluding
loss and LAE reserve development) by range of loss and business segment for the years ended December 31, 2019, 2018 and
2017 are presented below.

Year Ended
Dec 31, 2019 Dec 31, 2018 Dec 31, 2017
Number of Losses and Number of Losses and Number of Losses and

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

Below $5...oiiiee e 56 $ 424 45 3 34.7 39§ 61.3

85 =810 s 3 20.8 4 27.6 1 53

S10 - 815 1 14.0 — — 2 214

SI5 =820 i — — — — — —

820 - 825 — — — — 1 24.4

Greater Than $25 ..o, — — 1 33.7 2 72.5

Total ..o 60 $ 77.2 50 $ 96.0 45 § 1849
Specialty Property & Casualty Insurance ....... 11.1 4.7 5.5
Preferred Property & Casualty Insurance ....... 63.0 87.3 173.5
Life & Health Insurance............ccccooeverenennn. 3.1 4.0 59
Total Catastrophe Losses and LAE ................. $ 77.2 $ 96.0 $§ 1849

Catastrophe Reinsurance

The Company primarily manages its exposure to catastrophes and other natural disasters through a combination of geographical
diversification, restrictions on the amount and location of new business production in such regions, modifications of, and/or
limitations to coverages and deductibles for certain perils in such regions and a catastrophe reinsurance program for the
Company’s Specialty Property & Casualty Insurance and Preferred Property & Casualty Insurance segments. Coverage under
the catastrophe reinsurance program is provided in various contracts and layers. The Company’s Specialty Property & Casualty
Insurance and Preferred Property & Casualty Insurance segments also purchase reinsurance from the FHCF for hurricane losses
in Florida at retentions lower than its catastrophe reinsurance program. The Life & Health Insurance segment also purchases
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reinsurance from the FHCF for hurricane losses in Florida and is party to the Property & Casualty catastrophe reinsurance
program for its Kemper Home Service companies.

In 2019, 2018 and 2017 the Company had catastrophe reinsurance recoveries of $15.5 million, $31.8 million and $11.9 million
under its catastrophe reinsurance programs, respectively. Catastrophe recoveries under the FHCF were not material in 2019,
2018, or 2017. In 2019, 2018 and 2017 the Company paid $0.0 million, $0.4 million and $0.8 million in reinstatement
premium, respectively. In 2019, the Company received a $0.9 million refund of reinstatement premiums related to the 2017 and
2018 wildfires.

See the “Reinsurance” subsection of the “Property and Casualty Insurance Business” and “Life and Health Insurance Business”
sections of Item 1(c), “Description of Business,” and Note 20, “Catastrophe Reinsurance,” to the Consolidated Financial
Statements for additional information on the Company’s reinsurance programs.

LOSS AND LAE RESERVE DEVELOPMENT
Increases (decreases) in the Company’s property and casualty loss and LAE reserves for the years ended December 31, 2019,

2018 and 2017 to recognize adverse (favorable) loss and LAE reserve development from prior accident years in continuing
operations, hereinafter also referred to as “reserve development” in the discussion of segment results, are presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Increase (Decrease) in Total Loss and LAE Reserves Related to Prior Years:
NON-CALASTIOPRE ...ttt ettt et ee e teebeeabe b e sasesaeenseenneas (54.0) 1.0 234
L0 171 1 (0] o) 1 [OOSR PP 17.1) (8.4) 4.5)
Increase (Decrease) in Total Loss and LAE Reserves Related to Prior Years....................... $ (71.1) $ (7.4) $§ 189

See MD&A, “Specialty Property & Casualty Insurance,” MD&A, “Preferred Property & Casualty Insurance,” MD&A, “Life &
Health Insurance,” and Note 6, “Property and Casualty Insurance Reserves,” to the Consolidated Financial Statements for
additional information on the Company’s reserve development. See MD&A, “Critical Accounting Estimates,” of this 2019
Annual Report for additional information pertaining to the Company’s process of estimating property and casualty insurance
reserves for losses and LAE, and the estimated variability thereof, development of property and casualty insurance losses and
LAE, and a discussion of some of the variables that may impact them.

NON-GAAP FINANCIAL MEASURES

Pursuant to the rules and regulations of the SEC, the Company is required to file consolidated financial statements prepared in
accordance with the accounting principles generally accepted in the United States (“GAAP”). The Company is permitted to
include non-GAAP financial measures in its filings provided that they are defined along with an explanation of their usefulness
to investors, are no more prominent than the comparable GAAP financial measures and are reconciled to such GAAP financial
measures.

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

Underlying Losses and LAE and Underlying Combined Ratio

The following discussion of segment results use the non-GAAP financial measures of (i) Underlying Losses and LAE and

(i1) 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 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 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 impacted 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 years, it has no bearing on
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the performance of the Company’s insurance products that were in force 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.

Adjusted Consolidated Net Operating Income

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

(i) Income (Loss) from Change in Fair Value of Equity and Convertible Securities;

(i1) Net Realized Gains on Sales of Investments;

(ii1) Net Impairment Losses Recognized in Earnings related to investments;

(iv) Acquisition Related Transaction, Integration and Other Costs;

(v) Loss from Early Extinguishment of Debt; and

(vi) Significant non-recurring or infrequent items that may not be indicative of ongoing operations.

Significant non-recurring items are excluded when (a) the nature of the charge or gain is such that it is reasonably unlikely to
recur within two years, and (b) there has been no similar charge or gain within the prior two years. The most directly
comparable GAAP financial measure is Income from Continuing Operations. There were no applicable significant non-
recurring items that the Company excluded from the calculation of Adjusted Consolidated Net Operating Income for the years
ended December 31, 2019, 2018 or 2017.

The Company believes that Adjusted Consolidated Net Operating Income provides investors with a valuable measure of its
ongoing performance because it reveals underlying operational performance trends that otherwise might be less apparent if the
items were not excluded. Income (Loss) from Change in Fair Value of Equity and Convertible Securities, 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. Acquisition Related Transaction and Integration Costs may vary significantly
between periods and are generally driven by the timing of acquisitions and business decisions which are 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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SPECIALTY PROPERTY & CASUALTY INSURANCE

Selected financial information for the Specialty Property & Casualty Insurance segment is presented below.

DOLLARS IN MILLIONS
Net Premiums WITHEN. .......ocieiiieieieieeieee ettt se e
Earned PremitmsS.........occviiiiiiiiieieeie ettt ettt enae e e enaessaenseenaeeees
Net Investment INCOME .......coouiiiiiiiiiiiieee et e
Other INCOMIE ....c.viivieiieiiiciiece ettt ettt ettt sb e e e e ta e teesbeesseesaesssesseesseesseeens
TOtAl REVEIUECS.......cviiviiiiciieiieiieiieiet ettt ettt ettt et b bbb ebeeseeneessessenaensessessennes
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ..........ccooooiiiiiiiieiieeeee e
Catastrophe Losses and LAE ........ccocoiiiiiiiiieiicececeeeee e
Prior Years:
Non-catastrophe Losses and LAE .........ccccoooioiiiiiiieiiecceeeeeeeee e
Catastrophe Losses and LAE ..........ccoocooiiiiieieicieceeee e
Total Incurred Losses and LAE ..........ccoooiiiiiiiiiiiceeeeeeeeee et
INSUIANCE EXPENSES ...ccuueiiiiiiiiieiiiieiie ettt ettt ettt et e et eeee e s
Other EXPENSES ....eoviiiiiiiiiciieetieie ettt ettt ettt teesve et e e as e teenseenseesseessesseeaseenseeees
OPETAting PTOTI ...ooviiiiiiicieeieie et eseesseeseenseees
INcome TaX EXPENSE.....cuiviiriiiiiiiiiieeiecitet ettt

Segment Net Operating INCOME...........ccovieriieiiiiiiieieeieceece et e e sseeae e

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio.........cccccooceviiiniiiiieieieieieee,
Current Year Catastrophe Losses and LAE Ratio........cccccveevieiieienieniieicciececeee e
Prior Years Non-catastrophe Losses and LAE Ratio.........ccccceoeveinincincniccnenccneen,
Prior Years Catastrophe Losses and LAE Ratio.........ccceevveeiieiiiienieniicicceceeeee e
Total Incurred Loss and LAE Ratio.........cccccovieieiiieiiieieieicec e
Insurance EXPense RatiO........c.ccieiiiiiiiiiiieiiciice ettt e
CombINEd RALIO ...cuieiiciieee et
Underlying Combined Ratio

Current Year Non-catastrophe Losses and LAE Ratio..........ccccoovveveerieiiiiciinieneceee
Insurance EXpense Ratio........c.ccovieriiriiiiiniiiiiiieieteeee e
Underlying Combined Ratio..........ccceouieiiiiiiiiiiieieeiesieseee et
Non-GAAP Measure Reconciliation
CombINEd RATIO ....c.iieiiiiiieieeee et
Less:
Current Year Catastrophe Losses and LAE Ratio.........c.ccccoeveeieeviiiiiieiieceeieeee
Prior Years Non-catastrophe Losses and LAE Ratio .........ccccccoviiininininiicneene,
Prior Years Catastrophe Losses and LAE Ratio.........ccccevevieriireiinieieieeeeenn
Underlying Combined Ratio..........ccoevuieiiiiiiiieiiieieeiecesieeeete ettt
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2019 2018 2017
$3211.3  $2,067.4 $1,043.5
$3,0784 $20274 S 1,005.7

107.5 63.4 39.2

7.0 2.4 1.1
3,192.9 2,093.2 1,046.0
2,302.4 1,517.4 791.2

11.1 4.7 5.5

(35.1) 2.0 4.1

0.5 (0.3) (0.3)
2,278.9 1,523.8 800.5

555.6 421.7 165.0

2.5 2.1 —

355.9 145.6 80.5

(72.8) (29.8) (24.2)
$ 2831 $ 1158 $ 563

74.7% 74.9% 78.7%

0.4 0.2 0.5

(1.1) 0.1 0.4
74.0 75.2 79.6
18.0 20.8 16.4
92.0% 96.0% 96.0%
74.7% 74.9% 78.7%
18.0 20.8 16.4
92.7% 95.7% 95.1%
92.0% 96.0% 96.0%
0.4 0.2 0.5
(1.1) 0.1 0.4
92.7% 95.7% 95.1%
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INSURANCE RESERVES
Dec 31, Dec 31,

DOLLARS IN MILLIONS 2019 2018
Insurance Reserves:

NoON-Standard AULOIMODILE ........coooueeiieeeeee et e e e e et e e e et e e et e e eeaaeeeseaaeeseeaeees $ 1,3219 §$ 1,177.2

Commercial AUtOMODILE .........c.oiiviiiiiiiiiecie ettt ettt et b e e eeaeesaeesbeesbeesaeessesseesseenseas 229.1 209.8
TOtal INSUTANCE RESEIVES .......viiviiieiieceieeeee et ettt e et e et e e e e et e e eaaeeeaeeeeneeeeneeeneas $ 1,551.0 $ 1,387.0
Insurance Reserves:
Loss and Allocated LAE Reserves:

Case and AILOCAtEd LAE ........ccoooiiiieieeeee ettt et e saeesae et e esbeesbeesaenseenseenneas $ 7300 $ 06928

Incurred But NOt REPOTted........ccvooviiiiiiieiiiiiiiieietetetee ettt sae et eae s eseeseens 672.2 556.2

Total oSS and LAE RESEIVES.......ooiiiiiiiiiiiee ettt et e e e eata e s saaeeeenaeeas 1,402.2 1,249.0

Unallocated LAE RESEIVES .....c..cviiiiiiiiiiieiictieiieteetet ettt ettt seeseessessesessesbasseesesaeeseeseennennans 148.8 138.0

Total INSUTANCE RESEIVES .......viieiiieeie et ettt e e e e e e e e e e e eaeeeeneeeenees $ 1,551.0 $ 1,387.0

See MD&A, “Critical Accounting Estimates,” under the caption “Property and Casualty Insurance Reserves for Losses and
Loss Adjustment Expenses” beginning on page 62 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 Infinity

As discussed in Note 3, “Acquisition of Business,” to the Consolidated Financial Statements, the Company completed its
acquisition of Infinity on July 2, 2018. The results of Infinity’s operations have been included in the Company’s consolidated
financial results from the date of its acquisition and forward.

Overall
2019 Compared with 2018

The Specialty Property & Casualty Insurance segment reported Segment Net Operating Income of $283.1 million for the year
ended December 31, 2019, compared to $115.8 million in 2018. Segment net operating results increased by $167.3 million due
primarily to the acquisition of Infinity in 2018 and favorable loss and LAE reserve development.

Earned Premiums in the Specialty Property & Casualty Insurance segment increased by $1,051.0 million in 2019, compared to
2018. Infinity accounted for $803.2 million of the increase in earned premiums, while higher volume and higher average earned
premium accounted for increases in earned premiums of $224.7 million and $23.1 million, respectively. Both of the segment’s
product lines had higher volume, although the overall impact on Earned Premiums was driven primarily by specialty personal
automobile insurance, which had a volume increase of $213.6 million. Both of the segment’s product lines experienced an
increase from higher average earned premium, although the overall impact on Earned Premiums was driven primarily by
specialty personal automobile insurance which had an increase from higher average earned premium of $21.3 million.

Net Investment Income in the Specialty Property & Casualty Insurance segment increased by $44.1 million in 2019, compared
to 2018, due primarily to a higher investment base, largely due to the inclusion of the Infinity investment portfolio for the entire
year in 2019 versus only a six month period in 2018, partially offset by lower rate of return on Alternative Investments.

Underlying losses and LAE as a percentage of earned premiums were 74.7% in 2019, an improvement of 0.2 percentage points,
compared to 2018, driven primarily by lower underlying losses as a percentage of earned premiums in commercial automobile
insurance. Underlying losses and LAE exclude the impact of catastrophes and loss and LAE reserve development. Catastrophe
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SPECIALTY PROPERTY & CASUALTY INSURANCE (Continued)

losses and LAE (excluding reserve development) were $11.1 million in 2019, compared to $4.7 million in 2018, an increase of
$6.4 million. Favorable loss and LAE reserve development (including catastrophe reserve development) was $34.6 million in
2019, compared to adverse development of $1.7 million in 2018.

Insurance expenses were $555.6 million, or 18.0% of earned premiums, in 2019, a improvement of 2.8% percentage points,
compared to 2018, driven primarily by lower amortization of Infinity purchase accounting adjustments in 2019, versus 2018.

2018 Compared with 2017

The Specialty Property & Casualty Insurance segment reported Segment Net Operating Income of $115.8 million for the year
ended December 31, 2018, compared to $56.3 million in 2017. Segment net operating results improved by $59.5 million due
primarily to the impact of lower underlying losses and LAE as a percentage of earned premiums on a higher level of earned
premiums, particularly in the Company’s specialty personal automobile insurance business, higher net investment income and
lower levels of adverse loss and LAE reserve development, partially offset by the impact of higher insurance expenses as a
percentage of earned premiums on a higher level of earned premiums and driven by the amortization of purchase accounting
adjustments associated with Kemper’s acquisition of Infinity.

Earned Premiums in the Specialty Property & Casualty Insurance segment increased by $1,021.7 million in 2018, compared to
2017. Infinity accounted for $758.1 million of the increase while higher volume and higher average earned premium on
Kemper’s legacy business accounted for increases of $198.9 million and $64.7 million, respectively. Both of Kemper’s legacy
product lines experienced an increase in average earned premium, although the overall impact on Earned Premiums was driven
primarily by specialty personal automobile insurance which had increases due to higher average earned premium of $61.9
million. Kemper’s legacy’s higher volume was driven by specialty personal automobile insurance, which had a volume increase
of $202.9 million, partially offset primarily by a volume decrease in commercial automobile insurance of $4.0 million.

Net Investment Income in the Specialty Property & Casualty Insurance segment increased by $24.2 million in 2018, compared
to 2017, due primarily to higher levels of investments due in large part to growth in Kemper’s legacy specialty automobile
insurance business and the acquisition of Infinity, partially offset by lower income from Alternative Investments. The Specialty
Property & Casualty Insurance segment reported Net Investment Income from Alternative Investments of $19.1 million in
2018, compared to $14.9 million in 2017.

Underlying losses and LAE as a percentage of earned premiums were 74.9% in 2018, an improvement of 3.8% percentage
points, compared to 2017, driven by both specialty personal automobile insurance and commercial automobile insurance
product lines, particularly in the Infinity business which historically had lower underlying losses and LAE as a percentage of
earned premiums. Catastrophe losses and LAE (excluding reserve development) were $4.7 million in 2018, compared to $5.5
million in 2017. Adverse loss and LAE reserve development (including catastrophe reserve development) was $1.7 million in
2018, compared to $3.8 million in 2017.

Insurance expenses were $421.7 million, or 20.8% of earned premiums, in 2018, a deterioration of 4.4 percentage points
compared to 2017, driven primarily by the amortization of Infinity purchase accounting adjustments.
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SPECIALTY PROPERTY & CASUALTY INSURANCE (Continued)
Specialty Personal Automobile Insurance

Selected financial information for the specialty personal automobile insurance product line for the years ended December 31,
2019, 2018 and 2017 is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Net Premiums WITHEIL ......c.oiiiiiiieicciis et et eeaeeeaeeeaee e $ 2,941.1 $1,9279 § 9923
Earned PremIUITIS......cocvoiiiiiieee ettt ettt et e e e e e e e eae e eae e e e e eeeeeas $ 2,825.6 $1,889.5 $§ 9543

Incurred Losses and LAE related t0: ..........coooviiiiiiiiieiie e

Current Year:

Non-catastrophe Losses and LAE .........cccooiiiiiiiiiieicc e $ 2,131.5 $1,4182 § 7504
Catastrophe Losses and LAE.........cocovioiiiiiiiiiiieeeeeeeece e 9.9 3.9 4.8
Prior Years:
Non-catastrophe Losses and LAE ..........ccccooiviiiiiriiniiiccc e (24.3) 5.7 3.1
Catastrophe Losses and LAE........ccocoiiiiiiiiieieeeeeeeee et 0.5 (0.2) 0.2)
Total Incurred Losses and LAE ..........cccoiiiiiiiieceeee et $ 2,117.6 $1,427.6 $ 758.1

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio.........ccccoccvevieciiiciiiiiiieneeiecies 75.4% 75.1% 78.6%
Current Year Catastrophe Losses and LAE Ratio ........cccocevveeiriiinieiiieieieeece 0.4 0.2 0.5
Prior Years Non-catastrophe Losses and LAE Ratio..........ccccevieviieciiiciiiiesieeceeies 0.9) 0.3 0.3
Prior Years Catastrophe Losses and LAE Ratio........c.cccoeeiniiiineiiiceeceee — — —
Total Incurred Loss and LAE RatiO........cceecuiiiiiiiiieieeiccie et 74.9% 75.6% 79.4%
2019 Compared with 2018

Earned Premiums on specialty personal automobile insurance increased by $936.1 million in 2019, compared to 2018. Infinity
accounted for $701.2 million of the increase in earned premiums, while higher volume and higher average earned premium
accounted for increases in earned premiums of $213.6 million and $21.3 million, respectively. Incurred losses and LAE were
$2,117.6 million, or 74.9% of earned premiums, in 2019, compared to $1,427.6 million, or 75.6% of earned premiums, in 2018.
Incurred losses and LAE as a percentage of earned premiums improved due primarily to favorable change in loss and LAE
reserve development. Underlying losses and LAE as a percentage of related earned premiums were 75.4% in 2019, compared to
75.1% in 2018. Catastrophe losses and LAE (excluding reserve development) were $9.9 million in 2019, compared to $3.9
million in 2018. Favorable loss and LAE reserve development was $23.8 million in 2019, compared to adverse development of
$5.5 million in 2018.

2018 Compared with 2017

Earned Premiums on specialty personal automobile insurance increased by $935.2 million in 2018, compared to 2017. Infinity
accounted for $670.4 million of the increase, while higher volume and higher average earned premium on Kemper’s legacy
business accounted for increases of $202.9 million and $61.9 million, respectively. Incurred losses and LAE were $1,427.6
million, or 75.6% of earned premiums, in 2018, compared to $758.1 million, or 79.4% of earned premiums, in 2017. Incurred
losses and LAE as a percentage of earned premiums improved due primarily to lower underlying losses and LAE as a
percentage of earned premiums. Underlying losses and LAE as a percentage of related earned premiums were 75.1% in 2018,
compared to 78.6% in 2017, an improvement of 3.5 percentage points due primarily to the inclusion of Infinity and higher
average earned premium and lower frequency of claims in Kemper’s legacy business, partially offset by higher severity of
losses on most coverages in Kemper’s legacy business. Catastrophe losses and LAE (excluding reserve development) were $3.9
million in 2018, compared to $4.8 million in 2017. Adverse loss and LAE reserve development was $5.5 million in 2018,
compared to $2.9 million in 2017.

36



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

SPECIALTY PROPERTY & CASUALTY INSURANCE (Continued)
Commercial Automobile Insurance

Selected financial information for the commercial automobile insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Net Premiums WITEIL ......cc.oiieiiiie et e e $ 270.2 $ 1395 § 51.2
Earned PremiUmS ........ovviiiiieeieceeeceeeeee et eeeneeeeneeeeneean $ 252.8 $ 1379 §$ 514

Incurred Losses and LAE related to:

Current Year:

Non-catastrophe Losses and LAE ...ttt $ 1709 $ 992 § 408

Catastrophe Losses and LAE ........cccooioiiiiiiiiienieeeece et 1.2 0.8 0.7
Prior Years:

Non-catastrophe Losses and LAE..........ccccooieiiiiiinieniecceeeeeee et (10.8) 3.7 1.0

Catastrophe Losses and LAE
Total Incurred Losses and LAE

— (0.1) (0.1)
....................................................................................... $ 1613 $ 962 $ 424

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio...........cccoecvevveriieiiiciinieneeeee 67.6% 72.0% 79.4%

Current Year Catastrophe Losses and LAE Ratio.........cccocevivieeiieiieiiicicieieeee 0.5 0.6 1.4

Prior Years Non-catastrophe Losses and LAE Ratio.........ccccccveievieviiiciiiiiiieeeee 4.3) 2.7 1.9

Prior Years Catastrophe Losses and LAE Ratio..........ccccevieviiviieiiiiieieccieeeeeeee — 0.1) (0.2)

Total Incurred Loss and LAE Ratio ........cccooiiiiiiiiieieeeeec e 63.8% 69.8% 82.5%
2019 Compared with 2018

Earned premiums in commercial automobile insurance increased by $114.9 million in 2019, compared to 2018. Infinity
accounted for $101.8 million of the increase in earned premiums, while higher volume and higher average earned premium
accounted for increases in earned premiums of $11.3 million and $1.8 million, respectively. Incurred losses and LAE were
$161.3 million, or 63.8% of earned premiums, in 2019, compared to $96.2 million, or 69.8% of earned premiums, in 2018.
Incurred losses and LAE as a percentage of earned premiums improved due primarily to lower underlying losses and LAE as a
percentage of earned premiums as well as higher levels of favorable loss and LAE reserve development. Underlying losses and
LAE as a percentage of earned premiums were 67.6% in 2019, compared to 72.0% in 2018, an improvement of 4.4 percentage
points due primarily to lower frequency of claims in 2019 relative to the prior year. Favorable loss and LAE reserve
development was $10.8 million in 2019, compared to $3.8 million in 2018.

2018 Compared with 2017

Earned premiums in commercial automobile insurance increased by $86.5 million in 2018, compared to 2017. Infinity
accounted $87.8 million of the increase, while higher average earned premium on Kemper legacy business accounted for an
increase of $2.8 million, partially offset by lower volume of $4.1 million. Incurred losses and LAE were $96.2 million, or
69.8% of earned premiums, in 2018, compared to $42.4 million, or 82.5% of earned premiums, in 2017. Incurred losses and
LAE as a percentage of earned premiums improved due primarily to lower underlying losses and LAE as a percentage of
earned premiums and a favorable change in loss and LAE reserve development. Underlying losses and LAE as a percentage of
earned premiums were 72.0% in 2018, compared to 79.4% in 2017, an improvement of 7.4 percentage points due primarily to
the inclusion of Infinity and higher average earned premium and lower frequency of claims, partially offset by higher severity
of losses. Favorable loss and LAE reserve development was $3.8 million in 2018, compared to adverse development of $0.9
million in 2017.
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PREFERRED PROPERTY & CASUALTY INSURANCE

Selected financial information for the Preferred Property & Casualty Insurance segment is presented below.

DOLLARS IN MILLIONS

Net Premiums WITEIL ......ccviieeii i
Earned PremitmiS .. .....ooiiiuiiiiiiiie ettt ettt e e e e e e eaaae e
Net Investment INCOMIC ........uuuueeeiiii e

TOtAl REVEIUES.....coiiuviiiiieiiieeeeie ettt eta e e e eaaeeeeenaeeeeennes

Incurred Losses and LAE related to:

Current Year:

Non-catastrophe Losses and LAE .........ccccocovevieiiniiiiieeeeeeceeeeeen
Catastrophe Losses and LAE ..........ccoovieoiiiiiiiiiieeeeeeeeeeee

Prior Years:

Non-catastrophe Losses and LAE ..o
Catastrophe Losses and LAE ........cccccooieiiieiiiiieiieeeeeeeeeee e
Total Incurred Losses and LAE ...........cccoocooiiieieieieeieeeee s
INSUraNCe EXPENSES ....ccuvieiiiieeiiieiiieeiie ettt ettt ettt ssaeenreeenes
Operating Profit (LOSS) ......ccveieieriiriiiiitiee ettt
Income Tax Benefit (EXPENSe).......ccevueruiriieriieieiieieieiese e

Segment Net Operating INCOME (LOSS).....ccveeierieriieniieiieieceeseee et ens

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio..........cccceoveevieiieienneenn.

Current Year Catastrophe Losses and LAE Ratio

Prior Years Non-catastrophe Losses and LAE Ratio.........cccoceviiieieienieiennn.

Prior Years Catastrophe Losses and LAE Ratio

Total Incurred Loss and LAE Ratio..........ccccooiiioieiiieieieceeeeeeeeeeeee e
Insurance EXpense Rati........c.cccuevieiiiiiiieiiiiesieiceie et
CombINEd RAtIO .....c.eeiiiiiiiiiiceieceee et

Underlying Combined Ratio

Current Year Non-catastrophe Losses and LAE Ratio............ccccoeeveieieieiennnn.
Insurance EXpense Ratio........cccceouiriiiiiiniiieieieeeeee e

Underlying Combined Ratio.........cccecvuevieiiiiiieiiiieiieieeieeeeee e

Non-GAAP Measure Reconciliation

ComDINEd RALIO ....coeviiiiiiiiie ettt e e e e e aaeeeenes

Less:

Current Year Catastrophe Losses and LAE Ratio.........ccccccoeeveiievieneeieeennne.
Prior Years Non-catastrophe Losses and LAE Ratio ........c.ccccoceveirenincnenene.
Prior Years Catastrophe Losses and LAE Ratio...........cccocveeiiiiiiieceeieenne
Underlying Combined Ratio.........cccoevuevieiiieiiieiiiieiieieeieeeeeeee e
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2019 2018 2017
7393 $ 7488 $ 726.1
$ 7503 $ 7307 S 7303
44.1 61.8 58.9
794.4 792.5 789.2
481.8 459.4 460.3
63.0 87.3 173.5
(17.6) (0.1) 20.4
(18.4) (8.2) 4.7)
508.8 538.4 649.5
233.3 225.5 217.8
52.3 28.6 (78.1)
(10.4) (2.9) 327
419 $ 257 $ (45.4)
64.2% 62.9% 62.9%
8.4 11.9 23.8
(2.3) — 2.8
(2.5) (1.1) (0.6)
67.8 73.7 88.9
31.1 30.9 29.8
98.9% 104.6% 118.7%
64.2% 62.9% 62.9%
31.1 30.9 29.8
95.3% 93.8% 92.7%
98.9% 104.6% 118.7%
8.4 11.9 23.8
(23) — 2.8
(2.5) (1.1) (0.6)
95.3% 93.8% 92.7%
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PREFERRED PROPERTY & CASUALTY INSURANCE (Continued)

CATASTROPHE FREQUENCY AND SEVERITY

Dec 31, 2019 Dec 31, 2018
Number of Losses and Number of Losses and

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

BeLOW 85 ..o 53 § 30.9 45 $ 32.9

85 = S10 it 3 19.0 3 21.3

S10 = S 15 s 1 13.1 — —

SIS = $20 it — — — —

B20 = B 25 s — — — —

Greater Than $25........cioiiiiieieieceee e — — 1 33.1

L] OSSR STSRPT 57 $ 63.0 49 $ 87.3

INSURANCE RESERVES
Dec 31, Dec 31,

DOLLARS IN MILLIONS 2019 2018
Insurance Reserves:

Preferred AULOMODILE. .........coeiiieiieiecieceeeeeee ettt ettt et e e beesaeeneesseennas $ 2623 $§ 2700

HOMIEOWIIETS ...ttt ettt ettt b ettt s e st e bt et e entesaee bt enbeenbeeneenseenees 95.3 147.9

ORI .ttt ettt et et et e e b e e te e e te e te e beenbeesaeeae e he e beenbeenaeetbebeenbeenbeenseeneenteenrs 30.9 35.0
Total INSUTANCE RESEIVES......ovivieviiieietieieiietit ettt ettt ettt es et s e eae s ssese s ss et et ese et essesessensens $ 3885 § 4529
Insurance Reserves:

Loss and Allocated LAE Reserves:

Case and ALLocated LAE ..........ccoooiiiiiiieieciect ettt sb e b s e saens $ 2413 § 3125
Incurred But NOt REPOTIE......cc.eiiviiiieiieiieciieit ettt saeeae e enna s 118.8 110.0
Total LosS and LAE RESEIVES.......cccuiiiiiieieeieeieitiesieeie ettt et ettt e sbeebeenaesseesseebeensesneesseennas 360.1 422.5
Unallocated LAE RESEIVES........cieiiieieiiieeieeti ettt sttt essessesbeeneeneeseeneens 28.4 30.4

TOtal INSULANCE RESEIVES ...covviiiiiiiiii ettt e e et e e et e e et e e e e eaaeeesenteeeeenaeeeeans $ 3885 § 452.9

See MD&A, “Critical Accounting Estimates,” under the caption “Property and Casualty Insurance Reserves for Losses and
Loss Adjustment Expenses” beginning on page 62 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.

Overall
2019 Compared with 2018

The Preferred Property & Casualty Insurance segment reported Segment Net Operating Income of $41.9 million for the year
ended December 31, 2019, compared to $25.7 million in 2018. Segment net operating results improved by $16.2 million due
primarily to lower incurred catastrophe losses and LAE (excluding loss and LAE reserve development) and favorable prior year
loss and LAE development (including a recovery on prior year catastrophes) partially offset by higher underlying losses and
LAE as a percentage of earned premiums and lower net investment income.

Earned Premiums in the Preferred Property & Casualty Insurance segment increased by $19.6 million in 2019, compared to
2018, due primarily to higher average earned premium. Earned Premiums was driven primarily by preferred automobile
insurance, which had an increase in earned premiums of $30.3 million due to higher average earned premium. Other personal
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PREFERRED PROPERTY & CASUALTY INSURANCE (Continued)

insurance had an increase in earned premiums from higher average earned premium of $4.4 million. Overall volume declined
with decreases in preferred automobile, homeowners, and other insurance of $0.3 million, $8.8 million, and $6.0 million,
respectively.

Net Investment Income in the Preferred Property & Casualty Insurance segment decreased by $17.7 million in 2019, compared
to 2018, due primarily to a lower rate of return on Alternative Investments.

Underlying losses and LAE as a percentage of earned premiums were 64.2% and 62.9% in 2019 and 2018, respectively.
Underlying incurred losses and LAE exclude the impact of catastrophes and loss and LAE reserve development. Catastrophe
losses and LAE (excluding reserve development) were $63.0 million in 2019, compared to $87.3 million in 2018, which is a
decrease of $24.3 million. Catastrophe losses and LAE (excluding reserve development) decreased due primarily to fewer
catastrophic events in the greater than $25 million per event range in 2019, compared to 2018, and lower severity of other
catastrophic events in 2019, compared to 2018. Favorable loss and LAE reserve development (including catastrophe reserve
development) was $36.0 million in 2019, compared to favorable development of $8.3 million in 2018. Favorable catastrophe
reserve development in 2019 included the impact of the recognition and sale in the third quarter of 2019 of the Company’s
subrogation rights related to certain California wildfires that had occurred in 2017 and 2018.

Insurance expenses were $233.3 million, or 31.1% of earned premiums, in 2019, a deterioration of 0.2 percentage points
compared to 2018.

2018 Compared with 2017

The Preferred Property & Casualty Insurance segment reported Segment Net Operating Income of $25.7 million for the year
ended December 31, 2018, compared to Segment Net Operating Loss of $45.4 million in 2017. Segment net operating results
improved by $71.1 million due primarily to lower current year catastrophe losses and LAE (excluding loss and LAE reserve
development) and the favorable impact of loss and LAE reserve development, partially offset by higher insurance expense as a
percentage of earned premiums.

Earned Premiums in the Preferred Property & Casualty Insurance segment increased by $0.4 million in 2018, compared to
2017, as higher average earned premium accounted for an increase of $21.4 million partially offset by a decrease in volume of
$21.0 million, All product lines experienced an increase average earned premium, although the overall impact on Earned
Premiums was driven primarily by preferred personal automobile insurance, which had increases due to higher average earned
premium of $19.5 million. The lower volume was driven by homeowners insurance and preferred personal automobile
insurance which had volume decreases of $15.5 million and $2.1 million, respectively.

Net Investment Income in the Preferred Property & Casualty Insurance segment increased by $2.9 million in 2018, compared to
2017, due primarily to higher levels of fixed maturity investments and higher income from fixed maturity investments, partially
offset by lower income from Alternative Investments. The Preferred Property & Casualty Insurance segment reported Net
Investment Income from Alternative Investments of $18.6 million in 2018, compared to $22.5 million in 2017.

Underlying losses and LAE as a percentage of earned premiums were 62.9% in both 2018 and 2017. Underlying losses and
LAE exclude the impact of catastrophe and loss and LAE reserve development. Catastrophe losses and LAE (excluding reserve
development) were $87.3 million in 2018, compared to $173.5 million in 2017, which is a decrease of $86.2 million due
primarily to lower losses on California wildfires in 2018 and 2017, due in part to reinsurance recoveries in 2018 under the
aggregate property catastrophe reinsurance contract and fewer catastrophe losses and LAE (excluding reserve development)
from events with greater than $20 million in losses and LAE. Favorable loss and LAE reserve development (including
catastrophe reserve development) was $8.3 million in 2018, compared to adverse development of $15.7 million in 2017.
Adverse development in 2017 was driven primarily by preferred personal automobile insurance.

Insurance expenses were $225.5 million, or 30.9% of earned premiums, in 2018, a deterioration of 1.1 percentage points
compared to 2017, driven primarily by increased ceded premiums in 2018 under the Company’s aggregate property catastrophe
reinsurance contract.
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PREFERRED PROPERTY & CASUALTY INSURANCE (Continued)
Preferred Personal Automobile Insurance

Selected financial information for the preferred personal automobile insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Net Premiums WITHEN. .......coieieiiieieiesieiee ettt $ 468.9 $ 4621 $ 4244
Earned PremitmS..........ocvieieiiiiieeiieie ettt ettt a e te e enaessaessaesseenseenseees $ 4702 S 4402 $ 4228
Incurred Losses and LAE related to: -
Current Year:
Non-catastrophe Losses and LAE ...........cccocoiviiiiieiiieieieciceee e 332.5 308.8 309.0
Catastrophe Losses and LAE ........cccooiiiiiiiiiieeeeece e 7.8 7.2 11.3
Prior Years:
Non-catastrophe Losses and LAE ...........cccooieiiiiiiiiiiie et 8.2) 5.7 19.5
Catastrophe Losses and LAE .........ccooiiiiiiiiiieieeeeccseeee e — 0.1 (0.2)

Total Incurred Losses and LAE ..........cc.oooiiioiiioeeceeeeeeeee e $ 3321 $ 3102 $ 3396

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio...........ccoccovvvieieeeieicieieienn, 70.6% 70.2% 73.0%
Current Year Catastrophe Losses and LAE Ratio.........cccocievviiiieiicicciiciecieeeee 1.7 1.6 2.7
Prior Years Non-catastrophe Losses and LAE Ratio.........cccccocvvienieniieciiiiecieeeeee 1.7 (1.3) 4.6
Prior Years Catastrophe Losses and LAE Ratio.......c.cccooeoiviiiiineininicicceece — — —

Total Incurred Loss and LAE RaAtio ......c...ooioouiiiiiiiiiiieiieeeeeeee e 70.6% 70.5% 80.3%

2019 Compared with 2018

Earned premiums in preferred personal automobile insurance increased by $30.0 million in 2019, compared to 2018, as higher
average earned premiums accounted for an increase in earned premiums of $30.3 million, partially offset by lower volume in
earned premiums of $0.3 million. Incurred losses and LAE were $332.1 million, or 70.6% of earned premiums, in 2019,
compared to $310.2 million, or 70.5% of earned premiums, in 2018. Incurred losses and LAE as a percentage of earned
premiums increased due primarily to a deterioration in the underlying loss and LAE ratio, partially offset by a favorable change
in loss and LAE reserve development. Underlying losses and LAE as a percentage of related earned premiums were 70.6% in
2019, compared to 70.2% in 2018, which was a deterioration of 0.4 percentage points due primarily to the impact of business
mix in 2019. Catastrophe losses and LAE (excluding reserve development) were $7.8 million in 2019, compared to $7.2 million
in 2018. Favorable loss and LAE reserve development was $8.2 million in 2019, compared to $5.8 million in 2018.

2018 Compared with 2017

Earned premiums in preferred personal automobile insurance increased by $17.4 million in 2018, compared to 2017, as higher
average earned premium accounted for an increase of $19.5 million, while lower volume accounted for a decrease of $2.1
million. The decrease in earned premium attributed to lower volume was primarily due to the run-off of the direct-to-consumer
business. Incurred losses and LAE were $310.2 million, or 70.5% of earned premiums, in 2018, compared to $339.6 million, or
80.3% of earned premiums, in 2017. Incurred losses and LAE as a percentage of earned premiums decreased due primarily to a
favorable change in loss and LAE reserve development, lower underlying losses and LAE as a percentage of related earned
premiums and lower catastrophe losses and LAE (excluding reserve development). Underlying losses and LAE as a percentage
of related earned premiums were 70.2% in 2018, compared to 73.0% in 2017, which was an improvement of 2.8 percentage
points due primarily to lower frequency of claims and higher average earned premiums, partially offset by higher severity of
losses, particularly on bodily injury coverages. Catastrophe losses and LAE (excluding reserve development) were $7.2 million
in 2018, compared to $11.3 million in 2017. Favorable loss and LAE reserve development was $5.8 million in 2018, compared
to adverse development of $19.3 million in 2017.
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PREFERRED PROPERTY & CASUALTY INSURANCE (Continued)
Homeowners Insurance

Selected financial information for the homeowners insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Net Premiums WITEIL ......cc.oiiiii i $ 233.1 $ 2473 $§ 2605
Earned PremMIUMIS ......oc.iiueiieeeiee ettt et $ 2413 $ 2501 § 2648

Incurred Losses and LAE related to:

Current Year:

Non-catastrophe Losses and LAE ...........c.cccooviiiiiiieieieeecc e 131.6 131.5 129.5

Catastrophe Losses and LAE ........cccooiiiiiiiiiiiiieecece e 54.0 75.2 157.3
Prior Years:

Non-catastrophe Losses and LAE ...........oocooiiiiiiiiieeeeee e 2.7 10.4 4.7

Catastrophe Losses and LAE ........cccooiiiiiiiiiiiiieeeeee e (17.0) (7.2) 3.7

Total Incurred Losses and LAE ...........cc.ooouiiiiiioe e $ 1659 $ 2099 $§ 2878

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio...........cccoccovevieiieeieieieieienn, 54.5% 52.5% 48.9%
Current Year Catastrophe Losses and LAE Ratio........ccccooeveiiniieiieieieieeeeee 224 30.1 59.4
Prior Years Non-catastrophe Losses and LAE Ratio........ccccocevvvenieniieiiiiecieceeee (1.1) 4.2 1.8
Prior Years Catastrophe Losses and LAE Ratio..........ccccvevviiiiiiieiiciiciicieceeeeee e (7.0) 2.9) (1.4)
Total Incurred Loss and LAE RatiO ......c.cccveviieiiiiiiiieceeieeceeeeee e 68.8% 83.9% 108.7%

2019 Compared with 2018

Earned premiums in homeowners insurance decreased by $8.8 million in 2019, compared to 2018, with lower volume
accounting for the entirety of the decrease. Incurred losses and LAE were $165.9 million, or 68.8% of earned premiums, in
2019, compared to $209.9 million, or 83.9% of earned premiums, in 2018. Incurred losses and LAE as a percentage of earned
premiums decreased due primarily to lower incurred catastrophe losses and LAE (excluding loss and LAE reserve
development) and higher favorable loss and LAE reserve development, partially offset by higher underlying losses and LAE as
a percentage of earned premiums. Underlying losses and LAE as a percentage of earned premiums were 54.5% in 2019,
compared to 52.5% in 2018, a deterioration of 2.0 percentage points due primarily to higher severity of non-catastrophe large
losses in 2019 compared to 2018. Catastrophe losses and LAE (excluding reserve development) were $54.0 million in 2019,
compared to $75.2 million in 2018. Loss and LAE reserve development was favorable by $19.7 million in 2019, compared to
adverse development of $3.2 million in 2018. Favorable loss and LAE reserve development in 2019 included the impact of the

recognition and sale of the Company’s subrogation rights related to certain California wildfires that had occurred in 2017 and
2018.

2018 Compared with 2017

Earned premiums in homeowners insurance decreased by $14.7 million in 2018, compared to 2017, as lower volume accounted
for a decrease of $15.5 million, while higher average earned premium accounted for an increase of $0.8 million. Incurred losses
and LAE were $209.9 million, or 83.9% of earned premiums, in 2018, compared to $287.8 million, or 108.7% of earned
premiums, in 2017. Incurred losses and LAE as a percentage of earned premiums decreased due to reinsurance recoveries from
the Company’s 2018 catastrophe aggregate reinsurance program, partially offset by an unfavorable change in loss and LAE
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 52.5% in 2018, compared to 48.9% in 2017, a deterioration of 3.6 percentage points due
primarily to higher severity of losses, and to a lesser extent, higher frequency of claims, partially offset by higher average
earned premium. Catastrophe losses and LAE (excluding reserve development) were $75.2 million in 2018, compared to
$157.3 million in 2017. This decrease was driven primarily by fewer catastrophe losses and LAE (excluding reserve
development) from events with greater than $20.0 million in losses and LAE and reinsurance recoveries under the Company’s
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2018 aggregate property catastrophe reinsurance program. Loss and LAE reserve development was adverse by $3.2 million in
2018, compared to $1.0 million in 2017.

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 is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Nt PremiUMS WITHETL.......eeeeeeeeeeeeeeeee oottt ee e e eeeeeeeee et et eee e e s eeeeeeeeneens $ 373 $ 394 $§$ 412
Earned PrEmMIUITIS ... ..veiuiieeiee ettt ettt eae et eaeeaeeaeenes $ 388 $§ 404 $ 427

Incurred Losses and LAE related to:

Current Year:

Non-catastrophe Losses and LAE ...........cccooieiiiiiiiiiiiicceeeeeee et 17.7 19.1 21.8

Catastrophe Losses and LAE ........cccooieiiiiiiiiieiieeeeee e 1.2 4.9 4.9
Prior Years:

Non-catastrophe Losses and LAE..........ccccooieiieiiiieniecceeeeeee e 6.7) (4.8) (3.8)

Catastrophe Losses and LAE ........c.cccooioiiiiiiiciceeeeee s (1.4) 0.9) (0.8)

Total Incurred LossSes and LAE .........cooouiiiiiiieeee oot $ 108 $ 183 § 22.1

Ratios Based On Earned Premiums

Current Year Non-catastrophe Losses and LAE Ratio..........ccccoeveevvencncnieinenccneen 45.6% 47.3% 51.1%

Current Year Catastrophe Losses and LAE Ratio........cccccoeevieiiiienieiieciiciecieeee e 3.1 12.1 11.5

Prior Years Non-catastrophe Losses and LAE Ratio.........ccccoeveviviiieiiieieieieieiee 17.3) (11.9) (8.9)

Prior Years Catastrophe Losses and LAE Ratio.........ccccoeveeiiiiiiieiicniiciccieceeeee e 3.6) (2.2) (1.9)

Total Incurred Loss and LAE RatiO ....c.cc.ooiiiiiiiiiieieeeee e 27.8% 45.3% 51.8%
2019 Compared with 2018

Earned premiums in other personal insurance decreased by $1.6 million in 2019, compared to 2018, as lower volume accounted
for a decrease in earned premiums of $6.0 million, while higher average earned premium accounted for an increase in earned
premiums of $4.4 million. Incurred losses and LAE were $10.8 million, or 27.8% of earned premiums, in 2019, compared to
$18.3 million, or 45.3% of earned premiums, in 2018. Incurred losses and LAE as a percentage of earned premiums improved
due primarily to higher favorable loss and LAE reserve development in 2019, compared to 2018. Underlying losses and LAE as
a percentage of earned premiums were 45.6% in 2019, compared to 47.3% in 2018, which was an improvement of 1.7
percentage points. Catastrophe losses and LAE (excluding reserve development) were $1.2 million in 2019, compared to $4.9
million in 2018. Favorable loss and LAE reserve development was $8.1 million in 2019, compared to $5.7 million in 2018.

2018 Compared with 2017

Earned premiums in other personal insurance decreased by $2.3 million in 2018, compared to 2017, as lower volume accounted
for a decrease of $3.4 million, while higher average earned premium accounted for an increase of $1.1 million. Incurred losses
and LAE were $18.3 million, or 45.3% of earned premiums, in 2018, compared to $22.1 million, or 51.8% of earned premiums,
in 2017. Incurred losses and LAE as a percentage of earned premiums improved due to lower underlying losses and LAE as a
percentage of earned premiums and a higher level of favorable loss and LAE reserve development. Underlying losses and LAE
as a percentage of earned premiums were 47.3% in 2018, compared to 51.1% in 2017, which was an improvement of 3.8
percentage points due primarily to lower frequency of claims and higher average earned premiums, partially offset by higher
severity of losses. Favorable loss and LAE reserve development was $5.7 million in 2018, compared to $4.6 million in 2017.
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LIFE & HEALTH INSURANCE

Selected financial information for the Life & Health Insurance segment is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Earned PremIUIMIS. ........cocuiiuiiieeieieiecteet ettt ettt eb ettt teesaess et e s e sae st e eaeeaseseeneenis $ 6437 $ 6263 §$§ 614.0
Net INVEStMENT TNCOME.....cuiiiiiiiiieiieiee ettt st 206.4 210.9 2232
OthET INCOMIE ...ouviiiiieieeiieieeie ettt et e eae e e e s taestaesseenseesaessnesseenseensennnanes 8.5 4.0 2.6
TOLAl REVEIIULS ...ttt ettt ettt s b e bt et eaee s bt e bt ebeennesaee e 858.6 841.2 839.8
Policyholders’ Benefits and Incurred Losses and LAE.........cccccooviiiiinieiicieiieieeeeeee 402.7 404.2 387.4
INSUraNCe EXPEINSES ....veiruiiiiiiiiiiiiieeie ettt ettt ettt st e sate e st e e 334.0 321.1 312.2
OPETAtING PTOTTE...eiuiiiiieiiieiicie ettt et e sae e b e esaesseesseeseenaesneenes 121.9 115.9 140.2
INCOME TAX EXPEIISE.....uevieuieiieiieieiesteete ettt ettt ettt ae ettt e e e saeeteeneeneeneeneens (23.2) (24.4) (48.3)
Segment Net Operating INCOME .........ceeuieiiieieiiieieieete ettt sr et ere e eseesnens $ 987 $ 915 $§ 919
INSURANCE RESERVES
Dec 31, Dec 31,
DOLLARS IN MILLIONS 2019 2018
Insurance Reserves:
Future Policyholder Benefits.........ooieieieieiiiiee e $3,3853 $ 3,333.6
Incurred Losses and LAE Reserves:
LLIE@ ittt ettt ettt et ettt et e teeteeteete st en b ent et e b et e eteeteeteereennas 89.2 130.5
Accident and Health .........ccooiiiiiiiii e 27.5 27.8
PTOPCILY 1.ttt ettt ettt et e et e et e be et e e b e esbeese et e e be e beenbeenaeete e beenbeenteeneenreents 33 4.4
Total Incurred Losses and LAE RESEIVES ......ccuevviiuiiiieiieieiieieiesiesie ettt ese e enees 120.0 162.7
TOtal INSUIANCE RESEIVES......vvviiiiiiii ettt e et e e et e e e e e e e eaaeeeeeaaseesennaeeeeaaneas $ 3,505.3 $ 3,496.3

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 cross-references 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 year ended December 31, 2016 included a pre-tax charge of $77.8 million to recognize the initial
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. During 2019, the Company reduced its estimate of the initial
impact of using death verification databases by $21.0 million.

See Note 2, “Summary of Accounting Policies and Accounting Changes,” to the Consolidated Financial Statements under the
sub-caption “Insurance Reserves” for additional discussion.

2019 Compared with 2018

Earned Premiums in the Life & Health Insurance segment increased by $17.4 million for the year ended December 31, 2019,
compared to 2018, due primarily to higher volume from accident and health insurance products offered by Reserve National,
and sales volume on life insurance products.

Net Investment Income decreased by $4.5 million in 2019, compared to 2018, due primarily to lower investment yields on fixed
income securities and a lower rate of return from alternative investments, partially offset by a higher investment base. The
weighted-average book yield on the Company’s life and health insurance subsidiaries’ investments in fixed maturities was
approximately 5.1% and 5.3% at December 31, 2019 and 2018, respectively.

Other income increased by $4.5 million in 2019, compared to 2018, due primarily to a higher level of corporate owned life
insurance.
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Policyholders’ Benefits and Incurred Losses and LAE decreased by $1.5 million in 2019, compared to 2018, due primarily to
decrease of $21.0 million in the company’s estimate of the ultimate cost of using death verification databases in the Company’s
operations, partially offset by higher severity on accident and health insurance claims. Insurance Expenses in the Life & Health
Insurance segment increased by $12.9 million due primarily to higher commissions on increased volume within the business
and investments to enhance the capabilities of the business. Segment Net Operating Income in the Life & Health Insurance
segment was $98.7 million for the year ended December 31, 2019, compared to $91.5 million in 2018.

2018 Compared with 2017

Earned Premiums in the Life & Health Insurance segment increased by $12.3 millions for the year ended December 31, 2018,
compared to 2017, due primarily to higher volume from accident and health insurance products offered by Reserve National,
partially offset by lower volume from life products offered by Reserve National and property insurance products offered by
Kemper Home Service Companies (“KHSC”).

Net Investment Income increased by $12.3 million in 2018, compared to 2017, due primarily to lower investment returns from
alternative investments and lower income from fixed maturities, partially offset by higher levels of fixed maturities. The
weighted-average book yield on the Company’s life and health insurance subsidiaries’ investments in fixed maturities was
approximately 5.3% and 5.4% at December 31, 2018 and 2017, respectively.

Policyholders’ Benefits and Incurred Losses and LAE increased by $16.8 million in 2018, compared to 2017 due primarily to
higher policyholders’ benefits and incurred losses and LAE on life and accident and health business and overall growth in the
accident and health business. Insurance Expenses in the Life & Health Insurance segment increased by $8.9 million due
primarily to growth in the accident and health business for Reserve National and higher general expenses, incentive
commissions and fringe benefits for KHSC, partially offset by lower expenses related to lower volume of life insurance sold by
Reserve National. Segment Net Operating Income in the Life & Health Insurance segment was $91.5 million for the year ended
December 31, 2018, compared to $91.9 million in 2017.

Life Insurance

Selected financial information for the life insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Earned Premitms ..........cocveieieieieiecieieeicete ettt ss et eae et esa s e s esessenes $ 3846 $ 3784 379.7
Net Investment INCOME .........oeciiiiiiieiiieie et 198.8 202.6 216.0
OtheT INCOMIE ....o.eiiniieiiieiie ettt ettt et esbe e b e et e ssaeeseenseenseennesees 8.1 35 2.4
TOtAl REVEIUECS.......cuiviiiieiieiieiieee ettt ettt ettt ettt eae st ene s e ensesenseeas 591.5 584.5 598.1
Policyholders’ Benefits and Incurred Losses and LAE ..........ccccevvieiiiiiiiiiecieneeeee 270.1 279.4 274.1
INSUTANCE EXPEISES ..cuviiiiiiiiiieiieit ettt sttt et sbe et 215.3 207.7 207.9
OPETAting PTOTIL ...ooviiiiiiiciecicie ettt e esseesae e eeseees 106.1 97.4 116.1
INCOME TaX EXPENSE...cviivieiiieieiieiieiecieieete ettt ettt ettt ss ettt esa e e s e s nsennes (20.0) (20.7) (39.9)
Total Product Line Net Operating INCOME.............cocveeevieieviierieeeerecieereeeeeeeeeee e $ 86.1 § 76.7 $ 76.2
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2019 Compared with 2018

Earned premiums on life insurance increased by $6.2 million in 2019, compared to 2018, due primarily to a higher volume of
new business sales. Policyholders’ benefits and incurred losses and LAE on life insurance were $270.1 million in 2019,
compared to $279.4 million in 2018, a decrease of $9.3 million due primarily to adjustment of the company’s estimate of the
ultimate cost of using death verification databases in the company’s operations. Insurance expenses increased by $7.6 million in
2019, compared to 2018 due primarily to higher commissions on increased volume and investments to enhance the capabilities
of the business.

2018 Compared with 2017

Earned premiums on life insurance decreased by $1.3 million in 2018, compared to 2017, due primarily to lower volume on
products offered by Reserve National, offset by slightly higher premium for KHSC. Policyholders’ benefits and incurred losses
and LAE on life insurance were $279.4 million in 2018, compared to $274.1 million in 2017, an increase of $5.3 million due
primarily to higher incurred claims on life policies offered by KHSC, partially offset by the favorable impact on policyholders’
benefits due to the reduction in Reserve National’s life business. Insurance expenses decreased by $0.2 million in 2018,
compared to 2017.

Accident and Health Insurance

Selected financial information for the accident and health insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Earned PremiUums ...........cooviviuiiieeieeieeeeececeee ettt ettt $ 1909 § 1775 § 161.7
Net Investment INCOME ......cuevuiiriiiiiiiieiecee et 6.0 6.1 5.2
Other INCOMIE ....o.vievieiieieceeceee ettt ettt b e sb e e esaaesteesbeessessaessaenseenseessenens 0.4 0.5 0.2
TOtAl REVEIUECS.......cviiviiiieiieiieiicieiet ettt ettt ettt sa e b b eseeseesaessesaensessensenes 197.3 184.1 167.1
Policyholders’ Benefits and Incurred Losses and LAE ..........ccccooieviieciiiiiciceieee 109.8 98.9 88.7
INSUTANCE EXPEISES ..ccuviiuiieiiiiieiieit ettt et ettt ettt et e te e e enbessaesseenseenseennesees 88.7 82.2 71.7
Operating Profit (LOSS) ....iciioiiciieiieie ettt et sbeereesaeese e e (1.2) 3.0 6.7
Income Tax Expense (Benefit)..........ccoovuerieriieiiiiiieieceeieec e 0.3 (0.6) 2.5)
Total Product Line Net Operating InCome (LOSS)........cocveveiviereeiriereiieeieieieiereeseeeveeennas $ 0.9) $ 24§ 4.2
2019 Compared with 2018

Earned premiums on accident and health insurance increased by $13.4 million in 2019, compared to 2018, due primarily to
higher volume of in force business. Policyholders’ benefits and incurred losses and LAE on accident and health insurance were
$109.8 million, or 57.5% of accident and health insurance earned premiums, in 2019, compared to $98.9 million, or 55.7% of
accident and health insurance earned premiums, in 2018. The increase of 1.8 percentage points was due primarily to higher
severity of claims for certain health products. Insurance expenses increased by $6.5 million in 2019, compared to 2018, due
primarily to premium growth.

2018 Compared with 2017

Earned premiums on accident and health insurance increased by $15.8 million in 2018, compared to 2017, due primarily to
higher volume on accident and health insurance products offered by Reserve National. Incurred accident and health insurance
losses and LAE were $98.9 million, or 55.7% of accident and health insurance earned premiums, in 2018, compared to $88.7
million, or 54.9% of accident and health insurance earned premiums, in 2017, an increase of 0.8 percentage points due
primarily to higher incurred claims on certain health products offered by Reserve National. Insurance expenses increased by
$10.5 million in 2018, compared to 2017, due primarily to growth in Reserve National’s accident and health business.
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Property Insurance

Selected financial information for the property insurance product line is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Earned PremIUMIS ..........ccvoveviviiieiiiiietetceeeeteee ettt ettt ettt et s s s eseasanena $ 682 $ 704 § 726
Net INVEStMENt INCOME .....ccvieiiiiieiieieeieececeee ettt b e aaesseese e 1.6 2.2 2.0
TOtAl REVEIUECS.......cviviiiieiieiieiieietet ettt ettt ettt eb e sb et eseeseenaesaenaensessensennes 69.8 72.6 74.6
Incurred Losses and LAE related to:
Current Year:
Non-catastrophe Losses and LAE ..........c..cociooiiiiiiiiiiecceceeeee e 18.1 20.5 17.8
Catastrophe Losses and LAE ..........cccooooiiiiieieicceeee e 31 4.0 59
Prior Years:

Non-catastrophe Losses and LAE .........cccooioiiiiiiieiiciceceeeee e 0.8 1.3 0.4

Catastrophe Losses and LAE ........c..cccooviiiiiiiiiiicicccceeeeeee e 0.8 0.1 0.5
Total Incurred Losses and LAE ........ccoooiiiiiiiieieeeeeeeee et 22.8 259 24.6
INSUTANCE EXPEISES ..cuviiuiiiiieiieiieit ettt ettt ettt sttt ettt s eaesae e b enbe e seee 30.0 31.2 32.6
OPETAting PTOTIL ...ooviiiiiiiciiciee ettt et e e e reesaeeseeeaeees 17.0 15.5 17.4
INCOME TaX EXPENSE ....ocuvieiieiieiieiieie ettt ettt sttt et ssaesaeenneenneeees @3.5) 3.1 (5.9)
Total Product Line Net Operating INCOME.............c.covevevieveeeiiereeriereereereeeeeeeeeeeere e $ 135 §$ 124 § 115
Ratios Based On Earned Premiums
Current Year Non-catastrophe Losses and LAE Ratio..........coccooceviiiniiiinieieieieeen, 26.5% 29.2% 24.5%
Current Year Catastrophe Losses and LAE Ratio.........cccccovvevvieiiiiciieiiceeieieieeeeeee 4.5 5.7 8.1
Prior Years Non-catastrophe Losses and LAE Ratio..........c.ccoovvevieciiiciiiiiciceeeee 1.2 1.8 0.6
Prior Years Catastrophe Losses and LAE Ratio.........ccceeveeiiiiiiienienieeie e 1.2 0.1 0.7

Total Incurred Loss and LAE Ratio..........ccccevieininieininieicinncceceneeeneeecseeeeceen 33.4% 36.8% 33.9%

2019 Compared with 2018

Earned premiums on property insurance decreased by $2.2 million in 2019, compared to 2018, due primarily to a lower volume
of insurance sold. Incurred losses and LAE on property insurance were $22.8 million, or 33.4% of property insurance earned
premiums, in 2019, compared to $25.9 million, or 36.8% of property insurance earned premiums, in 2018. Current year non-
catastrophe losses and LAE on property insurance were $18.1 million, or 26.5% of property insurance earned premiums, in
2019, compared to $20.5 million, or 29.2% of property insurance earned premiums, in 2018, a decrease of 2.7 percentage points
due to lower frequency of claims. Catastrophe losses and LAE (excluding development) were $3.1 million in 2019, compared
to $4.0 million in 2018, due primarily to a lower frequency of claims and severity of losses in connection with catastrophic
events. Adverse loss and LAE reserve development was $1.6 million in 2019, compared to $1.4 million in 2018. Insurance
expenses decreased $1.2 million in 2019, compared to 2018, due primarily to lower volume of policies issued.

2018 Compared with 2017

Earned premiums on property insurance decreased by $2.2 million in 2018, compared to 2017, due primarily to a lower volume
of insurance sold. Incurred losses and LAE on property insurance were $25.9 million, or 36.8% of property insurance earned
premiums, in 2018, compared to $24.6 million, or 33.9% of property insurance earned premiums, in 2017. Current year non-
catastrophe losses and LAE on property insurance were $20.5 million, or 29.2% of property insurance earned premiums, in
2018, compared to $17.8 million, or 24.5% of property insurance earned premiums, in 2017, an increase of 4.7 percentage
points due to a higher frequency of claims. Catastrophe losses and LAE (excluding development) were $4.0 million in 2018,
compared to $5.9 million in 2017, due primarily to a higher frequency of claims and severity of losses in connection with
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catastrophic events in the prior year. Adverse loss and LAE reserve development was $1.4 million in 2018, compared to $0.9
million in 2017. Insurance expenses decreased $1.4 million in 2018, compared to 2017, due primarily to lower commission
expense due in part to a lower volume of earned premium.

INVESTMENT RESULTS
Net Investment Income

Net Investment Income for the years ended December 31, 2019, 2018 and 2017 is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Investment Income:
Interest on Fixed INCOME SECULTLIES ......veveuirierieiieieiiirieierieteiee s $ 2994 $§ 2689 § 246.6
Dividends on Equity Securities Excluding Alternative Investments............ccceeeveerennene. 229 13.6 9.3
Alternative Investments:
Equity Method Limited Liability InVeStMents...........cceevverierieerieeienierieeie e 1.0 11.0 24.8
Fair Value Option INVESTMENLS.........ccueeriiriiiiieiiieniieieeie ettt — — 1.3
Limited Liability Investments Included in Equity Securities ............ccoovvvverienueennnn. 18.0 26.4 28.6
Total Alternative INVESIMENLS ........coveiriiiiiriiiiire e 19.0 37.4 54.7
Short-term INVESIMEILS.......c.eeieieiiiiitestieiee ettt 8.2 7.0 1.6
L0oans to POIICYNOLACTS .......ocuiiveieieiieiieiieeee e 22.6 22.5 21.6
REAL ESTALE ...ttt e e 9.8 9.6 10.7
OBNET ..ttt ettt ettt ettt e sttt se e s et e st s e st et e b st et et st b e s et e bentene e 1.5 0.9 0.5
Total INVeStMent INCOME ......c..cuiiiriiriiiiriiiiec e e 383.4 359.9 345.0
Investment Expenses:
REAL ESTALE ...ttt e 9.6 9.7 10.5
Other Investment EXPENSES .......coveiuiiiiiiieieieiee ettt s 9.5 9.3 7.3
Total INVeStMENt EXPENSES .....evvviiiieiieiieiiiiiiesiieie ettt sttt et ebeenaesaee e 19.1 19.0 17.8
Net INVEStMENt INCOME. ....c.eiuiiiiiiiiieii ettt $ 3643 $ 3409 § 3272

2019 Compared with 2018

Net Investment Income increased by $23.4 million for the year ended December 31, 2019, compared to 2018, due primarily to
the inclusion of the Infinity investment portfolio for the entire year in 2019 versus only six months in 2018, partially offset by a
lower rate of return from Alternative Investments.

2018 Compared with 2017

Net Investment Income increased by $13.7 million for the year ended December 31, 2018, compared to 2017, due primarily to
higher levels of investments in fixed income securities, partially offset by lower returns from Alternative Investments and lower
yields on fixed income securities.
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Total Comprehensive Investment Gains (Losses)

The components of Total Comprehensive Investment Gains (Losses) for the years ended December 31, 2019, 2018 and 2017

are presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Recognized in Consolidated Statements of Income:
Income (Loss) from Change in Fair Value of Equity and Convertible Securities ...... $ 1389 3 (643) $ —
GAINS 0N SALES ..nineiieiiiieie ettt 46.9 37.6 56.9
LLOSSES ON SAIES ...evviceiiiieiieie ettt ettt ettt et et e e ea e e ra e re b enaeens 5.0) (11.2) (1.0)
Net Impairment Losses Recognized in Earnings ..........coccoevveevvevienieniinieniesceneeine (13.8) 4.5) (14.3)
Net Gains on Trading SECUTTLIES .......ccuerueriirireiieiieeeieiee ettt — — 0.6
Net Gain (Loss) Recognized in Consolidated Statements of Income............cccevvenvennene. 167.0 (42.4) 42.2
Recognized in Other Comprehensive Income (LOSS) ...c.covveverierireninieeeeeeeeeee 405.3 (235.8) 85.5
Total Comprehensive Investment Gains (LOSSES)......ccverueeiirienieniiiieie e $ 5723 § (2782) $ 1277
Gain (Loss) From Change in Fair Value of Equity and Convertible Securities
The components of Gain (Loss) from Change in Fair Value of Equity and Convertible Securities for the years ended
December 31, 2019 and 2018 are presented below.
DOLLARS IN MILLIONS 2019 2018
PreferTe@d STOCKS. ....ouiiiuietiietieteietetet ettt ettt ettt ettt bess b beseese s eseese st ese s ensesebensens 62 § (6.9)
COMIMON STOCKS. ..cuttiuitiiieetieittete ettt ettt ettt st e st e s teebeeebestaesstesseenseessesssesseesseenseensesssesssessaenseensessnees 1.9 (2.0)
Other Equity Interests:
Exchange Traded FUNAS.........ccvoiiiiiiiiiieicece ettt ettt seee s 121.0 (54.7)
Limited Liability Companies and Limited Partnerships............coceoeeiiirieieneneere e 4.2 0.2
Total Other EQUILY INEIESTS. ....c..eviiiiiiiiiciictiete ettt ettt b bbb beeaeeneesaeseenees 125.2 (54.5)
Income (Loss) from Change in Fair Value of Equity SeCUrities..........cooovrreieierienierese e 133.3 (63.4)
Income (Loss) from Change in Fair Value of Convertible Securities ...........ccovvveveererienienienieeieeienne 5.6 0.9)
Income (Loss) from Change in Fair Value of Equity and Convertible Securities.........c.cccccevcererieenenne. 1389 § (64.3)
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Net Realized Gains on Sales of Investments

The components of Net Realized Gains on Sales of Investments for the year ended December 31, 2019, 2018 and 2017 are
presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Fixed Maturities:

GAINS ON SALCS.....iuviiitieeieiecieee ettt ettt ettt sttt e seeseess et e s e b e stesaeeseeneens $ 411 $§ 253 % 8.4

LLOSSES O SAIES .....veiuvieeiieiie ettt ettt ettt et et e e e te e teebe e b e eaaestaeeteeteenseenne e 4.8) (11.1) (0.9)
Equity Securities:

GAINS ON SALCS....eeuiiieiiieiieieeiieet ettt ettt ettt te ettt st et ensensensensenseeneeseeneens 5.8 12.3 42.0

L0SSES ON SALES .....veiiiiiiciie ettt e 0.2) — —
Real Estate:

GAINS ON SALES....evieniieiieeiiecitect ettt ettt ettt e ettt e b e esbe et esse e beenbeenseeneenseenses — — 6.4
Other Investments:

GAINS ON SALES....ouvieiiieiieeie ettt ettt et ettt et e esbe et esae e beenbeenbeeneenseenses — — 0.1

LLOSSES ON SAIES ...c.vieiieeiieiieciiecie ettt ettt ettt e e st e s teesbe e b e e taestaesteebeenaeenae e — (0.1) (0.1)

Net Gains on Trading SECUTTHES .....cc.iivirierieiieie et — — 0.6
Net Realized Gains on Sales of INVEStMENLS ........c.ccveeviiuiiriiriieieiieiieieiei et $ 419 $§ 264 § 565
GTOSS GAINS ON SALES ...ttt es et s s $ 469 $ 376 $ 569
GrOSS LOSSES ON SAIES ..veovvieiiiieiiieiecieeieee ettt sbe e e e s aa e beeseenaesaae e 5.0) (11.2) (1.0)
Net Gains on Trading SECUITLIES . .....ev.iervieiieieeierieeie ettt ettt et saeese e s — — 0.6
Net Realized Gains on Sales of INVEStMENLS ........c.ocveeviiuieriirieeieiieeieieieiceeee e $ 419 $§ 264 § 565
Fixed Maturities

Net Realized Gains on Sales of Fixed Maturities for the year ended December 31, 2019 primarily relate to a repositioning of the
portfolio for duration extension purposes.

During the fourth quarter of 2018, the Company began repositioning the fixed maturity investment portfolio in in its Life and
Health Insurance segment and recognized Realized Gains on Sales of Fixed Maturities of $13.3 million and Realized Losses on
Sales of Fixed Maturities of $4.4 million in connection with the repositioning.

Equity Securities

Net Realized Gains on Sales of Equity Securities for the year ended December 31, 2019 primarily relate to transactions
whereby the Company’s investments were acquired by other companies.

Net Realized Gains on Sales of Equity Securities for the year ended December 31, 2018 primarily relate to gains on dispositions
of certain Investments in Equity Securities at Modified Cost resulting from transactions whereby the Company’s investments
were acquired by other companies.

Net Realized Gains on Sales of Equity Securities for the year ended December 31, 2017 includes $35.2 million recognized on
the sale of exchange traded fund shares due to tax planning initiatives and portfolio allocation adjustments.

Other sales activity in 2019, 2018 and 2017 was due to normal portfolio management.
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INVESTMENT RESULTS (Continued)
Net Impairment Losses Recognized in Earnings

The Company regularly reviews its investment portfolio for factors that may indicate that a decline in the fair values of an
investment is other-than-temporary. Losses arising from other-than-temporary declines in fair value are reported in the
Consolidated Statements of Income in the period that the declines are determined to be other-than-temporary.

Information pertaining to Net Impairment Losses Recognized in Earnings reported in the Consolidated Statements of Income
for the year ended December 31, 2019, 2018 and 2017 is presented below.

2019 2018 2017
Number of Number of Number of
DOLLARS IN MILLIONS Amount Issuers Amount Issuers Amount Issuers
FIXEd MATUTIEES .. vvvoveeeee oo eseeese e es e eeseeeneene $ (13.3) 14 $ (2.0 24§ (12.1) 10
Equity SEeCUIIties ......cceevveeiieiiiieieeieeie e 0.5) 1 2.5 5 2.2) 5
Net Impairment Losses Recognized in Earnings............... $ (13.8) $ 45 $ (14.3)

Fixed Maturities

Net Impairment Losses Recognized in the Consolidated Statements of Income for the year ended December 31, 2019 related to
Investments in Fixed Maturities were due to the Company’s intent to sell or requirement to sell.

Net Impairment Losses Recognized in the Consolidated Statements of Income for the year ended December 31, 2018 related to
Investments in Fixed Maturities were due to the Company’s intent to sell or requirement to sell.

Net Impairment Losses Recognized in the Consolidated Statements of Income for the year ended December 31, 2017 related to
Investments in Fixed Maturities include losses of $10.4 million due to the Company’s intent to sell or requirement to sell bonds
of eight issuers and credit losses of $1.7 million from other-than-temporary declines in the fair values of investments in fixed
maturities of two issuers.

Real Estate

The Company did not recognize any impairment losses related to Investments in Real Estate in the Consolidated Statements of
Income for the year ended December 31, 2019 or 2018 or 2017.

INVESTMENT QUALITY AND CONCENTRATIONS

The Company’s fixed maturity investment portfolio is comprised primarily of high-grade municipal, corporate and agency
bonds. At December 31, 2019, approximately 93% of the Company’s fixed maturity investment portfolio was rated investment-
grade, which the Company defines as a security issued by a high quality obligor with at least a relatively stable credit profile
and where it is highly likely that all contractual payments of principal and interest will timely occur and carry a rating from the
NAIC of 1 or 2. Securities with a rating of 1 or 2 from the NAIC typically are rated by one of more Nationally Recognized
Statistical Rating Organizations and either have a rating of AAA, AA, A or BBB from S&P; a rating of Aaa, Aa, A or Baa from
Moody’s; or a rating of AAA, AA, A or BBB from Fitch.

The following table summarizes the credit quality of the Company’s fixed maturity investment portfolio at December 31, 2019
and 2018.

Dec 31, 2019 Dec 31,2018
NAIC Fair Value Percentage Fair Value Percentage
Rating Rating in Millions of Total in Millions of Total
1 AAA, AA A oo $ 4,387.1 63.4% §$ 4,156.6 64.7%
2 BBB e e 2,044.1 29.5 1,752.6 27.3
3-4 BB, B e 319.2 4.6 333.7 52
5-6 CCC OF LOWET .ottt e 171.7 2.5 181.3 2.8
Total Investments in Fixed Maturiti€s ..........ccccceovvvveeeeiveeeeiiieee e e $ 6,922.1 100.0% $ 6,424.2 100.0%
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Gross unrealized losses on the Company’s investments in below-investment-grade fixed maturities were $11.7 million and
$17.1 million at December 31, 2019 and 2018, respectively.

The following table summarizes the fair value of the Company’s investments in governmental fixed maturities at December 31,
2019 and 2018.

Dec 31, 2019 Dec 31, 2018
Percentage Percentage
of Total of Total

DOLLARS IN MILLIONS Fair Value Investments Fair Value Investments
U.S. Government and Government Agencies and Authorities .................. $ 8159 9.0% $  865.7 10.7%
States and Political Subdivisions:

Revenue BondS........c.coceeiiiiieiiiiicieeeeee e 958.6 10.6 991.6 12.3

SEALES .. eutteete ettt ettt ettt aeebe et enaes 427.5 4.7 479.7 59

Political SUDAIVISIONS ......cccvieeiiiiiiiiieiieie ettt 129.7 14 147.8 1.8
Foreign GOVEINMENES. ... ...cccvevuieriieiieiieeieieeie et ae e saeesaeeneeeenes 16.8 0.2 5.9 0.1
Total Investments in Governmental Fixed Maturities .........c.ccccoevveevnneen.. $ 2,348.5 25.9% $ 2,490.7 30.8%

The following table summarizes the fair value of the Company’s investments in non-governmental fixed maturities by industry
at December 31, 2019 and 2018.

Dec 31, 2019 Dec 31,2018
Percentage Percentage
of Total of Total

DOLLARS IN MILLIONS Fair Value Investments Fair Value Investments
Finance, Insurance and Real Estate ............ccccceevvvveiiiiiiiiiiieee e $ 1,522.8 16.8% $ 1,269.3 15.7%
MANUTACTUTING ..ottt ettt ettt e et eaeereeaseeenas 1,356.4 15.0 1,270.0 15.7
Transportation, Communication and Utilities..........ccccceevvrviencieneeneenenen. 650.2 7.2 449.0 5.6
SEIVICES ..viuvitietietieiiesteste ettt ettt ettt et et e besessesseeseeseensessensensessensensessens 604.4 6.7 516.4 6.4
REtail Trad@......eocuieiieiieieeieeeee ettt 183.3 2.0 164.8 2.0
IMHINUIIE ..ttt ettt e s eseese e s e s e s e seesenbeenas 154.5 1.7 158.6 2.0
Wholesale Trade.........c..ccueeierieiiieiieieceeeee et 72.9 0.8 78.4 1.0
Agriculture, Forestry and Fishing............cccoccooviiiiiiiiiiiiicicece, 12.4 0.1 13.7 0.2
(11 T<) SRRSO 16.6 0.2 13.3 0.2
Total Investments in Non-governmental Fixed Maturities ........................ $ 4,573.5 50.5% $ 3,933.5 48.8%

The following table summarizes the fair value of the Company’s investments in non-governmental fixed maturities by range of
amount invested at December 31, 2019.

Number of Aggregate

DOLLARS IN MILLIONS Issuers Fair Value

BLOW S5 ettt ettt ettt st et b e st be e ene s et ene et entene s eneetenseseenn 457 $  992.6
S B 100 ettt h bttt b ettt s bt n et e ene et et 181 1,224.5
ST0 = $20 ittt ettt h ettt se et ettt b st e b e st ete b estebe st eneene st eneeseneenens 122 1,653.5
820 = B30 ettt a ettt a ket ettt e n e h et e st et et e st eae e st eeeneenen 28 667.7
Greater TRAN $30........c.iiiiiiee ettt 1 35.2
TOTAL ..ottt et e et e et e et e et e et e et e ettt ena e e et aeeeaaeeneas 789 $ 4,573.5

The Company’s short-term investments primarily consist of U.S. treasury bills, money market funds and overnight interest
bearing accounts. At December 31, 2019, the Company had $365.0 million invested in U.S. treasury bills, $83.9 million
invested in money market funds which primarily invest in U.S. Treasury securities and $22.0 million invested in overnight
interest bearing accounts with one of the Company’s custodial banks.
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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 December 31, 2019.

DOLLARS IN MILLIONS
Fixed Maturities:

States including their Political Subdivisions:

(€ LST0 4 - TSRS
(0701 (o) T [ TSRS
LLOUISTANA ...ttt ettt ettt ettt e bt et e et e e st e eae e beesbeesbeesseessesseesseesseessaesseeseesbeesseessessseseenseens
IMICHIZAN ©etiitieiteie ettt ettt ettt ettt et et e e b e e st e et e e st enbeenbeesbeesee st enbeenseensenneenseenseens
CAlITOTTIA ..ttt ettt ettt et e et e te et e esbeesbeessesaeesseesseessaessessesseessesssesssenseenseensenens
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Percentage
Fair of Total
Value Investments
118.6 1.3%
101.8 1.1
86.0 1.0
70.9 0.8
69.6 0.8
67.8 0.7
60.4 0.7
55.1 0.6
106.1 1.2
69.7 0.8
806.0

9.0%
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INVESTMENTS IN LIMITED LIABILITY COMPANIES AND LIMITED PARTNERSHIPS

The Company owns investments in various limited liability investment companies and limited partnerships that primarily invest
in mezzanine debt, distressed debt, real estate and senior debt. Beginning January 1, 2018, the Company’s investments in these
limited liability investment companies and limited partnerships are reported either as Equity Method Limited Liability
Investments at Cost Plus Cumulative Undistributed Earnings, Other Equity Interests and included in Equity Securities at Fair
Value, or Equity Securities at Modified Cost depending on the accounting method used to report the investment. Additional
information pertaining to these investments at December 31, 2019 and 2018 is presented below.

Unfunded
Commitment
in Millions Reported Value in Millions
Dec 31, Dec 31, Dec 31,
Asset Class 2019 2019 2018
Reported as Equity Method Limited Liability Investments at Cost Plus
Cumulative Undistributed Earnings:
MezZZaNINE DEDL ....o.voveeiiieiiiieiceeeee et $ 599 $ 1293 $ 99.6
SENIOT DIEDL ..oviiiiieiieeeeee e e 21.7 16.0 15.4
DiStressed DEbt ....c..couiiiiiiiiiiiiiieee e — 22.7 345
Secondary TranSaCtioNS. ........cc.eeuerueruererieiieieieeee ettt ee e ee e nee e 15.6 11.5 21.2
Leveraged BUyOUL .......cciiiiiiiiieiieieeic ettt — 0.1 42
GIOWth EQUILY .c.veveieieiieieeee s — 53 54
REAL ESTAte.....oouiiiiiiiiiiiiiieicctcc e — 29.9 —
ORCT ..ttt — 5.6 6.7
Total Equity Method Limited Liability Investments ..........ccccccevenenenincnennne. 97.2 2204 187.0
Reported as Other Equity Interests at Fair Value:
Mezzanine DEbt .........ccccoiiiiiiiiiiiiiii e 94.7 126.1 111.7
SENIOT DIEDL ..ottt ae s 23.2 39.5 34.3
DIStressed DEDt ....c.eeviieiiieiieieeee e 18.7 16.8 14.5
Secondary TranSaCtionS..........c.eeveriereerieerieeieeieseesteesteeaeeeesteesseenseeseeseeesenes 6.8 4.9 6.7
Hedge FUNAS ..o — 48.2 14.7
Leveraged BUYOUL .......coieiiiiiiiieciieieeie ettt 2.2 4.4 42
L 711 3 USRS 8.0 8.2 5.9
Total Reported as Other Equity Interests at Fair Value.........ccccoccvvvveevenieneeninn. 153.6 248.1 192.0
Reported as Equity Securities at Modified Cost:
Mezzanine DEbt .........coccoiiiiiiiiiiiic e — 1.6 1.5
(0113 1S R U RREUSRUTTRRP 0.1 18.9 22.1
Total Reported as Equity Securities at Modified CoSt.......cccceveeriirrierienienieniene 0.1 20.5 23.6
Total Investments in Limited Liability Companies and Limited Partnerships.... $ 2509 $ 489.0 $ 402.6

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.

54



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

INSURANCE EXPENSES AND INTEREST AND OTHER EXPENSES

Insurance Expenses and Interest and Other Expenses for the year ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Insurance Expenses:
COMIMUESSIONS ...ttt ettt ettt s et s et et es bt es et ses et seses e b ese st s esenensesenn $ 7088 $ 5587 § 4256
GENETAL EXPEINSES ..iiuiiiieiieiieiieeetestt ettt ettt ettt te et e e be e sseenseenbesssessaenseenseensens 278.0 231.9 196.2
Premium Tax EXPEIISE.......ccviriiriiiiieiieie ettt eae s sseeneeneeneas 93.5 71.0 50.7
Total COStS INCUITE .....vvviiieiiie et e e et e et eeeenaeeeeenaneeeens 1,080.3 861.6 672.5
Policy Acquisition Costs:
DIETRITEA ...ttt ettt ettt sttt enen 475.2) (481.5) (351.6)
AMOTHZEA .ttt ettt ettt st et et e st et et ese b et eneene e eneeaeneenens 408.3 377.1 318.3
Net Policy Acquisition Costs AMOTHZE .......eevevieiieriieiieieeie ettt (66.9) (104.4) (33.3)
Amortization of Value of Business Acquired (“VOBA™) .....cccoeieieieieieeerce e 6.3 143.3 5.1
INSUTANCE EXPEISES ..vveuvieiiieiiiiiiiiiiesiteie ettt ettt sttt et ettt e st esbe et e sneesaeesbeenbeenaesaeene 1,019.7 900.5 644.3
Loss from Early Extinguishment of Debt...........occooiiiiiiiiniiiiiieeeeee e 5.8 — —
TNEETESE EXPEIISE...cutiiieiieiieiie ettt ettt sttt ettt st e st e bt et e eatesaeesbeebeennesaee e 42.5 434 349
Other Expenses:
L0sSs 0N Cash FIOW HEAZE ....voveviiiiiieiieiieieieeieeee ettt — — 1.1
Acquisition Related Transaction, Integration and Other CostS.........cccccvevverierieenieeeenneenne. 18.4 44.7 —
ORET ..ttt ettt b et b et b ettt et et 102.9 70.9 44.6
OthET EXPEINSES . .vivviiiieiieieeie ettt ettt ettt e st este et e e eaestaesaeeseesaeeseesseenseensesseessseseenseensesneanes 121.3 115.6 45.7
Interest and Other EXPENSES .......cevueuiiiriiiriiiiirictntiei ettt 163.8 159.0 80.6
TOLAL EXPEIISES ...cvviuviviiietietteiteitest et ste et ettt te st seessesaesbeebeebesaeesaeseesaessessassesseebeeseenseseessens $1,189.3 $1,0595 § 7249

Insurance Expenses

Insurance Expenses increased by $119.2 million for the year ended December 31, 2019, compared to 2018, due primarily to the
inclusion of Infinity for the full twelve months in 2019 as compared to only six months in 2018, partially offset by a reduction
in the amortization of VOBA. Insurance Expenses increased by $256.2 million for the year ended December 31, 2018,
compared to 2017, due primarily to the acquisition of Infinity and the amortization of purchase accounting adjustments in 2018.

Interest and Other Expenses

Interest expense decreased by $0.9 million for the year ended December 31, 2019, compared to 2018, due primarily to lower
levels of debt outstanding in the current year. Interest expense increased by $8.5 million for the year ended December 31, 2018,
compared to 2017, due primarily to higher levels of debt outstanding to facilitate the funding of the acquisition of Infinity. See
MD&A, “Liquidity and Capital Resources,” and Note 8, “Debt,” to the Consolidated Financial Statements for additional
discussion of debt activity.

Other Expenses increased by $5.7 million for the year ended December 31, 2019, compared to 2018, due primarily to higher
employee compensation, bonuses and legal fees, partially offset by a reduction in costs associated with the acquisition of
Infinity and the related transaction and integration cost. Other Expenses increased by $69.9 million for the year ended
December 31, 2018, compared to 2017, due primarily to the acquisition of Infinity, the inclusion of acquisition related
transaction, integration and other costs and higher employee compensation.

INCOME TAXES

The Company’s effective income tax rate from continuing operations differs from the Federal statutory income tax rate due
primarily to (1) the effects of tax-exempt investment income and dividends received deductions, (2) a permanent difference
between the amount of long-term equity-based compensation expense recognized under GAAP and the amount deductible in
the computation of Federal taxable income, (3) a permanent difference associated with nondeductible executive compensation,
and (4) the Tax Act.
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Tax-exempt investment income and dividends received deductions were $20.4 million, $22.4 million and $28.0 million for the
years ended December 31, 2019, 2018 and 2017, respectively. The amount of expense recognized for long-term equity-based
compensation expense under U.S. GAAP was $21.0 million, $6.7 million, and $1.1 million lower than the amount that would
be deductible under the Internal Revenue Code (the “IRC”) for the years ended December 31, 2019, 2018 and 2017,
respectively. The amount of nondeductible executive compensation was $11.9 million, $6.7 million, and $0.0 million for years
ended December 31,2019, 2018 and 2017, respectively. The tax benefit recorded pursuant to the Tax Act was $26.4 million
and $7.4 million for the years ended December 31, 2018 and 2017, respectively. See Note 16, “Income Taxes,” to the
Consolidated Financial Statements for additional discussion of income taxes.

LIQUIDITY AND CAPITAL RESOURCES
Common Stock Offering

On June 7, 2019 the Company completed a public offering of its common stock and issued 1,552,500 shares of common stock,
at $83.00 per share. Gross proceeds from the offering were $128.9 million. Transaction costs, including the underwriting
discount, were $1.7 million, of which $0.1 million was accrued for and reflected in Accrued Expenses and Other Liabilities on
the Company’s Consolidated Balance Sheets at December 31, 2019. In July 2019, the Company used the net proceeds of $127.2
million, together with a portion of the proceeds from delayed-draw term loan facility entered into by the Company on June 4,
2019 (the “2023 Term Loan”) to redeem all $150.0 million in aggregate outstanding principal of its 7.375% Subordinated
Debentures due 2054.

Amended and Extended Credit Agreement and Term Loan Facility

On June 8, 2018, the Company entered into an amended and extended credit agreement and term loan facility. The amended
and extended credit agreement increased the borrowing capacity of the existing unsecured credit agreement to $300.0 million
and extended the maturity date to June 8, 2023. The term loan facility included a delayed draw feature with borrowing capacity
of $250.0 million and a maturity date two years from the borrowing date (see discussion below under the heading, “Repayment
of Term Loan Due 2020,”for additional information regarding the initial borrowing and subsequent repayment of this delayed-
draw term loan). On June 4, 2019, the Company utilized the the accordion feature under the credit agreement to increase its
credit borrowing capacity by $100.0 million, resulting in the available credit commitments increasing from $300.0 million to
$400.0 million. The Company incurred $0.1 million in additional debt issuance costs in connection with the utilization of the
accordion feature, which in addition to the $1.1 million of remaining unamortized costs under the credit agreement, will be
amortized under the remaining term of the credit agreement. There were no outstanding borrowings under the credit agreement
at either December 31, 2019 or December 31, 2018.

Long-term Debt

The Company designates debt obligations as either short-term or long-term based on maturity date at issuance. Total amortized
cost of Long-term Debt outstanding at December 31, 2019 and December 31, 2018 was:

Dec 31, Dec 31,

(Dollars in Millions) 2019 2018

Term Loan due JUNE 29, 2020 .........eeo oottt et eere e ae e e et e et eereeese e e eeeeeeeeeeeenes $ — 3 34.9
5.0% Senior Notes due September 19, 2022..........coivieriieiiieieiieseee ettt et teesaeessessaesraens 279.9 281.5
Term Loan due JULY 5, 2023 ....coiiiieeieeeceeeee ettt ettt a e bt et sa e na et s s ere s 49.9 —
4.35% Senior Notes due February 15, 2025 .......cc.ooiiiiiiieiieieeeeeeeeeee et 448.6 448.4
7.375% Subordinated Debentures due February 27, 2054 ..........ccovveieiiriiiiieeicceeeeeeeeeeeeee e — 144.2
Total Long-term Debt OUtSANAING.........cccvevviiirieiieiieieeieeie ettt bbb e saaesseeveesveennas $ 7784 $ 909.0

Repayment of Term Loan Due 2020

On June 29, 2018, the Company borrowed $250.0 million under its delayed-draw term loan facility dated June 8, 2018, to
facilitate the funding of the acquisition of Infinity. The proceeds from the term loan facility, net of debt issuance costs, were
$249.4 million. On December 28, 2018, the Company repaid $215.0 million of the outstanding term loan. On May 31, 2019, the
remaining outstanding balance of $35.0 million was repaid.
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Term Loan Due 2023

On June 4, 2019, the Company entered into the 2023 Term Loan with a borrowing capacity of $50.0 million and a maturity date
four years from the borrowing date. On July 5, 2019, the Company borrowed $49.9 million, net of debt issuance costs, under
the 2023 Term Loan, with a final maturity date of July 5, 2023. The agreement includes a mutual option to extend the maturity
date by one year.

5.0% Senior Notes Due 2022

Infinity’s liabilities at the acquisition date included $275.0 million principal amount, 5.0% Senior Notes due September 19,
2022 (the “2022 Senior Notes”). The 2022 Senior Notes were recorded at fair value as of the acquisition date, $282.1 million,
with the $7.1 million premium being amortized as a reduction to interest expense over the remaining term, resulting in an
effective interest rate of 4.36%. On November 30, 2018, Kemper executed a guarantee to fully and unconditionally guarantee
the payment and performance obligations of the 2022 Senior Notes.

4.35% Senior Notes Due 2025

Kemper has $450.0 million aggregate principal of 4.35% senior notes due February 15, 2025 (the “2025 Senior Notes”)
outstanding as of December 31, 2019. Kemper initially issued $250.0 million of the notes in February of 2015 and issued an
additional $200.0 million of the notes in June of 2017. The additional notes are fungible with the initial notes issued in 2015,
and together are treated as part of a single series for all purposes under the indenture governing the 2025 Senior Notes. The
2025 Senior Notes are unsecured and may be redeemed in whole at any time or in part from time to time at Kemper’s option at
specified redemption prices.

Redemption of 7.375% Subordinated Debentures Due 2054

On June 7, 2019, Kemper issued a notice of redemption for the entire $150.0 million aggregate principal outstanding of its
7.375% Subordinated Debentures due 2054 (the “7.375% Subordinated Debentures”) at a redemption price equal to 100% of
their principal, plus accrued and unpaid interest on the redemption date. On July 8, 2019, Kemper completed the redemption,
and the 7.375% Subordinated Debentures were repaid in full. The Company recognized a loss on early extinguishment of debt
of $5.8 million in the Consolidated Statement of Income for the year ended December 31, 2019.

The Company used the proceeds received from Kemper’s common stock offering on June 7, 2019, as well as a portion of the
proceeds from its July 5, 2019 borrowing under the 2023 Term Loan, to repay the 7.375% Subordinated Debentures. See Note
8, “Debt,” and Note 10, “Shareholders’ Equity,” to the Consolidated Financial Statements for additional information.

Policyholder Contract Liabilities

Kemper’s subsidiaries, United Insurance and Trinity Universal Insurance Company (“Trinity”’), are members of the Federal
Home Loan Bank (“FHLB”) of Chicago and Dallas, respectively. As a requirement of membership in the FHLB, United
Insurance and Trinity maintain a certain level of investment in FHLB common stock and additional amounts based on the level
of outstanding borrowings. The Company’s investment in FHLB common stock are reported at cost and included in Equity
Securities at Modified Cost. The carrying value of FHLB of Chicago common stock was $4.9 million and $0.8 million at
December 31, 2019 and December 31, 2018, respectively. The carrying value of FHLB of Dallas common stock was $3.3
million at both December 31, 2019 and December 31, 2018. The Company periodically uses short-term and long-term FHLB
borrowings for a combination of cash management, risk management, and spread lending purposes.

In March of 2018, United Insurance received advances of $10.0 million from the FHLB of Chicago. These advances were made
in connection with the start-up of the Company’s spread lending program, were collateralized by U.S Government Agency
securities held in a custodial account with the FHLB of Chicago with a fair value of $15.7 million at December 31, 2018. These
advances were repaid in March of 2019.

During 2019, United Insurance received advances of $614.5 million from the FHLB of Chicago and made repayments of
$381.1 million under the spread lending program. United Insurance had outstanding advances from the FHLB of Chicago
totaling $243.4 million at December 31, 2019. These advances were made in connection with the Company’s spread lending
program. The proceeds related to these advances were used to purchase fixed maturity securities to earn incremental net
investment income. With respect to these advances, United Insurance held pledged securities in a custodial account with the
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FHLB of Chicago with a fair value of $287.8 million at December 31, 2019. The fair value of the collateral pledged must be
maintained at certain specified levels above the borrowed amount, which can vary depending on the assets pledged. If the fair
value of the collateral declines below these specified levels of the amount borrowed, United Insurance would be required to
pledge additional collateral or repay outstanding borrowings. See Note 7, “Policyholder Contract Liabilities,” to the
Consolidated Financial Statements.

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 collectively paid
$239.0 million, $130.4 million and $108.1 million in dividends to Kemper in 2019, 2018 and 2017, respectively. In 2020,
Kemper estimates that its direct insurance subsidiaries would be able to pay approximately $435.4 million in dividends to
Kemper without prior regulatory approval.

Kemper made capital contributions to insurance subsidiaries of $83 million and $20 million during 2019 and 2018, respectively.

Dividends to Shareholders

Kemper paid a quarterly dividend of $0.25 per common share for the first three quarters of 2019 and $0.28 for the fourth
quarter of 2019. The quarterly dividend rate was $0.24 for each quarter of 2018. Dividends and dividend equivalents paid were
$67.8 million and $56.4 million for the years ended December 31, 2019 and 2018, respectively.

Sources and Uses of Funds

Kemper directly held cash and investments totaling $206.8 million at December 31, 2019, compared to $100.6 million at
December 31, 2018.

The primary sources of funds available for the repayment of the Company’s indebtedness, repurchases of common stock, future
shareholder dividend payments and the payment of interest on Kemper’s senior notes and term loan, include cash and
investments directly held by Kemper, receipt of dividends from Kemper’s insurance subsidiaries and borrowings under the
credit agreement and from subsidiaries.

The primary sources of funds for Kemper’s insurance subsidiaries are premiums, investment income, 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, repayments of advances from the FHLBs of Dallas and Chicago and dividends to Kemper. Generally,
there is a time lag between when premiums are collected and when policyholder benefits and insurance claims are paid.

During periods of growth, property and casualty 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 decreased by $4.9 million for the year ended December 31, 2019, compared to 2018.
Net Cash Provided by Operating Activities increased by $298.6 million for the year ended December 31, 2018, compared to
2017.
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Net Cash Provided by Financing Activities was $160.8 million for the year ended December 31, 2019, compared to net cash
used of $12.2 million for the same period in 2018. Net proceeds from Policyholder Contract Liabilities provided $232.2 million
of cash for the year ended December 31, 2019 compared to $8.9 million for the year ended December 31, 2018. Net proceeds
from the issuance of common stock were $127.5 million for the year ended December 31, 2019. Net proceeds from borrowing
under the term loan facilities provided $49.9 million of cash for the year ended December 31, 2019, compared to $249.4 million
for the year ended December 31, 2018. Kemper used $185.0 million of cash to repay long-term debt for the year ended
December 31, 2019 compared to $215.0 million for the year ended December 31, 2018. Kemper did not use any cash during
2019 or 2018 to repurchase shares of its common stock. Kemper used $67.8 million of cash to pay dividends for the year ended
December 31, 2019, compared to $56.4 million of cash used to pay dividends in the same period of 2018. The quarterly
dividend rate was $0.25 per common share for the first three quarters of 2019 and $0.28 for the fourth quarter of 2019. The
quarterly dividend rate was $0.24 for each quarter of 2018.

Net Cash Used by Financing Activities was $12.2 million for the year ended December 31, 2018, compared to $205.2 million
for the same period in 2017. Net proceeds from the issuance of long-term debt, which was used to fund the acquisition of
Infinity, provided $249.4 million of cash for the year ended December 31, 2017. Kemper used $215.0 million of cash to repay
long-term debt for the year ended December 31, 2018. Kemper did not use any cash during 2018 or 2017 to repurchase shares
of its common stock. Kemper used $56.4 million of cash to pay dividends for the year ended December 31, 2018, compared to
$49.5 million of cash used to pay dividends in the same period of 2017. The quarterly dividend rate was $0.24 per common
share for each quarter of 2018 and 2017.

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 $633.4 million for the year
ended December 31, 2019, compared to $497.6 million in 2018. Net cash used to acquire short-term investments was $176.0
million for the year ended December 31, 2019, compared to net cash provided by dispositions of short-term investments of
$52.7 million in 2018. Fixed Maturities investing activities used net cash of $55.8 million for the year ended December 31,
2019, compared to providing net cash of $230.1 million in 2018. Equity Securities investing activities used net cash of $89.7
million for the year ended December 31, 2019, compared to $126.6 million in 2018. Equity Method Limited Liability
Investments investing activities used net cash of $44.2 million for the year ended December 31, 2019, compared to $29.0
million in 2018.

Net Cash Used by Investing Activities was $497.6 million for the year ended December 31, 2018, compared to $105.4 million
in 2017. Net cash provided by dispositions of short-term investments was $52.7 million for the year ended December 31, 2018,
compared to $39.4 million in 2017. Fixed Maturities investing activities provided net cash of $230.1 million for the year ended
December 31, 2018, compared to net cash used of $181.9 million in 2017. Equity Securities investing activities used net cash of
$126.6 million for the year ended December 31, 2018, compared to $0.7 million in 2017. Equity Method Limited Liability
Investments investing activities used net cash of $29.0 million for the year ended December 31, 2018, compared to providing
net cash of $20.2 million in 2017. As of January 1, 2018, with the adoption of new accounting guidance, the Company’s
historical Fair Value Option Investments are carried as Equity Securities at Fair Value or Equity Securities at Modified Cost.
Accordingly, no activity was recorded for Fair Value Option Investments for the year ended December 31, 2018, compared net
cash provided by Fair Value Option Investing Activities of $35.2 million in 2017.

OFF-BALANCE SHEET ARRANGEMENTS

The Company has no material obligations under guarantee contracts. The Company has no material retained or contingent
interests in assets transferred to an unconsolidated entity. The Company has no material obligations, including contingent
obligations, under contracts that would be accounted for as derivative instruments. The Company has no obligations, including
contingent obligations, arising out of a variable interest in an unconsolidated entity held by, and material to, the Company,
where such entity provides financing, liquidity, market risk or credit risk support to, or engages in leasing, hedging or research
and development services with the Company. Accordingly, the Company has no material off-balance sheet arrangements.
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CONTRACTUAL OBLIGATIONS

Estimated cash disbursements pertaining to the Company’s contractual obligations at December 31, 2019 are presented below.

Jan1,2020to0 Jan1,2021to Jan1,2023to  After Dec 31,

DOLLARS IN MILLIONS Dec 31, 2020 Dec 31, 2022 Dec 31, 2024 2024 Total

Long Term Debt Obligations............cccccecveeeveiernennnns $ — 8 2750 $ 50.0 $ 450.0 $ 775.0
Finance Lease Obligations ...........cccocevvveveieiesieniennne 0.3 0.2 — — 0.5
Operating Lease Obligations...........cccceevveeieneeneennenns 20.5 36.3 23.0 28.1 107.9
Purchase Obligations.........ccccevevueeeierieieieieeeene 11.7 4.0 0.4 — 16.1
Life and Health Insurance Policy Benefits................. 294.5 516.3 493.4 7,408.9 8,713.1
Property and Casualty Insurance Reserves ................ 1,189.7 584.7 138.7 56.7 1,969.8

Other Contractual Obligations Reflected in Long
Term Liabilities on the Consolidated Balance
Sheet under GAAP.........ccoiviiiiiiiiiiicee, 39.9 75.2 49.2 424 206.7

Total Contractual Obligations ............ccceeeevrereeuenieneae $ 15566 $ 1,491.7 $ 7547 $ 7,986.1 $ 11,789.1

Amounts included in Life and Health Insurance Policy Benefits within the contractual obligations table above represent the
estimated cash payments to be made to policyholders and beneficiaries. Such cash outflows are based on the Company’s current
assumptions for mortality, morbidity and policy lapse, but are undiscounted with respect to interest. Policies must remain in
force for the policyholder or beneficiary to receive the benefit under the policy. Depending on the terms of a particular policy,
future premiums from the policyholder may be required for the policy to remain in force. The Company estimates that future
cash inflows would total $4.4 billion using the same assumptions used to estimate the cash outflows. The Company’s Life
Insurance Reserves in the Company’s Consolidated Balance Sheets are generally based on the historical assumptions for
mortality and policy lapse rates and are on a discounted basis. Accordingly, the sum of the amounts presented above for Life
and Health Insurance Policy Benefits significantly exceeds the amount of Life and Health Insurance Reserves reported on the
Company’s Consolidated Balance Sheet at December 31, 2019.

In addition to the purchase obligations included above, the Company had certain investment commitments totaling $515.4
million at December 31, 2019. The funding of such investment commitments is dependent on a number of factors, the timing of
which is indeterminate. The Company cannot make a reasonably reliable estimate of the amount and period of related future
payments, if any, for such liability. Other Contractual Obligations Reflected in Long Term Liabilities on the Consolidated
Balance Sheets under GAAP primarily consist of interest obligations related to Long Term Debt Obligations.

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 and the valuation of pension benefit obligations.

Valuation of Investments

The reported value of the Company’s investments was $9,044.4 million at December 31, 2019, of which $7,866.7 million, or
87%, was reported at fair value, $220.4 million, or 2%, was reported under the equity method of accounting, $305.6 million, or
3%, was reported at unpaid principal balance and $651.7 million, or 7%, was reported at cost, modified cost or depreciated cost.
Investments, in general, are exposed to various risks, such as interest rate risk, credit risk and overall market volatility risk.
Accordingly, it is reasonably possible that changes in the fair values of the Company’s investments reported at fair value will
occur in the near term and such changes could materially affect the amounts reported in the financial statements. Also, it is
reasonably possible that changes in the carrying values of the Company’s Equity Method Limited Liability Investments will
occur in the near term and such changes could materially affect the amounts reported in the financial statements because these
issuers follow specialized industry accounting rules which require that they report all of their investments at fair value (See
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Item 1A., “Risk Factors” under the title “The Company’s investment portfolio is exposed to a variety of risks that may
negatively impact net investment income and cause realized and unrealized losses”).

As more fully described under the heading, “Fair Value Measurements,” in Note 2, “Summary of Accounting Policies and
Accounting Changes,” to the Consolidated Financial Statements, the Company uses a hierarchical framework which prioritizes
and ranks the market observability used in fair value measurements.

The fair value of the Company’s investments measured and reported at fair value was $7,866.7 million at December 31, 2019,
of which $6,574.4 million, or 84%, were investments that were based on quoted market prices or significant value drivers that
are observable, $1,044.2 million, or 13%, were investments where at least one significant value driver was unobservable and
$248.1 million or 3% were investments for which fair value is measured using the net asset value per share practical expedient.
Fair value measurements based on readily available, active, quoted market prices or for which fair value can be measured from
actively quoted prices generally are deemed to have a higher degree of market price observability and a lesser degree of
judgment, compared to fair value measurements based on significant unobservable inputs used in measuring fair value. The
prices that the Company might realize from actual sales of investments are likely to vary from their respective estimated fair
values at December 31, 2019 due to changing market conditions and limitations inherent in the estimation process.

The classification of a company’s investment in a financial instrument may affect its reported results. Under GAAP, a company
may elect to use the fair value option method of accounting for some or all of its investments in financial instruments. Under
the fair value option method of accounting, a company is required to recognize changes in fair values into income for the period
reported. The Company has elected the fair value option for investments in fixed maturities with equity conversion features
which are recorded on the Consolidated Balance Sheets as Convertible Securities. Accordingly, both the reported and fair
values of the Company’s investments in Convertible Securities accounted for under the fair value option method of accounting
were $37.3 million at December 31, 2019. For investments in fixed maturities classified as held to maturity, a company is
required to carry the investment at amortized cost, with only amortization occurring during the period recognized into income.
None of the Company’s investments in fixed maturities were classified as held to maturity at December 31, 2019. Changes in
the fair value of investments in fixed maturities classified as available for sale are not recognized in income during the period,
but rather are recognized as a separate component of Accumulated Other Comprehensive Income (“AOCI”) until realized. Both
the reported and fair values of the Company’s investments in fixed maturities classified as available for sale were $6,922.1
million at December 31, 2019.

Equity securities with readily determinable fair values are recorded as Equity Securities at Fair Value with changes in fair
values recognized into income for the period reported. Accordingly, both the reported and fair values of the Company’s
investments in Equity Securities at Fair Value were $907.3 million at December 31, 2019. The Company holds certain equity
investments without readily determinable fair values at cost, less impairment, if any, plus or minus changes resulting from
observable price changes in orderly transactions for identical or similar investments from the same issuer. Changes in the
carrying value of Equity Securities at Modified Cost due to observable price changes are recorded into income for the period
reported.

Had the Company elected the fair value option for all of its investments in financial instruments, the Company’s reported net
income for the year ended December 31, 2019, would have increased by $323.7 million.

The Company regularly reviews its fixed maturity investment portfolio and holdings in Equity Securities at Modified Cost for
factors that may indicate that a decline in the fair value of an investment below its cost, amortized cost or modified cost basis is
other than temporary. Such reviews are inherently uncertain in that the value of the investment may not fully recover or may
decline further in future periods. Some factors considered in evaluating whether or not a decline in fair value of an investment
is other than temporary include, but are not limited to, the following:

Fixed Maturity Securities

*  The financial condition, credit rating and prospects of the issuer;

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

*  The ability of the issuer to make scheduled principal and interest payments;
*  The volatility of the investment;
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Equity Securities at Modified Cost

*  Opinions of the Company’s external investment managers;
»  The financial condition and prospects of the issuer;

e Current market conditions;

*  Changes in credit ratings; and

»  Changes in the regulatory environment.

Changes in these factors from their December 31, 2019 evaluation date could result in the Company determining that a
temporary decline in the fair value of an investment held and evaluated at December 31, 2019 is no longer temporary at a
subsequent evaluation date. Such determination would result in an impairment loss recognized in earnings in the period such
determination is made.

Property and Casualty Insurance Reserves for Losses and Loss Adjustment Expenses

The Company’s Property and Casualty Insurance Reserves are reported using the Company’s estimate of its ultimate liability
for losses and LAE for claims that occurred prior to the end of any given accounting period but have not yet been paid. The
Company had $1,969.8 million and $1,874.9 million of gross loss and LAE reserves at December 31, 2019 and 2018,
respectively.

Property and Casualty Insurance Reserves for the Company’s business segments at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018
Business Segments:
Specialty Property & Casualty INSUIANCE .......cc.ceviiiiniiiiiniciicne e 1,551.0 1,387.0
Preferred Property & Casualty INSUIANCE ........c.eoviriiriieiiiiiicieetesie ettt 388.5 452.9
Life & Health INSUIANCE. ......cc.eiiiiiiiiiieciieieeie ettt ettt ettt et steesteesbe e s e easessaesseenseesseessens 33 4.4
TOtal BUSINESS SEZIMEILS. ...c.vviitietieieeieeiteittestteiteeiteettesteesteeteeetesteesseeseesseeseesseenseenseessesseenseenseensesneesseenses 1,942.8 1,844.3
UNAIIOCAIEA RESEIVES ...viviiiiiiiiiieie ettt ettt ettt ete e bt e b e e b e esaesteebeesbeesbessseseenseessesssesssenseenseas 27.0 30.6
Total Property and Casualty INnSurance RESEIVES .........cccvevuirriiriiiiiiieiieieeecieeee e $1,969.8 $ 1,874.9

In estimating the Company’s Property and Casualty Insurance Reserves, the Company’s actuaries exercise professional
judgment and must consider, and are influenced by, many variables that are difficult to quantify. Accordingly, the process of
estimating and establishing the Company’s Property and Casualty Insurance Reserves is inherently uncertain, and the actual
ultimate cost of known and unknown claims may vary materially from the estimated amounts reserved.

The Company’s actuaries generally estimate reserves at least quarterly for most product lines and/or coverage levels using
accident quarters or years spanning 10 or more years, depending on the product line and/or coverage level or emerging issues
relating to them. The Company’s actuaries use a variety of generally accepted actuarial loss reserving estimation
methodologies, including, but not limited to, the following:

e Incurred Loss Development Methodology;

*  Paid Loss Development Methodology;

*  Bornhuetter-Ferguson Incurred Loss Methodology;
*  Bornhuetter-Ferguson Paid Loss Methodology; and
*  Frequency and Severity Methodology.

The Company’s actuaries generally review the results of at least four of the estimation methodologies, two based on paid data
and two based on incurred data, to initially estimate the ultimate losses and LAE for the current accident quarter or year and re-
estimate the ultimate losses and LAE for previous accident quarters or years to determine if changes in the previous estimates
of the ultimate losses and LAE are indicated by the most recent data. In some cases, the methodologies produce a cluster of
estimates with a tight band of indicated possible outcomes. In other cases, however, the methodologies produce conflicting
results and wider bands of indicated possible outcomes, and the Company’s actuaries perform additional analyses before
making their final selections. However, such bands do not necessarily constitute a range of outcomes, nor does the Company’s
management or the Company’s actuaries calculate a range of outcomes.
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The key assumption in these estimation methodologies is that patterns observed in prior periods are indicative of how losses
and LAE are expected to develop in the future and that such historical data can be used to predict and estimate ultimate losses
and LAE. However, changes in the Company’s business processes, by their very nature, are likely to affect the development
patterns, which means the Company’s actuaries must routinely make assumptions about how changes in business practices
would affect historical patterns.

The ultimate impact of a single change in a business process is difficult to quantify and detect, and even more difficult if several
changes to business processes occur over several years. Initially after a change is implemented, there are fewer data points, as
compared to the historical data, for the Company’s actuaries to analyze. With fewer data points to analyze, the Company’s
actuaries cannot be certain that observed differences from the historical data trends are a result of the change in business
process or merely a random fluctuation in the data. As the Company’s actuaries observe more data points following the change
in business process, the Company’s actuaries can gain more confidence in whether the change in business process is affecting
the development pattern. The challenge for the Company’s actuaries is how much weight to place on the development patterns
based on the older historical data and how much weight to place on the development patterns based on more recent data.

For each accident quarter or year, the point estimate selected by the Company’s actuaries is not necessarily one of the points
produced by any particular one of the methodologies utilized, but often is another point selected by the Company’s actuaries,
using their professional judgment, that takes into consideration each of the points produced by the several loss reserving
estimation methodologies used. In some cases, for a particular product, the current accident quarter or year may not have
enough paid claims data to rely upon, leading the Company’s actuaries to conclude that the incurred loss development
methodology provides a better estimate than the paid loss development methodology. Therefore, the Company’s actuaries may
give more weight to the incurred loss development methodology for that particular accident quarter or year. As an accident
quarter or year ages for that same product, the actuary may gain more confidence in the paid loss development methodology
and begin to give more weight to the paid loss development methodology. The Company’s actuaries’ quarterly selections are
summed by product and/or coverage levels to create the actuarial indication of the ultimate losses. More often than not, the
actuarial indication for a particular product line and accident quarter or year is most heavily weighted toward the incurred loss
development methodology, particularly for short-tail lines such as personal automobile insurance. Historically, the incurred loss
development methodology has been more reliable in predicting ultimate losses for short-tail lines, especially in the more recent
accident quarters or years, compared with the paid loss development methodology. However, in some circumstances changes
can occur which impact numerous variables, including, but not limited to, those variables identified below that are difficult to
quantify and/or impact the predictive value of prior development patterns relied upon in the incurred loss development
methodology and paid loss development methodology. In those circumstances, the Company’s actuaries must make adjustments
to these loss reserving estimation methodologies or use additional generally accepted actuarial estimation methodologies. In
those circumstances, the Company’s actuaries, using their professional judgment, may place more weight on the adjusted loss
reserving estimation methodologies or other generally accepted actuarial estimation methodologies until the newer development
patterns fully emerge and the Company’s actuaries can fully rely on the unadjusted loss reserving estimation methodologies. In
the event of a wide variation among results generated by the different projection methodologies, the Company’s actuaries
further analyze the data using additional techniques.

In estimating reserves, the Company’s actuaries exercise professional judgment and must consider, and are influenced by, many
variables that are difficult to quantify, such as:

*  Changes in the level of minimum case reserves, and the automatic aging of those minimum case reserves;

+  Changes to claims practices, including, but not limited to, changes in the reporting and impact of large losses, timing
of reported claims, changes in claims closing and re-opening patterns, adequacy of case reserves, implementation of
new systems for handling claims, turnover of claims department staffs, timing and depth of the audit review of claims
handling procedures;

e Changes in underwriting practices;

»  Changes in the mix of business by state, class and policy limit within product line;

e Growth in new lines of business;
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*  Changes in the attachment points of the Company’s reinsurance programs;

*  Medical costs, including, but not limited to, the ability to assess the extent of injuries and the impact of inflation;

*  Repair costs, including, but not limited to, the impact of inflation and the availability of labor and materials;

*  Changes in the judicial environment, including, but not limited to, the interpretation of policy provisions, the impact of
jury awards and changes in case law; and

»  Changes in state regulatory requirements.

A change in any one or more of the foregoing factors is likely to result in a projected ultimate net loss and LAE that is different
from the previously estimated reserve and/or previous frequency and severity trends. Such changes in estimates may be
material.

For example, the Company’s actuaries review frequency (number of claims per policy or exposure), severity (dollars of loss per
claim) and average premium (dollars of premium per exposure). Actual frequency and severity experienced will vary depending
on changes in mix by class of insured risk. Similarly, the actual frequency and rate of recovery from reinsurance will vary
depending on changes in the attachment point for reinsurance. In particular, in periods of high growth or expansion into new
markets, there may be additional uncertainty in estimating the ultimate losses and LAE. The contributing factors of this
potential risk are changes in the Company’s mix by policy limit and mix of business by state or jurisdiction.

Actuaries use historical experience and trends as predictors of how losses and LAE will emerge over time. However, historical
experience may not necessarily be indicative of how actual losses and LAE will emerge. Changes in case reserve adequacy,
changes in minimum case reserves and changes in internal claims handling procedures could impact the timing and recognition
of incurred claims and produce an estimate that is either too high or too low if not adjusted for by the actuary. For example, if,
due to changes in claims handling procedures, actual claims are settled more rapidly than they were settled historically, the
estimate produced by the paid loss development methodology would tend to be overstated if the actuary did not identify and
adjust for the impact of the changes in claims handling procedures. Similarly, if, due to changes in claims handling procedures,
actual claim reserves are set at levels higher than past experience, the estimate produced by the incurred loss development
methodology would tend to be overstated if the actuary did not identify and adjust for the impact of the changes in claims
handling procedures.

The final step in the quarterly loss and LAE reserving process involves a comprehensive review of the actuarial indications by
the Company’s corporate actuary and corporate management who apply their collective judgment and determine the appropriate
estimated level of reserves to record. Numerous factors are considered in this determination process, including, but not limited
to, the assessed reliability of key loss trends and assumptions that may be significantly influencing the current actuarial
indications, changes in claim handling practices or other changes that affect the timing of payment or development patterns,
changes in the mix of business, the maturity of the accident quarter or year, pertinent trends observed over the recent past, the
level of volatility within a particular line of business, the improvement or deterioration of actuarial indications in the current
period as compared to prior periods, and the amount of reserves related to third party pools for which the Company does not
have access to the underlying data and, accordingly, relies on calculations provided by such pools.

Estimated Variability of Property and Casualty Insurance Reserves

The Company’s goal is to ensure that its total reserves for property and casualty insurance losses and LAE are adequate to cover
all costs, while sustaining minimal variation from the time reserves for losses and LAE are initially estimated until losses and
LAE are fully paid. Changes in the Company’s estimates of these losses and LAE over time, also referred to as “development,”
will occur and may be material. Favorable development is recognized and reported in the Consolidated Financial Statements
when the Company decreases its previous estimate of ultimate losses and LAE and results in an increase in net income in the
period recognized, whereas adverse development is recognized and reported in the Consolidated Financial Statements when the
Company increases its previous estimate of ultimate losses and LAE and results in a decrease in net income.

Although development will emerge in all of the Company’s product lines, development in the Company’s specialty personal
automobile insurance product line could have the most significant impact due to the relative size of its loss and LAE reserves.
To further illustrate the sensitivity of the Company’s reserves for specialty personal automobile insurance losses and LAE, the
Company measures the standard deviation of the mean reserve estimate using a bootstrapping methodology. The Company
believes that one standard deviation of variability is a reasonably likely scenario to measure variability for its loss and LAE
reserves for specialty personal automobile insurance. The Company estimates that the Company’s specialty personal
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automobile insurance loss and LAE reserves could have varied by $71.6 million in either direction at December 31, 2019 for all
accident years combined under this scenario. In addition to the factors described above, other factors may also impact loss
reserve development in future periods. These factors include governmental actions, including court decisions interpreting
existing laws, regulations or policy provisions, developments related to insurance policy claims and coverage issues, adverse or
favorable outcomes in pending claims litigation, the number and severity of insurance claims, the impact of inflation on
insurance claims and the impact of required participation in windpools and joint underwriting associations and residual market
assessments. Although the Company’s actuaries do not make specific numerical assumptions about these factors, changes in
these factors from past patterns will impact historical loss development factors and, in turn, future loss reserve development.
Significant favorable changes in one or more factors will lead to favorable future loss reserve development, which could result
in the actual loss developing closer to, or even below, the lower end of the Company’s estimated reserve variability. Significant
unfavorable changes in one or more factors will lead to unfavorable loss reserve development, which could result in the actual
loss developing closer to, or even above, the higher end of the Company’s estimated reserve variability. Accordingly, due to
these factors and the other factors enumerated throughout the MD&A and the inherent limitations of the loss reserving
estimation methodologies, the estimated and illustrated reserve variability may not necessarily be indicative of the Company’s
future reserve variability, which could ultimately be greater than the estimated and illustrated variability. In addition, as
previously noted, development will emerge in all of the Company’s product lines over time. Accordingly, the Company’s future
reserve variability could ultimately be greater than the illustrated variability. Additional information pertaining to the estimation
of, and development of, the Company’s Property and Casualty Insurance Reserves is contained in Item 1 of Part I of this 2019
Annual Report under the heading “Property and Casualty Loss and Loss Adjustment Expense Reserves.”

Goodwill Recoverability

The Company tests goodwill for recoverability at the reporting unit level on an annual basis, or whenever events or
circumstances indicate the fair value of a reporting unit may have declined below its carrying value. The Company performed a
qualitative goodwill impairment assessment for all reporting units with goodwill as of October 1, 2019. The qualitative
assessment takes into consideration changes in macroeconomic conditions, industry and market considerations, cost factors,
overall financial performance, changes in management or key personnel, changes in strategy and changes in our stock price
since the last quantitative assessment, which was performed on January 1, 2017. Based on its qualitative assessment, the
Company concluded that the associated goodwill was recoverable for each reporting unit tested.

Pension Benefit Obligations

The process of estimating the Company’s pension benefit obligations and pension benefit costs is inherently uncertain and the
actual cost of benefits may vary materially from the estimates recorded. These liabilities are particularly volatile due to their
long-term nature and are based on several assumptions. The main assumptions used in the valuation of the Company’s pension
benefit obligations and pension costs are:

+  Estimated mortality of the participants and beneficiaries eligible for benefits;
»  Estimated expected long-term rates of returns on investments; and
»  Estimated rate used to discount the expected benefit payment to a present value.

A change in any one or more of these assumptions is likely to result in a projected benefit obligation or pension cost that differs
from the actuarial estimates at December 31, 2019. Such changes in estimates may be material. For example, a one—percentage
point decrease in the Company’s estimated discount rate would increase the pension benefit obligation at December 31, 2019 by
$90.8 million, while a one—percentage point increase in the rate would decrease the pension benefit obligation at December 31,
2019 by $74.1 million. A one—percentage point decrease in the Company’s estimated long-term rate of return on plan assets
would increase the pension expense for the year ended December 31, 2019 by $5.4 million, while a one—percentage point
increase in the rate would decrease pension expense by $5.4 million for the same period.
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Except for rules and interpretive releases of the SEC under authority of federal securities laws and a limited number of
grandfathered standards, the FASB Accounting Standards Codification (“ASC”) is the sole source of authoritative GAAP
recognized by the Financial Accounting Standards Board (“FASB”) that is applicable to the Company. The FASB issues ASUs
to amend the authoritative literature in ASC.

The Company has adopted all recently issued accounting pronouncements with effective dates prior to January 1, 2020. See
Note 2, “Summary of Accounting Policies and Accounting Changes” to the Consolidated Financial Statements for discussion on
adoption of these ASUs and impacts to the Company’s financial statements, which were not material. For all recently issued
accounting pronouncements with effective dates after December 31, 2019, the Company does not expect adoption to have a
material impact on its financial statements, with the possible exception of ASU 2018-12, Financial Services - Insurance (Topic
944): Targeted Improvements to Accounting for Long-Duration Contracts.
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Item 7A.  Quantitative and Qualitative Disclosures About Market Risk.
Quantitative Information About Market Risk

The Company’s consolidated balance sheets include three types of financial instruments subject to the material market risk
disclosures required by the SEC:

1. Investments in Fixed Maturities;
2. Investments in Equity Securities at Fair Value; and
3. Debt.

Investments in Fixed Maturities and Debt are subject to material interest rate risk. The Company’s Investments in Equity
Securities include common and preferred stocks and hedge funds and, accordingly, are subject to material equity price risk and
interest rate 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 December 31, 2019 and 2018 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 prepaid 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 December 31, 2019 and 2018. 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 December 31, 2019 and 2018. 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 level at December 31, 2019 and 2018, with all other
variables held constant. The Company’s investments in common stock equity securities were correlated with the S&P 500 using
the portfolio’s weighted-average beta of 0.99 and 0.97 at December 31, 2019 and 2018, 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 December 31,
2019 and 2018, and weighted on the fair value of such securities at December 31, 2019 and 2018, respectively. For equity
securities without observable market inputs, the Company assumed a beta of 1.00 at December 31, 2019 and 2018.
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Quantitative Information About Market Risk (continued)

The estimated adverse effects on the fair value of the Company’s financial instruments at December 31, 2019 using these
assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total
DOLLARS IN MILLIONS Fair Value Rate Risk Price Risk Market Risk
ASSETS
Investments in Fixed Maturiti€s...........ooveevevieereeeeeieeeece e $ 6,922.1 $§ (489.1) $ — $ (489.1)
Investments in Equity Securities 907.3 (40.2) (175.1) (215.3)
LIABILITIES
DIEDE ittt ettt ettt ta e aeeaeeabeeanas $ 8202 $ 292§ — 8 29.2

The estimated adverse effects on the fair value of the Company’s financial instruments at December 31, 2018 using these
assumptions were:

Pro Forma Increase (Decrease)

Interest Equity Total
DOLLARS IN MILLIONS Fair Value Rate Risk Price Risk Market Risk
ASSETS
Investments in Fixed Maturities.........ccocvevveeviivierieeeieieiieeeieeeeeeee e $ 64242 § (3935) % — $ (393.5)
Investments in Equity Securities 684.4 (7.4) (175.6) (183.0)
LIABILITIES
DS o TSRS $§ 9112 % 343 § — 8 343

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 and fair
value option portfolios 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 and fair value option portfolios. 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 of
market rates on the Company’s income or shareholders’ equity. Further, the computations do not contemplate any actions the
Company may undertake in response to changes in interest rates or equity prices.

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

Qualitative Information About Market Risk

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

The Company manages its interest rate exposures with respect to Investments in Fixed Maturities by investing primarily in
investment-grade securities of moderate effective duration.
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Item 8. Financial Statements and Supplementary Data.

Index to the Consolidated Financial Statements of
Kemper Corporation and Subsidiaries

Consolidated Statements of Income for the Years Ended December 31, 2019, 2018 and 2017

Consolidated Statements of Comprehensive Income (Loss) for the Years Ended December 31, 2019, 2018 and 2017

Consolidated Balance Sheets at December 31, 2019 and 2018

Consolidated Statements of Cash Flows for the Years Ended December 31, 2019, 2018 and 2017 .....c..cccevvevievreeneennnnne.

Consolidated Statements of Shareholders’ Equity for the Years Ended December 31, 2019, 2018 and 2017 ....................

Notes to the Consolidated Financial Statements
Note 1—Basis of Presentation and Significant ESHMALES .........c.cccviriiriieiiiiiiiiieceeie et
Note 2—Summary of Accounting Policies and Accounting Changes.............ccuevverueeiiiieiienienieeie e seeseesieeee e
NoOte 3——ACQUISILION OF BUSINESS .....viiuviiiieriiiiieit ettt ettt et et st esteesteenseensessaesteesseeseessesssesseenseenseensesseenses
INOTE 4—TNVESEINIEIIES ....ceeneiiiiiteet ettt ettt ettt eb sttt a e bbbt bt e he e bt ebt et est et e s et et e bt beebe bt ebeennennene
Note 5—G0o0dWill and INTANGIDLE ASSELS .....eecuieiiriiiiiieiieie ettt ettt ettt sttt et e be et e satesbeesbeebeensesneenees
Note 6—Property and Casualty INSUrance RESEIVES .........cccoiiiriiiiiiiiiiinicnieetnceeeetee ettt
Note 7—Policyholder Contract LIabilities ..........ccerueiruiriiirieiiirieiniie ettt ettt ettt enes
B O TR S B TS o SRR
INOLE O LASES ...ttt ettt st h e bttt a e s h et bbbt et eh e bt bttt ea e e bt bt b et et naeenae
NOte 10—Shareholders” EQUILY .....cccviiiiiierierieeie ettt ettt ettt et et e st estaesaeesseesaesssessaessaenseensesssesssessaensaessenseenses
Note 11—Long-term Equity-based COMPENSATION ......ecuieruieriiriiiieniierieeteeiesttesieesteeteseeesiaesseesseesaesseesseesseenseessesseesses
Note 12—Income from Continuing Operations per Unrestricted Share ...........cooceeveeriiriiiienienieiecie e
Note 13—Other Comprehensive Income (Loss) and Accumulated Other Comprehensive Income..........ccccceeeeeeee.
Note 14—Income from INVESTMENTS ........cciiiiiiiiiiiiriiiirtiec ettt ettt ettt et eae et eanene
NOtE 15——INSUIANCE EXPEIISES ...cuviuiiiiiiiiiieete ettt sttt ettt ettt ettt ettt s bt e s bt et e eatesate s bt e bt ebeeabesaeesbe e beenbeeneesaeennes
INOE 16—TNCOME TAXES ....e.veeneieiteeiieitieit ettt ettt et ettt b e s bt et e et e ebe e s bt e bt et e e st e e bt enbe e bt enbeesteebeenbeennean
NOte 17—Pension BeNETILS. .....c.eiuiiiiiiiiiiitieiieee ettt ettt et s et e e et e eeebe et eee s e eneene e e eneenes
Note 18—Postretirement Benefits Other Than Pensions ...........ccceeoeieiiiiriiininccieeeeee e
NOtE 19—BUSINESS SEEMENES ....eeuvieiiiiiiiiiieriieiteete e ettesteesteeteeetesteesteesteesseessesssesseesseessesssesssesseesseessesssesssesseesenssesssesses
Note 20—Catastrophe REINSUTANCE. .......ccueiiiriieiiiieiieitteritete ettt et e s e e teestesstesseesseebeensesseesseesseenseensesseenees
NOte 21—Other REINSUTIANCE. .......couiitiiiiiiiiiiiietetet sttt ettt ettt e et b ettt be e ennene
Note 22—Fair Value MEaSUICIMENLS. .........c.occueiiiiriiririentiete ettt ettt ettt sttt eteese s et esaesaesbeetesaesbeebeeseennennenee
NOLE 23— CONEINZEICIES. . .c.vvetenteiertentetieteit ettt ettt st ettt eb et ese et et eb et e bt e st bt eb e e b e e bt st e st ebe st ese et et ebe et e e et eebeneenen
INOtE 24——REIALEA PATTIES .....viviiieiieiieiietie ettt ettt e e s st et e e st e neeseen s eseese s enteeseeneeseeneeneeneeneenean
Note 25—Quarterly Financial Information (Unaudit€d)...........coeoveierieiiiiiiiiiiseeeeeeee e
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KEMPER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

For the Year Ended December 31,

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2019 2018 2017
Revenues:
Earned PremIUMIS . .......ooviiiiiieeeeeeee et $44724 $3,384.4 $2,350.0
Net [nvestment INCOME........oouiiiiiiiiiiiieiee e 364.3 340.9 327.2
Other TNCOME ...ttt ettt ettt et e et e esbeessesse e beenseenseesaeseenses 355 422 4.0
Income (Loss) from Change in Fair Value of Equity and Convertible Securities............ 138.9 (64.3) —
Net Realized Gains on Sales of INVESIMENTS .........ccceeeerieiiieiiiiiiieie e sie e 41.9 26.4 56.5
Other-than-temporary Impairment Losses:
Total Other-than-temporary Impairment LOSSES .........cceevevuieiiiieiierieeie e 13.7) 4.5) (14.4)
Portion of Gains (Losses) Recognized in Other Comprehensive Income...................... 0.1) — 0.1
Net Impairment Losses Recognized in Earnings...........cccocveeviiiiiiiiicciiciecieeieeeeeee (13.8) 4.5) (14.3)
TOtAl REVEIIUECS ......evveiiieieeiee ettt ettt e e et e e e e eaa e e e e enteeeseaaeeeesaeeeeenaneeens 5,039.2 3,725.1 2,723.4
Expenses:
Policyholders’ Benefits and Incurred Losses and Loss Adjustment Expenses................. 3,188.3 2,466.5 1,837.4
INSUTANCE EXPEISES....ecveiiiiiiiieiieiieie ettt ettt ettt st e sttt eaeeseesbeesbeebeeneesnee e 1,019.7 900.5 644.3
Loss from Early Extinguishment of Debt..........cccccoiiiiieiiiiiiiiiiieeeeceseeeeieee e 5.8 — —
Interest and Other EXPENSES .......cccveiiieiiiiieiiieite ettt sse v eae e eaeenas 163.8 159.0 80.6
TOtAl EXPEIISES....viiviiiiiiitietieeie ettt ettt ettt et et e e e teeeaeebeeaseeteesaeesseesseessessseseenseesseensenns 4,377.6 3,526.0 2,562.3
Income from Continuing Operations before Income TaXes ..........ccocvveveeviieieiienienieeeeeens 661.6 199.1 161.1
INCOME TaX EXPEINISE.....ecciiiiiiiiciiiieiiecie ettt ettt ettt ettt e ae e e be e e e e seseesaseeenns (130.5) (10.7) (41.2)
Income from Continuing OPETatiONS........c..ccveceerueerieeieriereesieeteereeseesseesseeeeseesseesseeaesseenes 531.1 188.4 119.9
Income from Discontinued OPErations .............c.ecueierverierierrerereereereeeeeeeesessessessesseeseeseens — 1.7 1.0
INEE TICOMIE ..ttt ettt et ettt e b e $ 5311 $ 190.1 120.9
Income from Continuing Operations Per Unrestricted Share: -
BASIC 1.ttt ettt ettt ettt ettt et et et et et e eae et ereeneens $ 804 $ 322 2.32
DHIULEA ..o $ 796 § 319 S 231
Net Income Per Unrestricted Share:

S| L

3.25

3.22

The Notes to the Consolidated Financial Statements are an integral part of these financial statements.
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KEMPER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

For The Years Ended December 31,

DOLLARS IN MILLIONS 2019 2018 2017
INEE INCOMIE ..ottt ettt ettt ettt st et et se e s et ese s eseese s essesesseseesenseseesensesenee $ 5311 $ 190.1 $§ 1209
Other Comprehensive Income (Loss) Before Income Taxes:
Unrealized Holding Gains (LOSSES)......ccuveruierieeieiieniiesieeieeiesiiesieesieeaeeeeseaesseensesssessnenns 405.3 (236.1) 83.8
Foreign Currency Translation Adjustments..........cceeeeieieirieierienieieiese e eeeeeeenes — 0.3 1.7
Decrease (Increase) in Net Unrecognized Postretirement Benefit Costs ..........cccceevenenne (7.8) (6.9) 33
Gain (Loss) on Cash FIOW Hedges ........ccoovrieiiieieieieiece e 0.4 1.2 (6.7)
Other Comprehensive Income (Loss) Before Income Taxes...........coceveeeiieiiiieiienieecieenenns 397.9 (241.5) 82.1
Other Comprehensive Income Tax Benefit (EXPense).........coccvvvveeeieieieienieneieceeseeeene (83.6) 50.7 24.7)
Other Comprehensive INCome (L0SS)........cuiiieiiieiiieieiiieee ettt 314.3 (190.8) 57.4
Total Comprehensive INCOmME (LOSS).......cecviveriiveierieieeiereeeeeeeeeee et $ 8454 $§ (0.7) § 1783

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

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS
Assets:

Investments:
Fixed Maturities at Fair Value (Amortized Cost: 2019 - $6,372.7; 2018 - $6,284.5)................
Equity Securities at Fair Value (Cost: 2019 - $818.8; 2018 - $720.8)..ceeeiereeeieieeeeceeenee
Equity Securities at Modified COSt.........coriiiiriiiiiieirieeceee et

Equity Method Limited Liability Investments at Cost Plus Cumulative Undistributed
BAIMINES . ...ttiitietieie ettt ettt ettt et e et e e e e at e te e be et e enbeeateeae e beenbeenbeenaenraenrean

Convertible Securities at Fair VAU ...........cccooviiiiiiiiiiiiiieicecceeeee e
Short-term Investments at Cost which Approximates Fair Value.............cccccoeeviviiiienieeieennnnne.
Oher INVESIMENLS ......cvviuiiviiiieiieie ettt ettt ettt se e ss e e e s e sbesseesesaeeseeneeseessessessessens

TOtAl INVESTIMENTS.....oouviiiiiiiiee et ettt et e e et e et e e e e et e e et e e e eeaaeeeeeasteesensaeesenaseessanseeesaaneas

Receivables from PolICYhOIAETS .........cooiiieieiiiiiecieeec et
Other RECEIVADIES .....cuiiiiiiei ettt ettt sttt se s e e e e eens
Deferred Policy ACqQUISItION COSES.........eviierierieierieitieieereeteeteeteeeessesetessessessessesseeseeseesaessessessessens
GOOAWILL ...ttt ettt se et e e e et et e et e seeteeneeneeneeneeneenens
CUIrent INCOME TaAX ASSELS ....eiuietieiieieiieitieiterte ettt e e et e e testeesbeebeesbeeseesseenbeenseenseeneesseensean
ONET ASSELS ....iviitieieete ettt ettt et e et e et e et e e ete et e e teeeteeebeesbeesseeseesseeebeenbeesbeesseeseesseenseenseessesseerean
TOTAL ASSEES ...ttt ettt h bt a ettt ettt b e bttt ene bt ne et et eeens
Liabilities and Shareholders’ Equity:
Insurance Reserves:

Life and HEalth .........ccoeiiiiieiccice ettt et ese e ss e nnes

Property and CaSUaLLY .......c.ociiiieiiieiieieeeecte ettt ettt teebe b et sreebeebeesaeeaeeneenre e
Total INSUTANCE RESEIVES ....c.viiviiiiiieiciieiieiieiete ettt ettt ettt saesb b sesbeeteeseesaessessessensens
UNEarned PIOMIUMS.........c.eiiiiiieiiiiieiti ettt ettt et eete e teebeeaaesteesbeebeesseessesseesseesseessesseeseas
Policyholder Contract Liabilities.........c.ccveieieieiiiiiiiieriere ettt ettt sa s s nens
Deferred Income Tax Liabilities .........ccveieieieieiiriesieeieie ettt
Liabilities for Unrecognized Tax Benefits........ccceevuiriiiieiieiiieieciesieciteie et
Accrued Expenses and Other Liabilities. ........covevrueieirieiienieiieiccsteeieeeeee e

Long-term Debt, Current and Non-current, at Amortized Cost (Fair Value: 2019 - $820.2; 2018
2 BT L.2) ettt et ettt ettt et et et e eteeaeeateat et et reans

TOAl LIADTIEIES ...ttt ettt ettt sttt et st eees
Shareholders’ Equity:

Common Stock, $0.10 Par Value Per Share, 100 Million Shares Authorized; 66,665,888
Shares Issued and Outstanding at December 31, 2019 and 64,756,833 Shares Issued and
Outstanding at December 31, 2018 .........ccuieiiiiiiieiieieeeetere et se e ebe e

Paid-n Capital .......ccoeieieieieieieee ettt ne e nsennes
Retained Earnings ........ccovieiieiiiieiieieeeeettete ettt ettt ettt steebe b e esaesseesbeesbeessesseeseenseens
Accumulated Other Comprehensive INCOME ........c..evieiriiririeieeeee e
Total Shareholders’ EQUILY.........coiiiiieiiiiiiieeieecieeie ettt b et sveebeeae s e saeeneas
Total Liabilities and Shareholders’ EQUILY..........cccoeiviviiiiieiieieieieiee et

December 31,

2019 2018

6,922.1 $ 6,424.2

907.3 684.4
41.9 415
220.4 187.0
37.3 31.5
470.9 286.1
444.5 414.8
9,044.4 8,069.5
136.8 75.1
1,117.1 1,007.1
219.7 245.4
537.7 470.0
1,114.0 1,112.4
44.7 38.9
774.7 526.5

12,989.1 § 11,5449

3,502.0 $ 3,491.9

1,969.8 1,874.9
5471.8 5,366.8
1,545.5 1,4243
309.8 76.8
178.2 26.2
— 4.4
733.1 687.3
778.4 909.0
9,016.8 8,494.8
6.7 6.5
1,819.2 1,666.3
1,810.3 1,355.5
336.1 21.8
3,972.3 3,050.1

12,989.1 § 11,5449

The Notes to the Consolidated Financial Statements are an integral part of these financial statements.
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KEMPER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For The Years Ended December 31,

DOLLARS IN MILLIONS 2019 2018 2017
Operating Activities:
INEE INCOIME 1.ttt sttt ettt sttt ettt e st bene e s ese s e sene $ 531.1 § 190.1 $ 1209
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Increase in Deferred Policy ACqUiSition COSES......icvieierieriieiieieeieeiesie e eee e enns (66.9) (104.6) (33.3)
Amortization of Intangible ASSets ACQUITEd .........cceeoeruiruieieieieiee e 29.7 156.3 5.1
Equity in Earnings of Equity Method Limited Liability Investments............ccccceceveruennenee. (1.0) (11.0) (24.8)
Contribution to Defined Benefit Pension Plan............cccoocvevieiiiiiiiiiciciiecceieeeeeeeevee (55.3) .D —
Distribution of Accumulated Earnings of Equity Method Limited Liability Investments... 11.9 13.9 19.6
Decrease (Increase) in Value of Fair Value Option Investments reported in Investment
INCOMIE. ...ttt sttt s et et s s e et rae s e s s s anane — — (1.3)
Decrease (Increase) in Value of Equity and Convertible Securities at Fair Value................ (138.9) 64.3 —
Amortization of Investment Securities and Depreciation of Investment Real Estate........... 0.5 7.7 16.7
Net Realized Gains on Sales of INVESTMENTS..........cceecuieeiieiiiiiiiieeiiecie e (41.9) (26.4) (56.5)
Net Impairment Losses Recognized in EQrnings .........cccceecvevieniieniieiienienienieieeieeeesieeneen 13.8 4.5 14.3
Loss from Early Extinguishment of Debt ..........ccccooviiiiiniiiiiiiiiiieeece e 5.8 — —
Depreciation and Amortization of Property, Equipment and Software.............ccccoevveveenne 32.8 15.6 13.1
Increase in RECEIVADIES ........ooiiiiieiiciicieceeeee ettt saeeae e eeaeens (84.3) (80.7) (29.2)
Increase in INSUTance RESEIVES .......c.eeuiiiiuieieieieeee ettt 102.3 183.2 131.1
Increase in Unearned Premilms. .........cooeiieieieiienieiere ettt 121.2 54.7 35.2
Change in INCOME TAXES .....eevueeriiiiiiiiiiesieee ettt sttt et st sbee bt beentesenesee 58.8 13.1 28.9
Change in Accrued Expenses and Other Liabilities ..........cocevviiiiinieniieiienieiieieieeeeee (16.0) 49.9 2.9
ONET, INEL ...ttt ettt ettt s ettt a et b et eneebeeeneas 30.7 13.7 (2.1
Net Cash Provided by Operating ACHVITIES ...cveevverieriieriieieeieriesieesieeeeeeesteesteesseeaeeseesseenseas 534.3 539.2 240.6
Investing Activities:
Sales, Paydowns and Maturities of Fixed Maturities...........ccecveeierierieriresenieeeeeceieeene 1,229.1 2,643.3 528.2
Purchases of FiXed MAtUrities .........oueierieriiriereeieeie ettt nees (1,284.9) (2,413.2) (710.1)
Sales of Equity and Convertible SECUTTHES .......ccuerierieriieiienieniierieeie et 217.3 351.9 342.0
Purchases of Equity and Convertible SECUTTHES .......coevverierieniieriieieeieeiesieeieeie e (307.0) (478.5) (342.7)
Acquisition and Improvements of Investment Real Estate ...........cccceevvevienienieniecieniennens (1.4) (1.5) (1.5)
Sales of Investment Real EState .........ccocoeiiiiiiiiiiiiiiice e — — 26.7
Sale of and Return of Investment of Equity Method Limited Liability Investments........... 29.5 14.1 48.1
Acquisitions of Equity Method Limited Liability Investments ............ccccoeveiecierenenennnnne. (73.7) (43.1) (27.9)
Sales of Fair Value Option INVESIMENLS ........ccoerviriirieiieiieieieieiieieeeie e — — 422
Purchases of Fair Value Option INVEStMENES..........ccuerieriiiriiiieiieniieieeie et — — (7.0)
Decrease (Increase) in Short-term INVESTMENtS ........c.eecvevieriieriieiiiierieeeie e (176.0) 52.7 39.4
Acquisition of Business, Net of Cash ACQUITed..........cceveeviiiiiiiinieniieie e — (560.6) —
Acquisitions Of Mortgage LOANS .......ccuievieierieiiieieeie ettt sre e be e ssaesseenseenne e (44.5) — —
Paydowns of Mort@age LOAnS .........ccceoveieiiiiiiiieee ettt 17.2 — —
Increase in Other INVESTMENES ........ccuiriiiiiiieiieieee et (0.1) (2.0) (4.5)
Purchases of Corporate-owned Life INSUance ...........cceeveieierierienieneneee e (150.0) — —
Acquisition of Software and Long-1ived ASSEtS........cevverieririiiriiirieniieeeie e (84.0) (65.3) (35.9)
OLNET, NNEL ..o ettt ettt ettt et e e eaeeae et et et e eeeenas (4.9 4.6 (2.8)
Net Cash Used by INVESNG ACHVITIES ...ecveervieieeieriieriierieeieeeesieesteesieeseeeesseesseesseesesseesseensens (633.4) (497.6) (105.4)
Financing Activities:
Net Proceeds from Issuance of Long-term Debt..........ccccoeieiiieiiniiiiircceeeeeeen 49.9 249.4 200.2
Repayment of Long-term Debt ..........ccueiieiiiiiiiiieieteeee e (185.0) (215.0) (360.0)
Proceeds from Policyholder Contract Liabilities .........ccccvevveieierierienieniee e 615.8 11.4 3.0
Repayment of Policyholder Contract Liabilities.......ceeoveeierieniieniieieeiesiesiieieeieeee e (383.6) 2.5) 2.9)
Proceeds from Issuance of Common Stock, Net of Transaction CostS...........ccovveeeeeuveeeennes 127.5 — —
Dividends and Dividend Equivalents Paid...........c.cccccieviirienienieniieieceeeeceeeee e (67.8) (56.4) (49.5)
Proceeds from Shares Issued under Employee Stock Purchase Plan.............ccccceevuveiennnne. 1.6 — —
Cash Exercise 0f StOCK OPHONS .....cc.eeuiiuiiuieiieieieiesie sttt eas 24 0.9 4.0
Net Cash Provided (Used) by Financing ACtiVItIes ........c..ccerueieuirieinenieinenieenieeceneeesieeenens 160.8 (12.2) (205.2)
Increase (Decrease) N Cash.......oueiieiiiiiiiiiiieieee ettt st 61.7 29.4 (70.0)
Cash, BeZINNING OF YEAT ....cc.eoiiiiiiieiieiecie ettt sttt et seenbeenaeeee 75.1 45.7 115.7
Cash, ENA OF Y AT .......oiiieiiceieeeee e ettt e et eeeneeeeaeeeeneeenns $ 1368 $ 751 $ 457

The Notes to the Consolidated Financial Statements are an integral part of these financial statements.
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KEMPER CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

For the Years Ended December 31, 2019, 2018 and 2017

Accumulated
Number Other Total

DOLLARS AND SHARES IN MILLIONS, of Common Paid-in Retained Comprehensive Shareholders’
EXCEPT PER SHARE AMOUNTS Shares Stock Capital Earnings Income (Loss) Equity
BALANCE, DECEMBER 31, 2016 ........................ 513§ 51§ 6603 § 1,172.8 $ 1370 § 1,975.2
Cumulative Effect of Adoption of New Accounting

Standard... — — — 0.5 — 0.5
NEt INCOME ... — — — 120.9 — 120.9
Other Comprehensive Income (Loss) (Note 13)........ — — — — 57.4 57.4
Cash Dividends and Dividend Equivalents to
Shareholders ($0.96 per share)..............ccoun.eee. — — — (49.5) — (49.5)
Equity-based Compensation Cost (Note 11) — — 9.4 — — 9.4
Equity-based Awards, Net of Shares Exchanged

(NOE 11) ettt 0.2 — 34 1.7 — 1.7
BALANCE, DECEMBER 31, 2017 As Reported .. 515§ 51 $§ 673.1 §$ 1,243.0 $ 1944 § 2,115.6
Cumulative Effect of Adoption of New Accounting

Standards ..o — — — (18.2) 18.2 —
BALANCE, JANUARY 1, 2018 As Adjusted......... 51.5 5.1 673.1 1,224.8 212.6 2,115.6
NEt INCOME ... — — — 190.1 — 190.1
Other Comprehensive Income (Loss) (Note 13)........ — — — — (190.8) (190.8)
Cash Dividends and Dividend Equivalents to

Shareholders ($0.96 per share)...........ccccccevueee. — — — (56.4) — (56.4)
Issuances of Common Stock (Note 3).........ccceveuneene. 13.1 1.4 977.2 — — 978.6
Equity-based Compensation Cost (Note 11).............. — — 18.6 — — 18.6
Equity-based Awards, Net of Shares Exchanged

(NOE 11) i 0.1 — (2.6) (3.0) — (5.6)
BALANCE, DECEMBER 31,2018 ........................ 647 $ 6.5 $1,6663 § 1,3555 $ 218 § 3,050.1
Net Income ... — — — 531.1 — 531.1
Other Comprehensive Income (Loss) (Note 13)........ — — — — 314.3 314.3
Cash Dividends and Dividend Equivalents to

Shareholders ($1.03 per share).........cccccceeevrieuennne — — — (68.4) — (68.4)
Issuances of Common Stock (Note 10)...........c.c........ 1.6 0.2 127.0 — — 127.2
Shares Issued Under Employee Stock Purchase Plan

(NOtE 10).eeivveeeeeeeeeseeeie e — — 1.9 — — 1.9
Equity-based Compensation Cost (Note 11).............. — — 25.3 — — 25.3
Equity-based Awards, Net of Shares Exchanged

(NOLE 1) 0.4 — (1.3) (7.9) — 9.2)
BALANCE, DECEMBER 31, 2019 66.7 $ 6.7 $1,819.2 § 1,810.3 $§ 336.1 $ 3,972.3

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

NOTE 1. BASIS OF PRESENTATION AND SIGNIFICANT ESTIMATES

The Consolidated Financial Statements included herein have been prepared on the basis of accounting principles generally
accepted in the United States (“GAAP”) and include the accounts of Kemper Corporation (“Kemper”) and its subsidiaries
(individually and collectively referred to herein as the “Company”). All significant intercompany accounts and transactions
have been eliminated. Certain prior year amounts for policyholder contract amounts have been reclassified to conform to the
current presentation.

Use of Estimates

The preparation of financial statements in conformity 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. Actual results could differ materially from
those estimates and assumptions.

The fair values of the Company’s Investments in Fixed Maturities, Investments in Convertible Securities at Fair Value,
Investments in Equity Securities at Fair Value and Debt are estimated using a hierarchical framework which prioritizes and
ranks market price observability. The carrying amounts reported in the Consolidated Balance Sheets approximate fair value for
Cash, Short-term Investments and certain other assets and other liabilities because of their short-term nature. The actual value at
which financial instruments could be sold or settled with a willing buyer or seller may differ from estimated fair values
depending on a number of factors, including, but not limited to, current and future economic conditions, the quantity sold or
settled, the presence of an active market and the availability of a willing buyer or seller.

The process of estimating and establishing reserves for losses and loss adjustment expenses ("LAE") for property and casualty
insurance is inherently uncertain, and the actual ultimate net cost of known and unknown claims may vary materially from the
estimated amounts reserved. The reserving process is particularly imprecise for claims involving long-tailed exposures, which
may not be discovered or reported until years after the insurance policy period has ended. Management considers a variety of
factors, including, but not limited to, past claims experience, current claim trends and relevant legal, economic and social
conditions, in estimating reserves. A change in any one or more factors is likely to result in the ultimate net claim costs differing
from the estimated reserve. Changes in such estimates may be material and would be recognized in the Consolidated Financial
Statements when such estimates change.

The process of determining whether an asset is impaired or recoverable relies on projections of future cash flows, operating
results and market conditions. Projections are inherently uncertain, and, accordingly, actual future cash flows may differ
materially from projected cash flows. As a result, the Company’s assessment of the impairment of long-lived assets is
susceptible to the risk inherent in making such projections.

NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTING CHANGES
Investments

Investments in Fixed Maturities include bonds, notes and redeemable preferred stocks. Investments in Fixed Maturities are
classified as available for sale and reported at fair value. Net Investment Income, including amortization of purchased
premiums and accretion of market discounts, on Investments in Fixed Maturities is recognized as interest over the period that it
is earned using the effective yield method. Unrealized appreciation or depreciation, net of applicable deferred income taxes, on
fixed maturities classified as available for sale is reported in Accumulated Other Comprehensive Income (“AOCI”) included in
Shareholders’ Equity.

Investments in Convertible Securities include fixed maturities with equity conversion features. The Company has elected the
fair value option method of accounting for investments in Convertible Securities and records Convertible Securities at fair value
on the Consolidated Balance Sheets. Changes in fair value of Convertible Securities are recorded in the Consolidated
Statements of Income during the period such changes occur.

Equity investments include common stocks, non-redeemable preferred stocks, exchange traded funds, money market mutual
funds and limited liability companies and investment partnerships in which the Company’s interests are deemed minor. Equity
investments with readily determinable fair values are recorded as Equity Securities at Fair Value on the Consolidated Balance
Sheets. Effective January 1, 2018, changes in the fair value of such equity securities are reported in the Consolidated Statements
of Income. Prior to January 1, 2018, changes in the fair values of such equity securities were reported in AOCI. Dividend
income on investments in common and non-redeemable preferred stocks is recognized on the ex-dividend date. The Company
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

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

holds certain equity investments without readily determinable fair values at cost, less impairment, if any, plus or minus changes
resulting from observable price changes in orderly transactions for the identical or similar investment of the same issuer on the
Consolidated Balance Sheets as Equity Securities at Modified Cost. Changes in the carrying value of Modified Cost
investments due to observable price changes are recorded as Income (Loss) from Change in Fair Value of Equity and
Convertible Securities.

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.

Short-term Investments include certificates of deposit and other fixed maturities that mature within one year from the date of
purchase, U.S. Treasury bills, money market mutual funds and overnight interest bearing accounts. Short-term Investments are
reported at cost, which approximates fair value.

Other Investments primarily include loans to policyholders, real estate and mortgage loans. Loans to policyholders are carried
at unpaid principal balance. Real estate is carried at cost, net of accumulated depreciation. Real estate is depreciated over the
estimated useful life of the asset using the straight-line method of depreciation. Real estate is evaluated for impairment when
events or circumstances indicate the carrying value may not be recoverable. An impairment loss on real estate is recognized
when the carrying value exceeds the sum of undiscounted projected future cash flows as well as the fair value, or, in the case of
a property classified as held for sale, when the carrying value exceeds the fair value, net of costs to sell. Mortgage loans are
carried at amortized cost, net of a reserve for expected credit losses.

Gains and losses on sales of investments are computed on the specific identification method and are reported in the
Consolidated Statements of Income in the period in which the sales occur. 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. Losses are computed
on the specific identification method and reported in the Consolidated Statements of Income in the period that the decline is
determined to be other than temporary. The portion of an impairment of an investment in a fixed maturity attributed to a credit
loss is reported in Net Impairment Losses Recognized in Earnings in the Consolidated Statements of Income, with the portion
of the impairment that is not attributed to a credit loss reported in AOCI.

Fair Value Measurements

The Company uses a hierarchical framework which prioritizes and ranks the market observability of inputs used in fair value
measurements. Market price observability is affected by a number of factors, including the type of asset or liability and the
characteristics specific to the asset or liability being measured. Assets and liabilities with readily available, active, quoted
market prices or for which fair value can be measured from actively quoted prices generally are deemed to have a higher degree
of market price observability and a lesser degree of judgment used in measuring fair value. The Company classifies the inputs
used to measure fair value into one of three levels as follows:

* Level | — Quoted prices in an active market for identical assets or liabilities;

*  Level 2 — Observable inputs other than Level 1, quoted prices for similar assets or liabilities in active markets, quoted
prices for identical or similar assets and liabilities in markets that are not active, and model-derived prices whose
inputs are observable or whose significant value drivers are observable; and

*  Level 3 — Significant unobservable inputs for the asset or liability being measured.

Observable inputs are based on market data obtained from independent sources, while unobservable inputs are based on the
Company’s market assumptions. Unobservable inputs require significant management judgment or estimation. In some cases,
the inputs used to measure an asset or liability may fall into different levels of the fair value hierarchy. In those cases, the fair
value measurement is categorized in its entirety in the same level of the fair value hierarchy as the lowest level of input that is
significant to the entire measurement. Such determination requires significant management judgment.

Deferred Policy Acquisition Costs

Costs directly associated with the successful acquisition of business, principally commissions and certain premium taxes and
policy issuance costs, are deferred. Costs deferred on property and casualty insurance contracts and short duration health
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTING CHANGES (Continued)

insurance contracts are amortized over the period in which premiums are earned. Costs deferred on traditional life insurance
products and other long-duration insurance contracts are primarily amortized over the anticipated premium-paying period of the
related policies in proportion to the ratio of the annual premiums to the total premiums anticipated, which is estimated using the
same assumptions used in calculating policy reserves.

Goodwill

The cost of an acquired entity over the fair value of net assets acquired is reported as Goodwill. Goodwill is not amortized, but
rather is tested for recoverability annually or when certain triggering events require testing.

Insurance Reserves

Reserves for losses and LAE on property and casualty insurance coverage and health insurance coverage represent the
estimated claim cost and loss adjustment expense necessary to cover the ultimate net cost of investigating and settling all losses
incurred and unpaid at the end of any given accounting period. Such estimates are based on individual case estimates for
reported claims and estimates for incurred but not reported (“IBNR”) losses, including expected development on reported
claims. These estimates are adjusted in the aggregate for ultimate loss expectations based on historical experience patterns and
current economic trends, with any change in the estimated ultimate liabilities being reported in the Consolidated Statements of
Income in the period of change. Changes in such estimates may be material.

For traditional life insurance products, the reserves for future policy benefits are estimated on the net level premium method
using assumptions as of the issue date for mortality, interest, policy lapses and expenses, including provisions for adverse
deviations. These assumptions vary by such characteristics as plan, age at issue and policy duration. Mortality assumptions are
based on the Company’s historical experience and industry standards. Interest rate assumptions principally range from 3% to
7%. Lapse rate assumptions are based on actual and industry experience. 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 IBNR life insurance claims. Prior to 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 proof of death had been provided. In 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 the year ended December 31, 2016 included a charge of $77.8 million to
recognize the initial 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. The Company reduced its estimate of the initial impact of
using death verification databases by $21.0 million for the year ended December 31, 2019.

Policyholder Contract Liabilities

Policyholder contract liabilities include Federal Home Loan Bank (“FHLB”) funding agreements used for spread lending
purposes and universal life-type policyholder contracts and are stated at account balances.

Other Receivables

Other Receivables primarily include reinsurance recoverables and accrued investment income. Reinsurance Recoverables were
$122.6 million and $158.3 million at December 31, 2019 and 2018, respectively. Accrued Investment Income was $78.7 million
and $77.9 million at December 31, 2019 and 2018, respectively.

Other Assets

Other Assets primarily include property and equipment, internal use software, right-of-use assets, insurance licenses acquired in
business combinations, the value of other intangible assets acquired, corporate-owned life insurance (“COLI”) and prepaid
expenses. Property and equipment is depreciated over the useful lives of the assets, generally using the straight-line or double
declining balance methods of depreciation depending on the asset involved. Internal use software is amortized over the useful
life of the asset using the straight-line method of amortization and is evaluated for recoverability upon identification of
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTING CHANGES (Continued)

impairment indicators. Insurance licenses acquired in business combinations and other indefinite life intangibles are not
amortized, but rather tested periodically for recoverability.

COLI is reported at cash surrender value with changes due to cost of insurance and investment experience reported in Other
Income in the Consolidated Statements of Income. COLI was $217.0 million and $59.3 million at December 31, 2019 and
2018, respectively.

The Company accounts for the value of business acquired (“VOBA?”) based on actuarial estimates of the present value of future
cash flows embedded in insurance in force as of an acquisition date. VOBA was $24.1 million and $30.2 million at

December 31, 2019 and 2018, respectively. VOBA is amortized over the expected profit emergence period of the policies in
force as of the acquisition date. The Company evaluates VOBA assets for recoverability annually.

The Company accounts for the future profits embedded in customer relationships (“Customer Relationships™) acquired based
on the present value of estimated future cash flows from such relationships. Customer Relationships was $4.3 million and $6.7
million at December 31, 2019 and 2018, respectively, and are amortized on a straight-line basis over the estimated useful life of
the relationship. Customer Relationships are tested for recoverability using undiscounted projections of future cash flows and
written down to estimated fair value if the carrying value exceeds the sum of such projections of undiscounted cash flows.

The Company accounts for the present value of the future profits embedded in broker or agent relationships acquired (“Agent
Relationships™) based on the present value of estimated future cash flows from such acquired relationships or, using the cost
recovery method, which estimates the ultimate cost to build a comparable distribution network. Agent Relationships was $62.5
million and $68.0 million at December 31, 2019 and 2018, respectively, and are amortized on a straight-line basis over the
estimated useful life of the relationship. Agent Relationships are tested for recoverability using undiscounted projections of
future cash flows and written down to estimated fair value if the carrying value exceeds the sum of such projections of
undiscounted cash flows.

Accrued Expenses and Other Liabilities

Accrued Expenses and Other Liabilities primarily include drafts payable, accrued salaries and commissions, pension benefits,
postretirement medical benefits, lease liability and accrued taxes, licenses and fees.

Recognition of Earned Premiums and Related Expenses

Property and casualty insurance and short duration health insurance premiums are deferred when written and recognized and
earned ratably over the periods to which the premiums relate. Unearned Premiums represent the portion of the premiums
written related to the unexpired portion of policies in force which has been deferred and is reported as a liability. The Company
performs a premium deficiency analysis typically at a product line level, namely automobile insurance, homeowners insurance
and other insurance, which is consistent with the manner in which the Company acquires and services policies and measures
profitability. Anticipated investment income is excluded from such analysis. A premium deficiency is recognized when the sum
of expected claim costs, claim adjustment expenses, unamortized deferred policy acquisition costs and maintenance costs
exceeds the related unearned premiums by first reducing related deferred policy acquisition costs to an amount, but not below
zero, at which the premium deficiency would not exist. If a premium deficiency remains after first reducing deferred policy
acquisition costs, a premium deficiency reserve is established and reported as a liability in the Company’s financial statements.

Traditional life insurance premiums are recognized as revenue when due. Policyholders’ benefits are associated with related
premiums to result in recognition of profits over the periods for which the benefits are provided using the net level premium
method.

Policyholders’ Benefits and Incurred Losses and Loss Adjustment Expenses include provisions for future policy benefits under
life and certain accident and health insurance contracts and provisions for reported claims, estimates for IBNR claims and loss
adjustment expenses. Benefit payments in excess of policy account balances are expensed.
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NOTE 2. SUMMARY OF ACCOUNTING POLICIES AND ACCOUNTING CHANGES (Continued)
Reinsurance

In the normal course of business, Kemper’s insurance subsidiaries reinsure certain risks above certain retention levels with
other insurance enterprises. These reinsurance agreements do not relieve Kemper’s insurance subsidiaries of their legal
obligations to the policyholder. Amounts recoverable from reinsurers are included in Other Receivables.

Gains related to long-duration reinsurance contracts are deferred and amortized over the life of the underlying reinsured
policies. Losses related to long-duration reinsurance contracts are recognized immediately. Any gain or loss associated with
reinsurance agreements for which Kemper’s insurance subsidiaries have been legally relieved of their obligations to the
policyholder is recognized in the period of relief.

Income Taxes

Deferred income tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred
income tax assets and liabilities are measured using enacted tax rates in effect for the year in which those temporary differences
are expected to be recovered or settled. A valuation allowance, if any, is maintained for the portion of deferred income tax
assets that the Company does not expect to recover. Increases, if any, in the valuation allowance for deferred income tax assets
are recognized as income tax expense. Decreases, if any, in the valuation allowance for deferred income tax assets are generally
recognized as income tax benefit. The effect on deferred income tax assets and liabilities of a change in tax law including a
change in tax rates is recognized in income from continuing operations in the period in which the change is enacted.

The Company reports a liability for unrecognized tax benefits, if any, resulting from uncertain tax positions taken, or expected
to be taken, in an income tax return, if any. The Company recognizes interest and penalties, if any, related to unrecognized tax
benefits in income tax expense.

Discontinued Operations

In 2008, the Company sold its Unitrin Business Insurance operations and retained certain liabilities for unpaid insured losses
that occurred prior to the date of the sale. Changes in the Company’s estimate of such retained liabilities after the sale are
reported in Income from Discontinued Operations.

Change in Accounting and Adoption of New Accounting Standards

Accounting Standards Adopted in 2019

Effective January 1, 2019, the Company adopted Financial Accounting Standards Board (“FASB”’) Accounting Standards
Update (“ASU”) 2016-02, Leases—(Topic 842). ASU 2016-02 introduced a lessee model that requires the recognition of a
right-of-use (“ROU”) asset and a lease liability for all leases with terms greater than twelve months. The Company adopted
ASU 2016-02 using the modified retrospective method at the beginning of the period of the adoption and elected the permitted
practical expedients to not reassess whether any expired or existing contracts contain leases, the lease classification for any
expired or existing leases and initial direct costs for any existing leases. The adoption of ASU 2016-02 had no impact on the
Company’s Shareholders’ Equity as of January 1, 2019, but resulted in the establishment of a ROU asset of $66.5 million, a
lease liability of $82.5 million and an adjustment to deferred rent liability of $16.0 million. The ROU asset and related
liabilities were included in Other Assets and Accrued Expenses and Other Liabilities, respectively, on the Consolidated Balance
Sheet at December 31, 2019.

In August 2017, the FASB issued ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements to Derivatives
and Hedging Activities. ASU 2017-12 aligns an entity’s risk management activities and financial reporting for hedging
relationships through changes to both the designation and measurement guidance for qualifying hedging relationships and the
presentation of hedge results. The amendments in ASU 2017-12 expand and refine hedge accounting for both nonfinancial and
financial risk components and align the recognition and presentation of the effects of the hedging instrument and the hedged
item in the financial statements. Furthermore, the amendments make certain targeted improvements to simplify the application
of hedge accounting guidance and ease the administration of hedge documentation requirements and assessing hedge
effectiveness. ASU 2017-12 is effective for annual periods beginning after December 15, 2018 and interim periods. The impact
of adoption of ASU 2017-12 on the Company’s consolidated financial position was not material.
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In August 2018, the SEC issued Final Rule Release No. 33-10532, “Disclosure Update and Simplification,” which made a
number of changes meant to simplify interim disclosures. The new rule required a presentation of changes in stockholders’
equity in the form of a reconciliation, either as a separate financial statement or in the notes to the financial statements, for the
current and comparative year-to-date interim periods. In July 2019, the FASB issued ASU 2019-07, “Codification Updates to
SEC Sections - Amendments to SEC Paragraphs Pursuant to SEC Final Rule Releases No. 33-10532, Disclosure Update and
Simplification, and Nos. 33-10231 and 33-10442, Investment Company Reporting Modernization and Miscellaneous Updates
(SEC Update).” ASU 2019-07 codifies Final Rule Release No. 33-10532 and was effective immediately. The additional
elements of this release did not have a material impact on the Company’s overall Consolidated Financial Statements.

Accounting Standards Not Yet Adopted

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 existing incurred loss impairment model with an expected credit
loss impairment model. The expected credit loss impairment model requires the entity to recognize its estimate of expected
credit losses for affected financial assets using an allowance for credit losses 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. 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
occurred during the period. Credit losses on available-for-sale debt securities are measured in a manner similar to current
GAAP, although ASU 2016-13 requires that they be presented as an allowance rather than as a write-down of the amortized
cost. In situations where the estimate of credit loss on an available-for-sale debt security declines, entities will be able to record
a reversal of the allowance to income in the current period, which was prohibited prior to the adoption of ASU 2016-13. ASU
2016-13 is effective for annual periods beginning after December 15, 2019 and interim periods within those annual periods. The
impact of the initial adoption of ASU 2016-13 is not expected to be material.

In August 2018, the FASB issued ASU 2018-12, Financial Services—Insurance (Topic 944): Targeted Improvements to
Accounting for Long-Duration Contracts. ASU 2018-12 amends the accounting model for certain long-duration insurance
contracts and requires the insurer to provide additional disclosures in annual and interim reporting periods. ASU 2018-12 is
effective for fiscal years beginning January 1, 2022. The amendments in ASU 2018-12 are intended to improve measurement of
the liability for future policy benefits related to nonparticipating traditional and limited-payment contracts, measurement and
presentation of market risk benefits, amortization of deferred acquisition costs, and enhance presentation and disclosures. The
Company is currently evaluating the impact of this guidance on its financial statements.

In April 2019, the FASB issued ASU 2019-04, Codification Improvements to Topic 326, Financial Instruments—Credit Losses,
Topic 815, Derivatives and Hedging, and Topic 825, Financial Instruments. ASU 2019-04 clarifies certain aspects of
accounting for credit losses, hedging activities, and financial instruments, previously addressed by ASU 2016-13, Measurement
of Credit Losses on Financial Instruments, ASU 2017-12, Targeted Improvements to Derivatives and Hedging Activities, and
ASU 2016-01, Recognition and Measurement of Financial Assets and Financial Liabilities. The Company adopted ASU
2017-12 in the first quarter of 2019. Accordingly, the amendments in ASU 2019-04 related to clarifications on accounting for
hedging activities are effective for the Company in the first quarter of 2020. The amendments of ASU 2019-04 related to ASU
2016-01 and ASU 2016-13 are effective for annual periods beginning after December 15, 2019, and interim periods within
those annual periods. The impact of the initial adoption of ASU 2019-04 is not expected to be material.

In May 2019, the FASB issued ASU 2019-05, Financial Instruments—Credit Losses (Topic 326): Targeted Transition Relief-
ASU 2019-05 provides transition relief for entities adopting the credit loss standard, ASU 2016-13. Specifically ASU 2019-05
amends ASU 2016-13 to allow companies to irrevocably elect, upon adoption of ASU 2016-13, the fair value option for
financial instruments that are: (i) within the scope of the credit loss guidance in Accounting Standards Codification (“ASC”)
Topic 326, Financial Instruments—Credit Losses; (ii) were previously recorded at amortized cost; (iii) are eligible for the fair
value option under ASC Topic 825, Financial Instruments; and (iv) are not held to maturity debt. ASU 2019-05 is effective for
annual periods beginning after December 15, 2019 and interim periods within those annual periods. The Company does not
intend to elect the fair value option upon adoption of ASU 2016-13 for financial instruments outlined above.
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In December 2019, the FASB issued ASU 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes.
ASU 2019-12 is intended to simplify accounting for income taxes by eliminating certain exceptions to the guidance in ASC
Topic 740 related to the approach for intraperiod tax allocation, the methodology for calculating income taxes in an interim
period, and the recognition of deferred tax liabilities for outside basis differences. ASU 2019-12 also simplifies aspects of the
accounting for franchise taxes and enacted changes in tax laws or rates and clarifies the accounting for transactions that result in
a step-up in the tax basis of goodwill. Further, ASU 2019-12 clarifies that single-member limited liability companies and
similar disregarded entities that are not subject to income tax are not required to recognize an allocation of consolidated income
tax expense in their separate financial statements, but they could elect to do so. ASU 2019-12 is effective for annual periods
beginning after December 15, 2020 and interim periods within those annual periods. 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 January 1, 2020.
Other than the adoption of ASU 2016-02, Leases—(Topic 842), there were no adoptions of such accounting pronouncements
during the year ended December 31, 2019 that had a material impact on the Company’s Consolidated Financial Statements.
With the exception of ASU 2018-12, Financial Services—Insurance (Topic 944):Targeted Improvements to Accounting for
Long-Duration Contracts, the Company does not expect the adoption of recently issued accounting pronouncements with
effective dates after December 31, 2019 to have a material impact on the Company’s financial statements and/or disclosures.

NOTE 3. ACQUISITION OF BUSINESS
Acquisition of Infinity Property and Casualty Corporation

On July 2, 2018, Kemper acquired 100% of the outstanding common stock of Infinity Property and Casualty Corporation
(“Infinity”), pursuant to the terms of the merger agreement dated February 13, 2018, with total cash, stock and equity-based
compensation consideration paid to Infinity shareholders of approximately $1.5 billion. In conjunction with closing the
acquisition, Kemper issued 13,184,107 shares, with an aggregate fair value of $982.5 million based on Kemper’s July 2, 2018
stock price of $74.53 per share, and paid $564.6 million in cash consideration to Infinity’s shareholders. In addition, Kemper
issued 44,010 restricted stock units under Kemper’s equity-based compensation plan to replace Infinity restricted shares that
were outstanding immediately prior to the closing. The aggregate fair value of such Kemper restricted stock units granted was
$3.3 million at July 2, 2018, of which $1.6 million is attributed to service provided prior to the closing and included in
consideration paid. The remaining amount of $1.7 million is attributed to future service and will be recognized in compensation
expense primarily over a period of two years. The cash consideration was funded by cash on hand as of July 2, 2018, inclusive
of $250.0 million in borrowings under the Company’s delayed draw term loan facility and $110.0 million of Kemper subsidiary
borrowings from the FHLB of Dallas and FHLB of Chicago. On July 13, 2018, Kemper subsidiaries repaid in full the $110.0
million of FHLB borrowings, plus accrued interest. On December 28, 2018, Kemper repaid $215.0 million of the delayed draw
term loan facility. See Note 8, “Debt,” to the Consolidated Financial Statements for additional information. Infinity is a national
provider of auto insurance focused on serving the specialty automobile market.

In 2019, the Company completed the process of estimating the fair value of assets acquired and liabilities assumed. In
accordance with ASC Topic 805, Business Combinations, changes to the preliminary estimates and allocation as a result of
events or conditions as of the acquisition date, are reported in the Company’s financial statements as an adjustment to the assets
acquired and liabilities assumed. The Company finalized its estimate of certain legal and tax accruals, increasing liabilities
assumed by $1.8 million, increasing current income tax assets by $0.2 million and increasing goodwill by $1.6 million
compared with balances as of December 31, 2018. The Company has allocated all of the goodwill associated with the Infinity
acquisition to the Specialty Property & Casualty Insurance segment. The factors that contributed to the recognition of goodwill
include synergies from economies of scale within the underwriting and claims operations, acquiring a talented workforce and
cost savings opportunities.
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NOTE 3. ACQUISITION OF BUSINESS (Continued)

Based on the Company’s final allocation of the purchase price, the fair value of the assets acquired and liabilities assumed were:

DOLLARS IN MILLIONS

BTN (<3 01 SRRSO $ 1,569.3
Short-term Investments at Cost which Approximates Fair Value

TNIVESEINIENES ...t e et e e sesese s et es et e s et es e s e s e e e e e e e e s s eaeae s e s st et s et esesea et e e e n e nannanaes 98.8
CASI 1.ttt ettt ettt ettt b st ehe b e s e e Rt e st eR s e Rt e a s e b e s b e seeh e st eReeReestese e st en s e b enseeseeheeseeneeneas 4.0
Receivables fTom POICYNOIACTS .........couiiiiiiiiiiciiee ettt ettt ettt e st esteebeesseesaesteesbeeseensenseenns 583.4
OtheT RECEIVADIES.........ecuieiiieiicie ettt ettt ettt e e et e e aee s bt esteesseesaeeseesseeseenseessesssesseensaenseessessaenseenseessenseenns 31.7
Value of Intangible Assets Acquired (Reported in Other ASSELS)........c.eveieierierieriereieeiiee ettt eeeeneenees 262.7
CUITENT TNCOME TAX ASSEES....viiuiiiiiiiiieeeieiteete et ete et e st eteetestestaesseesseesseessesssesssesseessesssesssasssesseensesssesssesssensenssesssesssans 1.0
GOOAWIT! ..ot 791.0
ONET ASSEES ... vieutieiiiieieetteete ettt et e et e et e et e eteestteeteesaeeaseeseeeseesseeasaesse et sessenseesseessesse e s e enseessesss e teensaenseesseaseebeenseenseeneenns 102.1
Property and Casualty INSUTANCE RESEIVES.......c..ciiiiiiiiiiiitiite ettt ettt ettt ss et sbe et eteeseessesae s essessesessesseeseeseeneas (717.2)
UNEAINEA PIOMIUMS .....oviiiiiiiiiiieiiceie ettt ettt ettt e e eteeabeesseesaeeseesbeeaseesbeessaessenseesseessesssesssesseensesssessseseenseenseas (715.6)
DIEDL .ttt ettt te ettt b e b et ete et e eheeteete st e st et e b et e ebeehe et e eaeereersentensesb e b ebeeaeeteereereereas (282.1)
Deferred INCOME Tax LAaDIIItIES. ....ccueiiviiiiiiiiiiiictieie ettt et ettt ettt et e et et e teeaeeateeasesteeeseeseenseeanenns (10.8)
Accrued Expenses and Other LIabilities .........c..cciiiiiieriieiiiiesiesie ettt e e saesae e e ebessaeseaessaesseessesssesenens (169.6)
TOtAl PUICRASE PIICE ...ttt ettt e e e e e et e emaee et e e eaeeeenaeeenseeenseesnseeeneeenneeenneeans $ 1,548.7

'Non-deductible for tax-purposes.
NOTE 4. INVESTMENTS
Fixed Maturities

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2019 were:

Gross Unrealized

Amortized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities .............ccceeuneene. $ 7847 $ 325 § (1.3) $ 8159
States and Political SUbAIVISIONS ..........ccuiiiiiieiiiecie e 1,386.4 130.5 (1.1 1,515.8
FOreign GOVEINMENES. .. ...coverieiieiieie ittt ettt 17.2 1.2 (1.6) 16.8
Corporate Securities:

BoOndS and NOTES .....oeeiieeiei ettt eat e e et e e eeaeessenaeee s 3,465.0 401.8 (7.1)  3,859.7

Redeemable Preferred StOCKS ......ocveiiiiieiiicieeceeee e 6.8 — 0.1) 6.7

Collateralized Loan Obligations ...........ccceeererirerieieieieieienie e 624.6 2.1 (8.5) 618.2

Other Mortgage- and Asset-backed..........cocvvieiierieniieniiiieiieeeeee e, 88.0 2.1 (1.1) 89.0
Investments in Fixed Maturiti€s........c..coveveeievrieceeeeeeeeceeeeeeee e $6372.7 $ 5702 $ (20.8) $6,922.1
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NOTE 4. INVESTMENTS (Continued)

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2018 were:

Amortized Gross Unrealized

DOLLARS IN MILLIONS Cost Gains Losses Fair Value
U.S. Government and Government Agencies and Authorities .......................... $ 859 $§ 148 $ (1500 $§ 8657
States and Political SUbAIVISIONS ........c.ocveriieviieiiriieieieeeceese e 1,553.7 74.0 8.6) 1,619.1
FOreign GOVEINMENTS.........coeiiieiiieieieceeete ettt sessesaesseeneeneennens 6.5 — (0.6) 5.9
Corporate Securities:

BOndS and NOTES .....oeeeieeiee ettt et e eee e e e e e eeaeeeeeeaeee s 3,307.8 135.1 (49.1)  3,393.8

Collateralized Loan Obligations ...........cceecveeiiiiereesieeieeieeeesieeve e eee s 535.7 1.5 (13.2) 524.0

Other Mortgage- and Asset-backed............cccoeeiviiiiiiieieieieeee 14.9 0.9 (0.1) 15.7
Investments in FiXed MatUriti€S. .........ooovieiveiieiiiieeeeeeeeeceeeeeeeeeeeeeeeaeeeeeseeeeeans $62845 $§ 2263 § (86.6) $6,424.2

Other Receivables included $1.0 million and $0.5 million of unsettled sales of Investments in Fixed Maturities at December 31,
2019 and December 31, 2018, respectively.Accrued Expenses and Other Liabilities included unsettled purchases of Investments
in Fixed Maturities of $19.5 million and $10.5 million at December 31, 2019 and 2018, respectively.

The amortized cost and estimated fair values of the Company’s Investments in Fixed Maturities at December 31, 2019 by
contractual maturity were:

Amortized

DOLLARS IN MILLIONS Cost Fair Value
DUE 1N ONE YEAT OF LLESS...uuiiuiiiiiiitiiitieie ettt ettt ettt ste et e et e et e ste e beesbeesaeste e beesbeesseessesseeseenseessesssenss $ 85 § 851
Due after One Year t0 FIVE YEATS ...cc.eeuieiiiiiiieieeie ettt ettt et sbe et ebeeneeeneenes 882.3 909.2
Due after FIVE YEars t0 TN YEAIS ....coovviiiiieiiieeieiie ettt e ettt e e s e e e enaaeeesnaeeeenneneas 1,581.7 1,708.9
DUE QLT TN YRAIS ..ottt e e e e e et e e e e e et e e e eeataeeeeareeeeeaaeeeeentreeeenreeeennnnens 2,535.3 2,916.6
Mortgage- and Asset-backed Securities Not Due at a Single Maturity Date ..........cccoocevevininininieens 1,290.9 1,302.3
Investments in FIXEd IMAtUITHES .........cc.eeiviiieie e eeee et eeeaeeeeaeeeeaeeeeaeeeeneeenneeeeneeenns $ 6,372.7 $ 6,922.1

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 December 31, 2019 consisted of
securities issued by the Government National Mortgage Association with a fair value of $575.9 million, securities issued by the
Federal National Mortgage Association with a fair value of $7.1 million, securities issued by the Federal Home Loan Mortgage
Corporation with a fair value of $12.2 million and securities of other non-governmental issuers with a fair value of $707.1
million.
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NOTE 4. INVESTMENTS (Continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities at December 31, 2019 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
AULhOTIHIES ... $ 1185 § 13) $ 51 $ — $ 1236 $ (1.3)
States and Political Subdivisions..............cccevne..e. 63.0 0.7) 5.4 0.4) 68.4 (1.1
Foreign Governments............cccoecvevvienieecieseenneennenns 1.0 0.3) 3.1 (1.3) 4.1 (1.6)
Corporate Securities:
Bonds and NOteS .......c.ccoveeiiviiiiieiiciecieeeeins 160.0 2.1 70.7 5.0) 230.7 7.1
Redeemable Preferred Stocks ........ccceeevevevennens 5.5 0.1) — — 5.5 0.1
Collateralized Loan Obligations ....................... 95.5 1.9) 355.6 (6.6) 451.1 8.5
Other Mortgage- and Asset-backed................... 72.8 (1.1) — — 72.8 (1.1
Total Fixed Maturities..........ccocceeeeeeenieieieieieieenens 516.3 (7.5) 439.9 (13.3) 956.2 (20.8)

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

Unrealized losses on fixed maturities, which the Company has determined to be temporary at December 31, 2019, were $20.8
million, of which $13.3 million was related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were $0.3 million of unrealized losses at December 31, 2019 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, 2019 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 $9.1 million and below-
investment-grade fixed maturity investments comprised $11.7 million of the unrealized losses on investments in fixed
maturities at December 31, 2019. 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 December 31,
2019, the Company did not have the intent to sell these investments and it was not more likely than not that the Company
would be required to sell these investments before it recovered the amortized cost of such investments, which may be at
maturity. Based on the Company’s evaluation at December 31, 2019 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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NOTE 4. INVESTMENTS (Continued)

An aging of unrealized losses on the Company’s Investments in Fixed Maturities at December 31, 2018 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
AUhOTTHIES. ... $ 401.1 $ (76) $ 790 $ (7.4) $ 480.1 $ (15.0)
States and Political Subdivisions.............c.cccevnnee. 299.4 (5.0 102.6 (3.6) 402.0 (8.6)
Foreign Governments............cccoecveveerveeneeieseenneans 4.9 (0.6) — — 4.9 (0.6)
Corporate Securities:
Bonds and NOtes..........ccoevvrieieieiiieese e 1,326.0 (38.2) 116.8 (10.9) 14428 (49.1)
Collateralized Loan Obligations........................ 439.2 (13.2) — — 439.2 (13.2)
Other Mortgage- and Asset-backed................... 0.2 — 4.5 0.1) 4.7 0.1)
Total Fixed Maturiti€s .........cccevvveveecierieriesieeieeieniens $24708 $§ (64.6) $ 3029 § (22.0) $2,773.7 $ (86.6)

Unrealized losses on fixed maturities, which the Company determined to be temporary at December 31, 2018, were $86.6
million, of which $22.0 million was related to fixed maturities that were in an unrealized loss position for 12 months or longer.
There were no unrealized losses at December 31, 2018 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,
2018 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 $69.5 million and below-investment-
grade fixed maturity investments comprised $17.1 million of the unrealized losses on investments in fixed maturities at
December 31, 2018. For below-investment-grade fixed maturity investments in an unrealized loss position, the unrealized loss
amount, on average, was less than 5% of the amortized cost basis of the investment. At December 31, 2018, 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, 2018 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.

The following table sets forth the pre-tax amount of other-than-temporary impairments (“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.

DOLLARS IN MILLIONS 2019 2018 2017
Cumulative Balance of Pre-tax Credit Losses Recognized in Retained Earnings at

BegiNNiNg OF YEaT........c.ooviviuiiiietieieeeeceeee ettt seas $ 11§ 1.6 $ 14
Pre-tax Credit Losses on Fixed Maturities without Pre-tax Credit Losses Included in

Cumulative Balance at Beginning of Year..........ccccooeviriiieieieieiceseee e 0.2 — 1.2

Reductions for Change in Impairment Status:

From Status of Credit Loss to Status of Intent-to-sell or Required-to-sell ....................... — (0.5) 0.7)
Reductions for Investments Sold DUIing Year.........c.ccuevveviieiiieiieieeieeeeie e 0.1) — 0.3)
Cumulative Balance of Pre-tax Credit Losses Recognized in Retained Earnings at End of

Y AT ettt ettt ettt ettt e et e e eae et ere et eneaan $ 1.2 $ 1.1 % 1.6

85



Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

NOTE 4. INVESTMENTS (Continued)
Equity Securities

Equity Securities at Fair Value

Equity securities with readily-determinable fair values, including equity securities which the Company previously classified as
Fair Value Option Investments, are classified as Equity Securities at Fair Value in the Consolidated Balance Sheets with
changes in fair value recorded as Income from Change in Fair Value of Equity and Convertible Securities in the Consolidated
Statements of Income. Net unrealized losses arising during the year-ended December 31, 2019 and recognized in earnings,
related to such investments still held as of December 31, 2019 were $126.0 million.

Equity Securities at Modified Cost

For Equity Securities at Modified Cost, the Company performs a qualitative impairment analysis on a quarterly basis consisting
of various factors such as earnings performance, current market conditions, changes in credit ratings, changes in the regulatory
environment and other factors. If the qualitative analysis identifies the presence of impairment indicators, the Company
estimates the fair value of the investment. If the estimated fair value is below the carrying value, the Company records an other-
than-temporary impairment in the Consolidated Statements of Income to reduce the carrying value to the estimated fair value.
When the Company identifies observable transactions of the same or similar securities to those held by the Company, the
Company increases or decreases the carrying value to the observable transaction price. The Company recognized a decrease of
$0.5 million in the carrying value due to observable transactions for the year ended December 31, 2019. The Company
recognized an impairment of $0.1 million on Equity Securities at Modified Cost for the year ended December 31, 2019 as a
result of the Company’s qualitative impairment analysis. The Company has recognized no cumulative increases in the carrying
value due to observable transactions, no cumulative decreases in the carrying value due to observable transactions and $5.0
million of cumulative impairments on Equity Securities at Modified Cost held as of December 31, 2019.

Equity Method Limited Liability Investments

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. In 2019 and 2018, aggregate
investment income (losses) from Equity Method Limited Liability Investments exceeded 10% of the Company’s pretax
consolidated net income. Accordingly, the Company is disclosing aggregated summarized financial data for its Equity Method
Limited Liability Investments for all periods presented in the Consolidated Financial Statements. Such aggregated summarized
financial data does not represent the Company’s proportionate share of the Equity Method Limited Liability Investment assets
or earnings. Aggregate total assets of the Equity Method Limited Liability Investments in which the Company invested totaled
$2,368.1 million, $2,805.3 million and $2,393.7 million, as of December 31, 2019, 2018 and 2017, respectively. Aggregate total
liabilities of the Equity Method Limited Liability Investments in which the Company invested totaled $817.2 million, $1,030.7
million and $899.7 million, as of December 31, 2019, 2018 and 2017, respectively. Aggregate net income of the Equity Method
Limited Liability Investments in which the Company invested totaled $78.0 million, $130.4 million and $209.3 million for the
years ended December 31, 2019, 2018 and 2017, respectively. The aggregate summarized financial data is based on the most
recent and sufficiently-timely financial information available to the Company as of the respective reporting dates and periods.
The Company’s maximum exposure to loss at December 31, 2019 is limited to the total carrying value of $220.4 million. In
addition, the Company had outstanding commitments totaling approximately $97.2 million to fund Equity Method Limited
Liability Investments at December 31, 2019.

Other Investments

The carrying values of the Company’s Other Investments at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018

Loans to Policyholders at Unpaid Principal...........cccocerieriieiiiiiiiiiiieeeeeeseeseeie et $ 305.6 $ 300.6
Real Estate at Depreciated COSt ... ....uiiiiireieeiee ettt sttt ettt esee e saeseesaeeseeneeneeneens 111.4 114.2
Mortgage Loans at AMOTTIZEA COSE ......eiviiiiriieiieieiiesttete ettt ettt ettt e entesaeesbeesbeenseeneesaeenses 27.5 —

TOLAL .ttt ettt ettt ettt ee $ 4445 § 4148
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NOTE 5. GOODWILL AND INTANGIBLE ASSETS

Goodwill balances by business segment at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018

Specialty Property & Casualty INSUTANCE. .........c.ccuiiiuieiiieiieieeteete ettt ettt e e teesveebeebeesaeeaeesreenveas $ 845.0 $ 8434
Preferred Property & Casualty INSUTANCE..........ocveiiiiiiieiieieeie ettt es 49.6 49.6
Life & Health INSUIANCE .........ooiiiiieiciecce ettt ettt ettt aesbeeteeaeeseeseeneeneeneens 219.4 219.4
L7 OO $1,114.0 $1,1124

The Company tests goodwill for recoverability at the reporting unit level on an annual basis, or whenever events or

circumstances indicate the fair value of a reporting unit may have declined below its carrying value. The Company performed a
qualitative goodwill impairment assessment for all reporting units with goodwill as of October 1, 2019. The qualitative
assessment takes into consideration changes in macroeconomic conditions, industry and market considerations, cost factors,
overall financial performance, changes in management or key personnel, changes in strategy and changes in Kemper’s stock
price since the last quantitative assessment, which was performed on January 1, 2017. Based on its qualitative assessment, the

Company concluded that the associated goodwill was recoverable for each reporting unit tested.

Definite and indefinite life intangible assets at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018
Definite Life Intangible Assets:
Value of BUSINESS ACUITEA.......eoiviiiieiieiieeiecie ettt ettt ettt v e b e et eeaeeereeaveeabeeaseesseseennes $ 241 $ 302
CuStomer ReIatioNSNIPS ......ccviiiiiiiiii ettt ettt sae e e seaesraessaeseensesnne s 4.3 6.7
AZent RElatiONSIIPS. ....cveivieiieiieiieieieciectest ettt ettt ss e e s seebeereeseeneeneens 62.5 68.0
TTAAE NAINIES ...ttt ettt ettt sttt ae e st e st es e e e s e b e b e eaeeseeseeneeneeneeneeeeseaeeeeenene — 7.0
INterNal-UsSE SOTIWATIC........ciiiiieiieiiieciectietc ettt ettt sttt e ss e e e s essessessesbeeseesesseesnans 189.7 149.1
Total Definite Life INtan@ible ASSELS........ccuieiiiiiiiieiiieiieieeteete ettt ettt ettt steesveesbeeesesseereennas 280.6 261.0
Indefinite Life Intangible Assets:
TTAAE NAINICS ...ttt ettt et ettt ettt e et e ese e st e s e eseensesseeseeseeseeseeseensensensensessenseesesnenseans 5.2 52
Insurance Licenses 42.6 42.6
Total Indefinite Life INtangible ASSELS........cceriiriiririeieieieieiet ettt ese s e eneens 47.8 47.8
Total INANZIDIE ASSELS ........eueevieeeeetieeeee ettt ettt ettt et e et e et e e et e s ese et esseseeseseeseenesseaenes $ 3284 $ 3088

The Company records intangible assets acquired in business combinations and certain costs incurred developing and

customizing internal-use software within Other Assets on the Consolidated Balance Sheets. Definite life intangible assets are
amortized over the estimated profit emergence period or estimated useful life of the asset. Indefinite life intangible assets are
not amortized, but rather tested annually for impairment. In 2019 and 2018, the Company recognized amortization expense on

definite life intangible assets of $37.8 million and $166.4 million, respectively.
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NOTE 5. GOODWILL AND INTANGIBLE ASSETS (Continued)

The amount of amortization expense expected to be recorded in the next five years for definite life intangible assets is as
follows:

DOLLARS IN MILLIONS 2020 2021 2022 2023 2024
Definite Life Intangible Assets:
Value of Business Acquired ~ $ 40 $ 31 $ 27 % 25 % 2.4
Customer Relationships 0.9 0.8 0.6 0.5 0.4
Agent Relationships 5.0 5.0 5.0 5.0 5.0
Internal-Use Software 24.1 19.1 17.9 16.5 14.0
Total $ 340 S 280 $ 262 $ 245 $ 21.8

NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES

The Company’s Property and Casualty Insurance Reserves are reported using the Company’s estimate of its ultimate liability
for losses and LAE for claims that occurred prior to the end of any given accounting period but have not yet been paid. Such
estimates are based on individual case estimates for reported claims and estimates for IBNR losses, including expected
development on reported claims.

The determination of individual case reserves differs by line of business. For specialty personal automobile insurance and
commercial automobile insurance, case reserves are set primarily using statistical reserves that are based on studies of historical
average paid amounts by state, coverage and product. However, when such reserves exceed certain thresholds they are set
manually by adjusters. For preferred personal automobile insurance, homeowners insurance and other personal insurance, case
reserves are set by adjusters and are based on the adjusters’ estimates of the amount for which the claims will ultimately be
paid.

The Company’s actuaries generally estimate ultimate losses and LAE and, therefore, reserves at least quarterly for most product
lines and/or coverage levels using accident quarters or years spanning 10 or more years, depending on the size of the product
line and/or coverage level or emerging issues relating to them. The Company’s actuaries use a variety of generally accepted
actuarial loss reserving estimation methodologies to estimate the ultimate losses and LAE for the current accident quarter or
year and re-estimate the ultimate losses and LAE for previous accident quarters or years to determine if changes in the previous
estimates of the ultimate losses and LAE are indicated by the most recent data.

The key assumption in these estimation methodologies is that patterns observed in prior periods are indicative of how losses
and LAE are expected to develop in the future and that such historical data can be used to predict and estimate ultimate losses
and LAE. However, changes in the Company’s business processes, by their very nature, are likely to affect the development
patterns, which generally results in the historical development factors becoming less reliable over time in predicting how losses
and LAE will ultimately develop. The Company’s actuaries use professional judgment in determining how much weight to
place on the development patterns based on the older historical data and how much weight to place on the development patterns
based on more recent data. In some cases, the Company’s actuaries make adjustments to the loss reserving estimation
methodologies to estimate ultimate losses and LAE.

The Company’s actuaries’ quarterly or yearly selections are summed by product and/or coverage levels to create the actuarial
indication of the ultimate losses and LAE. Paid amounts are then subtracted from the ultimates to compute the reserves for
property and casualty insurance losses and LAE. These results are reviewed by the Company’s corporate actuary and corporate
management who apply their collective judgment and determine the appropriate estimated level of reserves to record.
Numerous factors are considered in this determination process, including, but not limited to, the assessed reliability of key loss
trends and assumptions that may be significantly influencing the current actuarial indications, changes in claim handling
practices or other changes that affect the timing of payment or development patterns, changes in the mix of business, the
maturity of the accident year, pertinent trends observed over the recent past, the level of volatility within a particular line of
business, the improvement or deterioration of actuarial indications in the current period as compared to prior periods, and the
amount of reserves related to third party pools for which the Company has limited access to the underlying data and,
accordingly, relies on calculations provided by such pools.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

The Company’s goal is to ensure that its total reserves for property and casualty insurance losses and LAE are adequate to cover
all costs, while sustaining minimal variation from the time reserves for losses and LAE are initially estimated until losses and
LAE are fully developed. Changes in the Company’s estimates of these losses and LAE over time, also referred to as
“development,” will occur and may be material.

The following tables contain information about incurred and paid claims development as of and for the year ended
December 31, 2019, net of reinsurance and indemnification, as well as cumulative claim frequency and the total of IBNR
liabilities, including expected development on reported claims included within the net incurred losses and allocated LAE
amounts. The tables are grouped by major product line and, if relevant, coverage. The information about incurred and paid
claims development for the years ended December 31, 2015 through 2018 is presented as supplementary information and is
unaudited.

Specialty Personal Automobile Insurance—Liability’

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS As of December 31, 2019
Total of IBNR
Incurred Losses and Allocated LAE, Net of Reinsurance PR
For the Years Ended December 31, Llal;);l;)t;:tseglus Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015............. $ 965.1 $ 855.1 §$ 965.1 $ 9723 $ 969.6 $ 8.1 401,025
2016 e 969.4 1,021.6 1,027.2 1,026.0 22.5 417,016
2017 e 997.7 999.9 1,004.5 40.6 396,578
20T e e e 1,128.1 1,119.1 93.0 445,229
2009 e ettt ettt e 1,270.7 383.0 447,558
B 0] | USSR 5,389.9

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance
For the Years Ended December 31,

2015 2016 2017 2018
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019

2015 $ 4505 $ 7949 $ 898.9 $ 9347 $ 954.0
2016 i 459.7 831.1 943.4 987.7
2007 i 441.9 808.6 926.7
2018 ettt e ees 467.5 903.8
2009 ettt e be b et e re e re e beebeeseeeaeenrs 497.2
B 0] | RO 4,269.4

Outstanding Loss and Allocated LAE Reserves on Accident Years before
2015, Net Of REINSUIANCE ....vveeiiviiieiceieeeeeeee et 20.4
Loss and Allocated LAE Reserves, Net of Reinsurance.............cccoveeveeuveneenne. $ 1,140.9

! Table retrospectively includes Alliance United and Infinity’s historical incurred and paid accident year claim information for
all periods presented.

89



Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Specialty Personal Automobile Insurance—Physical Damage'

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS

Incurred Losses and Allocated LAE, Net of Reinsurance

As of December 31, 2019

Total of IBNR
Liabilities Plus

For the Years Ended December 31, Expected Cumulative
2015 2016 2017 2018 o Ry l\f&’{;ﬁ’ffeﬁf
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015 $ 4038 § 407.1 $ 406.7 § 4065 $ 406.6 $ 0.9 231,007
2016 i 462.2 456.9 456.9 457.0 0.1 246,183
2017 e 475.6 465.6 465.1 — 251,872
2018 e 504.9 496.9 (1.6) 269,782
2009 bbbttt 574.7 47.5 276,797
B 0] | PR 2,400.3
Cumulative Paid Losses and Allocated LAE, Net of Reinsurance
For the Years Ended December 31,
2015 2016 2017 2018
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019

2015 $ 3824 § 408.8 § 406.7 § 4064 $ 406.1

2016 i 436.4 460.2 458.0 457.5

2017 i 443.0 468.7 466.0
2018 et 463.6 501.5

2009 e 525.8

TOTAL ettt ne e neeneenean 2,356.9

Outstanding Loss and Allocated LAE Reserves on Accident Years before

2015, Net Of REINSUIANCE ......eeeevveieeeiiee et (1.2)
Loss and Allocated LAE Reserves, Net of Reinsurance.............cccocveeeeevveeeennnen.. $ 42.2

! Table retrospectively includes Alliance United and Infinity’s historical incurred and paid accident year claim information for

all periods presented.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Commercial Automobile Insurance—Liability’

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS

As of December 31, 2019

Total of IBNR
I d L d Allocated LAE, Net of Rei bt
e l(T)ts)sretshanearsokc;;ed Decemle;el(') 31,emsurance Llaé);ll;ZSSeﬁlus Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015 $ 1025 % 1069 $ 1129 % 1123 $ 110.7 $ 0.6 19,292
2016 120.5 112.4 115.6 117.7 3.5 20,417
2007 e s 120.5 120.0 118.3 9.1 19,925
2008 ettt ettt ettt enae s 123.2 116.5 19.8 19,969
2009 e et a e b e e tb e e abaeetbaeaabeenaaaenaaaens 128.4 59.2 17,772
TOTAL .ttt 591.6

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance and Indemnification
For the Years Ended December 31,

2015 2016 2017 2018
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019
2015 $ 348 $ 702§ 88.6 $ 100.3 $ 107.6
2016 e 36.2 71.6 89.7 102.3
2017 e 36.3 72.3 90.7
2018 e 36.8 68.8
2009 ettt e e eaa s 324
TOtAL .ottt ettt e b e e eae e re s 401.8
Outstanding Loss and Allocated LAE Reserves on Accident Years before
2015, Net Of REINSUIANCE.......cuvviiieiiiiieeieieeeeeeee e 1.4
Loss and Allocated LAE Reserves, Net of Reinsurance ............cccccoevvvveevnnnenn. $ 191.2

! Table retrospectively includes Infinity’s historical incurred and paid accident year claim information for all periods

presented.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Commercial Automobile Insurance—Physical Damage'

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS

As of December 31, 2019

Total of IBNR
I d L d Allocated LAE, Net of Rei i
e l(T)ts)sretshanearsokc;;ed Decemle;el(') 31,emsurance Llaé);ll;ZSSeﬁlus Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015 $ 215§ 216 $ 217 °$ 217 $ 217§ — 9,643
2016 24.2 24.2 24.1 24.2 — 10,560
2007 et 24.2 23.5 23.5 0.2 9,788
2008 ettt ettt ae s 23.6 23.5 0.3 9,558
2009 e a e b a e tb e e eabaeetbeeeabeenaaaennaaens 26.0 35 8,803
110 71 DRSSP P USSR 118.9

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance and Indemnification
For the Years Ended December 31,

2015 2016 2017 2018

Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019

2015 $ 202 $ 216 $ 217§ 217 $ 21.7
2016t 22.4 24.2 24.1 24.2
2017 i 222 235 23.4
2018 e 21.7 23.6
2009 et 23.0
TOtAL ..o 115.9

Outstanding Loss and Allocated LAE Reserves on Accident Years before
2015, Net Of REINSUIANCE.......ccuveiiieeiiiieeieeee et

Loss and Allocated LAE Reserves, Net of Reinsurance ............ccccooevvvveeennnenn. $ 3.0

! Table retrospectively includes Infinity’s historical incurred and paid accident year claim information for all periods

presented.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Preferred Personal Automobile Insurance—Liability

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS

As of December 31, 2019

Total of IBNR
Incurred Losses and Allocated LAE, Net of Reinsurance Liabilities Plus
For the Years Ended December 31, Expected Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015 $ 168.3 $ 171.8 $ 176.5 $ 1776  $ 1771 $ 0.9 38,961
2016 it 162.1 174.5 179.1 176.8 2.1 36,721
2007 e 164.4 157.8 155.8 4.5 33,663
20L8 ettt ettt eee 157.6 156.3 15.6 32,020
2009 bbbttt b ettt et nne et 172.2 51.3 32,848
TOAL ..t 838.2

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance
For the Years Ended December 31,

2015 2016 2017 2018

Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019
2015, $ 73.1 $ 1224 $ 1475 $ 163.1 $ 169.3
2016 i 61.2 114.6 145.6 161.1
2007 et 59.2 108.9 134.1
2008ttt et et re e aeenaeees 55.5 107.6
2009 et h et e ettt e et e enbeeneenneents 62.7
TOAL ..ttt re et neenean 634.8
Outstanding Loss and Allocated LAE Reserves on Accident Years before

2015, Net Of REINSUIANCE .......ooovvieeeiiiieeeeiee et 9.5
Loss and Allocated LAE Reserves, Net of Reinsurance.............cccocvvevvevveeeenne... $ 212.9
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Preferred Personal Automobile Insurance—Physical Damage

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS

As of December 31, 2019

Total of IBNR
Incurred Losses and Allocated LAE, Net of Reinsurance PRI
! For the Years Ended December 31, e Llaé)’l‘lll)t;:tseglus Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015............. $ 101.2 $ 100.7 $ 100.6 $ 100.6 $ 100.6 $ — 68,409
2016 i 106.6 106.6 106.3 106.2 (0.1) 65,348
20017 e 109.2 105.8 105.2 (0.1) 62,553
20T e e 113.9 111.0 0.5) 60,749
2010 e ettt eae s 126.4 0.9) 60,548
TOLAL ..ttt et ettt eb e et eae s 549.4

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance
For the Years Ended December 31,

2015 2016 2017 2018

Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019
2015 $ 100.1 $ 101.0 $ 100.7 $ 100.6 $ 100.6
2016 it 105.2 106.9 106.3 106.3
2007 ot 104.4 106.1 105.2
2018 ettt e s eneeeeae 107.2 1114
2009 bbbttt ettt naeents 120.7
1110171 BRSSPSR 544.2
Outstanding Loss and Allocated LAE Reserves on Accident Years before

2015, Net Of REINSUIANCE ....eeeeeevieeieiiee ettt eeaee e e e e (0.1)
Loss and Allocated LAE Reserves, Net of ReInSurance.............ooeevveeveveeeeenne... $ 5.1
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Homeowners Insurance

DOLLARS IN MILLIONS, EXCEPT CUMULATIVE INCURRED CLAIMS As of December 31, 2019
Total of IBNR
Incurred Losses and Allocated LAE, Net of Reinsurance P
" For the Years Ended December 31, e Llaé);lllggtseslus Cumulative
Development Number of
2015 2016 2017 2018 on Reported Reported
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019 Claims Claims
2015 $ 1789 $ 1649 $ 1632 $ 1643 $ 1644 $ 0.5 19,731
2016 i 200.3 201.7 204.2 202.2 1.4 20,380
2007 et 261.2 259.5 245.2 0.9 20,982
2008 et 185.9 183.0 1.2 17,122
20T e et eaaae s 162.9 19.2 13,931
TOAL ..ottt ettt b b resae et eneenees 957.7

Cumulative Paid Losses and Allocated LAE, Net of Reinsurance
For the Years Ended December 31,

2015 2016 2017 2018
Accident Year (Unaudited) (Unaudited) (Unaudited) (Unaudited) 2019
2015 $ 1169 $ 1544 $ 1580 $ 161.3 $ 162.7
2016 e 141.2 190.1 195.8 198.9
2007 e 165.8 242.5 235.7
2008 e 127.4 180.2
2009 ettt et et e et e eteeeaneaas 111.1
0] | RO SR 888.6
Outstanding Loss and Allocated LAE Reserves on Accident Years before
2015, Net Of REINSUIANCE .......coouvvieeeiieieecieee et 3.2
Loss and Allocated LAE Reserves, Net of Reinsurance.............cccoceeevvvveeeennen.. $ 72.3

The claim counts in the preceding tables are cumulative reported claim counts as of December 31, 2019 and are equal to the
sum of cumulative open and cumulative closed claims, including claims closed without payment. Certain product lines,
particularly the Company’s specialty personal automobile insurance, tend to have a higher percentage of claims closed without
payment.

The Company's claims associated with automobile insurance are counted at the feature level. As such, each claimant and each
coverage is counted separately. For example, if for one occurrence, the Company's policyholder is at fault for damage to his/her
own vehicle, another party's vehicle and three injured parties, there may be five features—three for bodily injury liability, one
for property damage liability and one for first-party collision coverage. There may also be another feature for first-party
medical payments.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

The following table reconciles the net incurred and paid claims development tables presented above to the Company's liability
for Property and Casualty Insurance Reserves included in the Consolidated Balance Sheet at December 31, 2019.

DOLLARS IN MILLIONS 2019
Property and Casualty Insurance Reserves, Net of Reinsurance:
Specialty Personal Automobile Insurance—Liability ........c.cccoeeuiiiiiiiiiieiicii et 1,140.9
Specialty Personal Automobile Insurance—Physical Damage.............ccevvivviriiiiieieieiieieeeieiee e 42.2
Commercial Automobile InSurance—Liability..........ccooviiiriiiiiiieereeee e 191.2
Commercial Automobile Insurance—Physical Damage............c.cccueeierieiiieiiiiiieieeeie e e 3.0
Preferred Personal Automobile Insurance—Liability ..........ccocveviiiiiiiiiiniiiicecececeeeee e 212.9
Preferred Personal Automobile Insurance—Physical Damage...........cccccvevieriieiieienieiieieeeeceesieee e 5.1
HOMEOWNETS INSUTANCE ......coeiniiiiiiiieiiieiceicct ettt ettt et b et et e sttt bt be et ebeeneeenene 72.3
L 1 4 3 SO RPSTRS 57.5
01 | RO 1,725.1
Reinsurance Recoverables on Unpaid Losses and Allocated LAE:
Specialty Personal Automobile Insurance—Liability .........cccoeeiiiiiiieniiiiiiieiieseeeeee et 8.7
Commercial Automobile InSurance—Liability..........ccoociiiriiriiiiiieiereeee e nees 9.4
Preferred Personal Automobile InSurance—Liability ..........cccovieriieriieieiieiiieiieieee ettt 25.2
HOMEOWNETS INSUTANCE ......oeiniiiiiiieiiieiteitcitcit ettt ettt sttt ettt ettt et a et e sttt ebe b enene 15.5
L 1 4 OSSPSR 6.8
TOTAL 1.ttt ettt h ke h b skt h R R et R e bt Rt hea ekt h ket eh b e st bt et e st et et ene et et enea 65.6
UNAIIOCAEA LAE ... .ottt ettt ettt et e st e s et e e s et et e esees e eseeneeneen s en s e s e se s e eseeneeseeneeneeneeneenes 179.1
Property and Casualty Insurance Reserves, Gross of REINSUIANCE............ccevvieviiiievierieeieieieieieieere e $ 1,969.8

The following is supplementary information about average historical claims duration as of December 31, 2019.

Average Annual Percentage Payout of Incurred Claims by Age, Net of Reinsurance (Unaudited)

Years 1 2 3 4 5

Specialty Personal Automobile Insurance—Liability..........ccccceeververrennenenn. 43.2% 81.1% 92.3% 96.3%  98.4%
Specialty Personal Automobile Insurance—Physical Damage.................... 93.9% 100.7% 100.1% 100.0%  99.9%
Commercial Automobile Insurance—Liability..........cceoverieiirineiiniecnene 299% 61.1% 77.6% 88.8% 97.2%
Commercial Automobile Insurance—Physical Damage ...........ccccecevvenee 92.2% 100.0%  99.7% 100.0% 100.0%
Preferred Personal Automobile Insurance—Liability...........ccccovvvervenieennns 37.2%  68.2% 83.9% 91.6%  95.6%
Preferred Personal Automobile Insurance—Physical Damage.................... 98.0% 100.6% 100.1% 100.0% 100.0%
Homeowners INSUTANCE.........c..eueviirinirineiieietctcctee et 69.3%  96.3% 96.4% 98.2%  99.0%
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

Property and Casualty Insurance Reserve activity for the years ended December 31, 2019, 2018 and 2017 was:

DOLLARS IN MILLIONS 2019 2018 2017
Beginning Property and Casualty Insurance Reserves:

Gross of Reinsurance at Beginning of Year.........ccceovevieeiiiiienienieiieiecie e $1,8749 $1,016.8 $§ 9314

Less Reinsurance Recoverables at Beginning of Year..........cccoccvvvvevievieciiieiieneeieeee 101.9 53.1 50.2
Property and Casualty Insurance Reserves, Net of Reinsurance at Beginning of Year......... 1,773.0 963.7 881.2
Property and Casualty Insurance Reserves Acquired, Net of Reinsurance ...........c..ccocvee... 3.6 695.1 —
Incurred Losses and LAE related to:

CUITEINT Y AT ...ttt e e ettt e et e e et e e eateeeeentaeeseaaeeesenaeeessnsseeesnaeeas 2,879.5 2,093.4 1,454.1

PrIOT YEATS .....iiiiiieiieetie ettt ettt ettt ettt e et e e s ta e e e tbe e tbeesase e sbeesseetaeensseenseas (71.1) (7.4) 18.9
Total Incurred Losses and LAE .........ooooiiiiiiieeeeeee e 2,808.4 2,086.0 1,473.0
Paid Losses and LAE related to:

(0315 (=) LA = e RO 1,682.1 1,300.8 868.1

PLIOT YEAIS ..ottt sttt sttt ettt et et et e eaeeseeteeneeneeseeneenes 998.7 671.0 522.4
Total Paid LosSes and LAE .........ooooiiiiiiiieeeee ettt 2,680.8 1,971.8 1,390.5
Property and Casualty Insurance Reserves, Net of Reinsurance at End of Year ................... 1,904.2 1,773.0 963.7
Plus Reinsurance Recoverables at End of Year ..ot 65.6 101.9 53.1
Property and Casualty Insurance Reserves, Gross of Reinsurance at End of Year................ $1,969.8 $ 11,8749 $1,016.8

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 Consolidated Statements of Income in
the period of change.

In 2019, the Company decreased its property and casualty insurance reserves by $71.1 million to recognize favorable
development of loss and LAE reserves from prior accident years. Specialty Personal Automobile insurance loss and LAE
reserves developed favorably by $23.8 million due primarily to the emergence of more favorable loss patterns than expected for
both liability and physical damage insurance for the 2018 accident year. Commercial lines insurance loss and LAE reserves
included favorable development of $12.9 million due primarily to the emergence of more favorable loss patterns than expected
for commercial automobile liability insurance for 2018 and 2017 accident years. Preferred Personal Automobile insurance loss
and LAE reserves developed favorably by $8.2 million due primarily to the emergence of more favorable loss patterns than
expected for liability insurance for several prior accident years and for physical damage insurance for 2018 accident year.
Homeowners insurance loss and LAE reserves developed favorably by $19.7 million due primarily to the net reinsurance
impact from the sale of subrogation rights related to the 2017 and 2018 California Wildfires. Other personal lines loss and LAE
reserves developed favorably by $6.5 million due primarily to the emergence of more favorable loss patterns than expected for
prior accident years.

In 2018, the Company decreased its property and casualty insurance reserves by $7.4 million to recognize favorable
development of loss and LAE reserves from prior accident years. Specialty Personal Automobile insurance loss and LAE
reserves developed adversely by $5.5 million due primarily to the emergence of loss patterns that were worse than expected for
both physical damage and liability insurance for the 2017 accident year, partially offset by the emergence of loss patterns that
were better than expected for 2016 and prior accident years. Commercial lines insurance loss and LAE reserves developed
favorably by $6.1 million. Preferred Personal Automobile insurance loss and LAE reserves developed favorably by $5.8 million
due primarily to the emergence of loss patterns that were better than expected for both physical damage and liability insurance
for the 2017 accident year and, to a lesser extent, for liability insurance for the 2015 and prior accident years, partially offset by
the emergence of loss patterns that was worse than expected for the 2016 accident year. Homeowners insurance loss and LAE
reserves developed adversely by $3.2 million due primarily to the emergence of non-catastrophe loss patterns that were worse
than expected for the 2016 accident year. Other personal lines loss and LAE reserves developed favorably by $4.3 million due
primarily to the emergence of more favorable loss patterns than expected for prior accident years.
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NOTE 6. PROPERTY AND CASUALTY INSURANCE RESERVES (Continued)

In 2017, the Company increased its property and casualty insurance reserves by $18.9 million to recognize adverse
development of loss and LAE reserves from prior accident years. Specialty Personal automobile insurance loss and LAE
reserves developed adversely by $2.9 million. Commercial lines insurance loss and LAE reserves included favorable
development of $0.6 million. Preferred Personal automobile insurance loss and LAE reserves developed adversely by $19.3
million due primarily to the emergence of loss patterns that were worse than expected for both physical damage and liability
insurance for the 2016 accident year and, to a lesser extent, for liability insurance for the 2015 and 2014 accident years,
partially offset by the emergence of more favorable loss patterns than expected for the 2013 and prior accident years.
Homeowners insurance loss and LAE reserves developed adversely by $1.0 million due primarily to the emergence of non-
catastrophe loss patterns that were worse than expected for the 2016 accident year, and to a lesser extent, the 2013 and prior
accident years, partially offset by $3.7 million of favorable development on catastrophes primarily for the 2016 accident year
and, to a lesser extent, the 2015 accident year. Other personal lines loss and LAE reserves developed favorably by $3.7 million
due primarily to the emergence of more favorable loss patterns than expected for the 2015, 2014, 2013 and prior accident years
partially offset by the emergence of loss patterns that were worse than expected for the 2016 accident year.

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

Reinsurance recoverables on property and casualty insurance reserves were $65.6 million and $101.9 million at December 31,
2019 and 2018, respectively. These recoverables are concentrated with several reinsurers, the vast majority of which are highly
rated by one or more of the principal investor and/or insurance company rating agencies. While most of these recoverables were
unsecured at December 31, 2019 and 2018, the agreements with the reinsurers generally provide for some form of
collateralization upon the occurrence of certain events.

NOTE 7. POLICYHOLDER CONTRACT LIABILITIES

Policyholder Contract Liabilities at December 31, 2019 and 2018 were as follows:

December 31,

DOLLARS IN MILLIONS 2019 2018

FHLB FUnding AGIEEMENLS.........c.covirvierierieiieieieieientestesteeseeseeseeseessesessessessessesseesssssessensessensenns $ 2434 % 10.0
(71 1 TS USRS SRP USRS 66.4 66.8
TOLAL ..ttt b etk ekt bbbttt ettt a ettt neneas $ 309.8 $ 76.8

United Insurance has entered into funding agreements with the FHLB of Chicago in exchange for cash, which it uses for spread
lending purposes. United Insurance received advances of $614.5 million from the FHLB of Chicago and made repayments of
$381.1 million under the spread lending program in 2019. United Insurance received advances of $10.0 million from the FHLB
of Chicago in 2018 under the spread lending program.

When a funding agreement is issued, United Insurance is then required to post collateral in the form of eligible securities
including mortgage-backed, government, and agency debt instruments for each of the advances that are entered. The fair value
of the collateral pledged must be maintained at certain specified levels above the borrowed amount, which can vary depending
on the assets pledged. If the fair value of the collateral declines below these specified levels of the amount borrowed, United
Insurance would be required to pledge additional collateral or repay outstanding borrowings. Upon any event of default by
United Insurance, the FHLB’s recovery on the collateral is limited to the amount of United Insurance’s liability under the
funding agreements to the FHLB of Chicago.
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NOTE 7. POLICYHOLDER CONTRACT LIABILITIES (Continued)

United Insurance’s liability under the funding agreements with the FHLB of Chicago, the amount of collateral pledged under
such agreements and FHLB of Chicago common stock owned by United Insurance at December 31, 2019 and 2018 is presented
below.

DOLLARS IN MILLIONS 2019 2018
Liability under FUNding AGreements. ............c.coeviieuiiieuiotiietiereeeeteetee ettt ettt s eae s s ssene e $ 2434 $§ 100
Fair Value of Collateral PIed@ed..........c..couiiiiiiiiieiiciiceceeee ettt $ 2878 $§ 157
FHLB of Chicago Common Stock OWNed at COSt .........c.ooveuiiviiericieiciceieeeceeeeece et $ 49 § 0.8
NOTE 8. DEBT

Amended and Extended Credit Agreement and Term Loan Facility

On June 8, 2018, the Company entered into an amended and extended credit agreement and term loan facility. The amended
and extended credit agreement increased the borrowing capacity of the existing unsecured credit agreement to $300.0 million
and extended the maturity date to June 8, 2023. The term loan facility included a delayed-draw feature with borrowing capacity
0f $250.0 million and a maturity date two years from the borrowing date (see discussion below under heading, “Term Loan Due
2020,” for additional information). On June 4, 2019, the Company utilized the accordion feature under the credit agreement to
increase its credit borrowing capacity by $100.0 million, resulting in the available credit commitments increasing from $300.0
million to $400.0 million. The Company incurred $0.1 million in additional debt issuance costs in connection with the
utilization of the accordion feature which, in addition to the $1.1 million of remaining unamortized costs under the credit
agreement, will be amortized under the remaining term of the credit agreement. There were no outstanding borrowings under
the credit agreement at either December 31, 2019 or December 31, 2018.

Long-term Debt

The Company designates debt obligations as either short-term or long-term based on maturity date at issuance, or in the case of
the 2022 Senior Notes, based on the date of assumption. Total amortized cost of Long-term Debt outstanding at December 31,
2019 and 2018 was:

DOLLARS IN MILLIONS 2019 2018
Term Loan due JUNE 29, 2020 .......oeoueeeeeee oottt e et et eee et e e e eeeeeeesee st eeeeeeeeeeeenaes $ — $ 349
Term Loan due JULY 5, 2023 ... ..ottt ettt ettt et te e be b e eaaesae e beebeenaeeaeens 49.9 —
5.0% Senior Notes due September 19, 2022 .........cveieieiiiieriiiieciiee ettt se s esaens 279.9 281.5
4.35% Senior Notes due February 15, 2025........cooiiiiieeeereceseee e 448.6 448.4
7.375% Subordinated Debentures due February 27, 2054 .......ccvovverieiieieiiecieeeeee e — 144.2
Total Long-term Debt OULStANAING.............ccorieviriiiierieiiieteeeeetetee ettt $ 7784 $ 909.0
Term Loan Due 2020

On June 29, 2018, the Company borrowed $250.0 million under its delayed-draw term loan facility dated June 8, 2018, to
facilitate the funding of the acquisition of Infinity. The proceeds from the term loan facility, net of debt issuance costs, were
$249.4 million. On December 28, 2018, the Company repaid $215.0 million of the outstanding term loan. On May 31, 2019,
remaining outstanding balance of $35.0 million was repaid.

Term Loan Due 2023

On June 4, 2019, the Company entered into a delayed-draw term loan facility with a borrowing capacity of $50.0 million and a
maturity date four years from the borrowing date (the “2023 Term Loan”). On July 5, 2019, the Company borrowed $49.9
million, net of debt issuance costs, under the 2023 Term Loan, with a final maturity date of July 5, 2023. The agreement
includes a mutual option to extend the maturity date by one year.
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5.0% Senior Notes Due 2022

Infinity’s liabilities at the acquisition date included $275.0 million principal amount, 5.0% Senior Notes due September 19,
2022 (2022 Senior Notes™). The 2022 Senior Notes were recorded at fair value as of the acquisition date, $282.1 million, with
the $7.1 million premium being amortized as a reduction to interest expense over the remaining term, resulting in an effective
interest rate of 4.36%. On November 30, 2018, Kemper executed a guarantee to fully and unconditionally guarantee the
payment and performance obligations of the 2022 Senior Notes.

4.35% Senior Notes Due 2025

Kemper has $450.0 million aggregate principal of 4.35% senior notes due February 15, 2025 (the “2025 Senior Notes”)
outstanding as of December 31, 2019. Kemper initially issued $250.0 million of the notes in February of 2015 and issued an
additional $200.0 million of the notes in June of 2017. The additional notes are fungible with the initial notes issued in 2015,
and together are treated as part of a single series for all purposes under the indenture governing the 2025 Senior Notes. The
2025 Senior Notes are unsecured and may be redeemed in whole at any time or in part from time to time at Kemper’s option at
specified redemption prices.

Redemption of 7.375% Subordinated Debentures Due 2054

On June 7, 2019, Kemper issued a notice of redemption for the entire $150.0 million aggregate principal outstanding of its
7.375% Subordinated Debentures due 2054 (the “7.375% Subordinated Debentures”) at a redemption price equal to 100% of
their principal, plus accrued and unpaid interest on the redemption date. On July 8, 2019, Kemper completed the redemption,
and the 7.375% Subordinated Debentures were repaid in full. The Company recognized a loss on early extinguishment of debt
of $5.8 million in its December 31, 2019 Consolidated Statement of Income.

The Company used the proceeds received from Kemper’s common stock offering on June 7, 2019, as well as a portion of the
proceeds from its July 5, 2019 borrowing under the 2023 Term Loan, to repay the 7.375% Subordinated Debentures. See Note
10, “Shareholders’ Equity,” for additional information regarding the common stock offering.

Interest Expense and Interest Paid

Interest Expense, including facility fees, accretion of discount, amortization of premium and amortization of issuance costs, was
$42.5 million, $43.3 million and $34.9 million for the years ended December 31, 2019, 2018 and 2017, respectively. Interest
paid, including facility fees, was $44.0 million, $37.9 million and $34.7 million for the years ended December 31, 2019, 2018
and 2017, respectively.

NOTE 9. LEASES

The Company leases certain office space under non-cancelable operating leases, with initial terms typically ranging from one to
fifteen years, along with options that permit renewals for additional periods. The Company also leases certain equipment under
non-cancelable operating leases, with initial terms typically ranging from one to five years. Minimum rent is expensed on a
straight-line basis over the term of the lease. See Note 2, “Summary of Accounting Policies and Accounting Changes” under
sub-caption “Adoption of New Accounting of New Accounting Guidance - Guidance Adopted in 2019” for additional
information regarding the accounting for leases.

The following table presents operating lease ROU assets and lease liabilities.

DOLLARS IN MILLIONS 2019
Operating Lease Right-0f-USE ASSELS.......cueiiiiiiiiitietiee ettt ettt sttt ee st eneeneeneas $ 75.6
Operating Lease Liabilities . .......ecuiiiirieiiiiieiieteee ettt ettt ettt et et sbe et e b e b e eaeenbeees 93.2

100



Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements
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Lease expenses are primarily included in insurance expenses in the Consolidated Statements of Income. Additional information
regarding the Company’s operating leases is presented below.

DOLLARS IN MILLIONS 2019
Lease Cost:
Amortization of Right-of-Use Assets - FINance Leases.........ccoveiiririiiiinieieieeeee e $ 0.7
OPETALING LEASE COSE...eutiiieiieiiieiie ettt ettt ettt ettt sttt e bt et e satesbee s bt et e eabesetesbeenseenbeeatesatenbeenseensesneesees 20.7
SHOTt-TErm LeaSE COSt (1)..iiuviiieruieiiiiieiieiieiteeiteeteste st e steeteeeaesteesteesseesseesaessaesssesseeseessesssesseessaensanssesssenses 0.1
TOLAL EXPEIISE....euvieutieiiiiiteeitete ettt ettt ettt ettt s at e s bt et e et e e et sa b e s bt e bt en b e eatesatesbeebeenbeentesbeesbeebeensesneeneee 21.5
LesS: SUDIEASE TNCOME (2) .eivieiiiiiiiiiiieiieiieeie ettt ett ettt et e s taesteeteesaesetesteesseensesssesssesseeseesseessessaessaenseensenssenses 0.1
TOLAL LEASE COSL ... cniiiiiiieiieieeie ettt sttt ettt ettt et a e bttt e h ettt ennen $ 214

(1) - Leases with an initial term of twelve months of less are not recorded on the balance sheet.

(2) - Sublease income consists of rent from third parties of office space and is recognized as part of other income in the
Consolidated Statements of Income.

Other Information on Operating Leases

Supplemental cash flow information related to the Company’s operating leases for the year-ended December 31, 2019 is as
follows:

DOLLARS IN MILLIONS 2019

Operating Cash Flows from Operating Leases (Fixed Payments).........cccccuevieriieiiiienieneeieeie e $ 20.0
Operating Cash Flows from Operating Leases (Liability Reduction) .........c..cocccviiiiniiininiincnincicneen 17.6
Financing Cash Flows from FInance LEases .........cccevieriiiiiiiieniieieeie ettt ettt ens 0.7
Right-of-Use Assets Obtained in Exchange for New Operating Lease Liabilities.........ccoccvevririeininieienne. 25.9

Significant judgments and assumptions for determining lease asset and liability as December 31, 2019 are presented below.

Weighted-average Remaining Lease Term - FINaNCce Leases. ........cccciviiiiniiiiiiiiiiniiiiiieiciceecsciee et 1.7 years
Weighted-average Remaining Lease Term - Operating Leases ............cccoevvrueuiiriricininiciinineeiciseeeeseeeice et 7.0 years
Weighted-average Discount Rate - FINance Leases ..........ccoiviiiiiiiiniiiiiniiiiiiicececeeeeee et 4.0%
Weighted-average Discount Rate - Operating Leases.........ccoucueirrieiniriciininieiiirieicieseeeetee ettt 3.9%

Most of the Company’s leases do not provide an implicit rate. Accordingly, the Company uses its incremental borrowing rate
based on the information available at the commencement date in determining the present value of its lease payments.

Future minimum lease payments under finance and operating leases at December 31, 2019 were:

Finance Operating
DOLLARS IN MILLIONS Leases Leases
20200ttt et a ettt ae Rt Rt Rt Rt es e en e et e A e R et e eee Rt eReeneen e enten e et et e st eneeneeneeneeneeneens $ 03 $§ 205
202 T e et h bt h ettt b bt et bttt ae e h et ea et b bbbttt ebe bt et enn 0.2 19.3
2022 ket a e a ettt ae Rt R e eh e Rt ee e en e et e A e E e bt eh e eR e eh e ene e Rt en s en e et et e teeaeeneeteeneeneennen — 17.0
2023 et et h e bt bt a et b bt eh ekt h e at e h b ea e a ettt ea e she ettt et eanenn — 14.7
2024ttt bt h e Rt e a et A b bt eh e eh e bt ae e Rt en e en e et et e teeaeeteebeeneeneennene — 83
2025 aNd TRETCATLET .....e.veuiitiieiietee ettt ettt ettt ee — 28.1
Total FULUIE PAYIMENLS. .....cviiviiiiceietieiieiiet ettt ettt ettt et et b b et e saeeteeteeaeessessessesessessessesseeseeseensennans $ 0.5 $ 1079
LSS DIISCOUNL .....eiviiiietieiie ettt ettt et e vt eete et e et e e teeeteebeesseeabeeteesseeaseesseessessseseenseesseessesssesseenseessenseenss — 14.7
Present Value of Minimum Lease Payments.........ccocverieriieiiiiieiienieieeieeteseeste ettt $ 0.5 § 93.2
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Future minimum lease payments under finance and operating leases at December 31, 2018 were:

Finance Operating
DOLLARS IN MILLIONS Leases Leases
2019 et h bttt a bbbt h ettt ea et bttt she et ebe bt enn e $ 0.7 § 205
2020 ettt bbbt a et h e bt bt e bt e h et bt e bt ettt e bt bt e bt e bt et ebeenbeentes 0.7 18.4
2021 et et b bt b et a bbbt h e h e ae et ea e a et b et a e sae et ebeeneennenn 0.3 16.9
2022 et h bttt h bbbt a e bt eh e bt et he e h e e bt e bt et ebeenheenree 0.2 15.0
2023 e h et et a e h e bt a e a b bt ea e bt h e ae et et ea et b et ea e she ettt eaeennenn — 12.5
2024 ANA THETEATIET ..eeuvieiiieiieitiecieete ettt ettt s et e e beesae e st e sbe e beesseesaesseenseenseenseeneenseenss — 27.1
Total FULUIE PAYMENLS. ... .cuiitiiiietieiieiieiieieste ettt sae bttt et et esse s e naenseseesesseeseeneeneeneens $ 1.9 § 1104

eSS IMPULEA INEETESE ....vevtiiiieitieiieie ettt ettt et e e et e et e s bt e beesseestesseesbaenseenseeneenseenses —
Present Value of Minimum Lease PAYMENTS...........cooieieirieieieieceee st $ 1.9

The total of minimum rentals to be received in the future under non-cancelable subleases was $0.8 million and $0.0 million at
December 31, 2019 and 2018, respectively.

NOTE 10. SHAREHOLDERS’ EQUITY
Common Stock Issuance

Kemper is authorized to issue 20 million shares of $0.10 par value preferred stock and 100 million shares of $0.10 par value
common stock. No preferred shares were issued or outstanding at December 31, 2019 and 2018. There were 66,665,888 shares
and 64,756,833 shares of common stock outstanding at December 31, 2019 and 2018, respectively.

On June 7, 2019, the Company completed a public offering of its common stock and issued 1,552,500 shares of common stock,
at $83.00 per share. Gross proceeds from the offering were $128.9 million. Transaction costs, including the underwriting
discount, were $1.7 million, of which $0.1 million was accrued for and included in Accrued Expenses and Other Liabilities on
the Company’s Consolidated Balance Sheet at December 31, 2019. In July 2019, the Company used the net proceeds of $127.2
million from the offering, together with a portion of the proceeds from the 2023 Term Loan (see Note 8, “Debt”) to redeem all
$150.0 million in aggregate outstanding principal of its 7.375% Subordinated Debentures due 2054.

In conjunction with the closing of the Infinity acquisition, Kemper issued 13,184,107 shares of common stock on July 2, 2018,
at $74.53 per share. See Note 3, “Acquisition of Business,” to the Consolidated Financial Statements for additional information.

Kemper did not repurchase any of its common stock in open market transactions in 2019, 2018 or 2017.
Employee Stock Purchase Plan

During the second quarter of 2019, the Company’s stockholders approved the adoption of the Kemper Employee Stock
Purchase Plan (“ESPP”) and the reservation of 1,300,000 shares for issuance under the ESPP. The purpose of the ESPP is to
provide eligible employees of the Company and its subsidiaries with the opportunity to purchase shares of common stock at a
discounted price through payroll deductions with the goal of enhancing employees’ sense of participation in the Company and
further align employee interests with those of the Company’s shareholders.

Under the ESPP, eligible employees may purchase shares of Company common stock through payroll deductions of between
1% and 10% of after-tax compensation each pay period, with a maximum participation of $25,000 annually. The shares are
purchased at the end of each three-month offering period at a 15% discount from the closing market price as reported on the
New York Stock Exchange on the last trading day of the offering period. The Company issued 24,080 shares under the plan in
2019 at an average discounted price of $66.08 per share. Compensation costs charged against income were $0.3 million for the
year ended December 31, 2019.

Dividends

Various state insurance laws restrict the amount that an insurance subsidiary may pay in the form of dividends, loans or
advances without the prior approval of regulatory authorities. Also, that portion of an insurance subsidiary’s net equity which
results from differences between statutory insurance accounting practices and GAAP would not be available for cash dividends,
loans or advances. Kemper’s insurance subsidiaries paid dividends of $239.0 million to Kemper in 2019. In 2020, Kemper’s
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insurance subsidiaries would be able to pay $435.4 million in dividends to Kemper without prior regulatory approval. Kemper’s
insurance subsidiaries had net assets of $3.9 billion, determined in accordance with GAAP, that were restricted from payment to
Kemper without prior regulatory approval at December 31, 2019.

Kemper’s insurance subsidiaries are required to file financial statements prepared on the basis of statutory insurance accounting
practices, a comprehensive basis of accounting other than GAAP. Statutory capital and surplus for the Company’s life and
health insurance subsidiaries was $408.0 million and $454.7 million at December 31, 2019 and 2018, respectively. Statutory net
income for the Company’s life and health insurance subsidiaries was $90.4 million, $143.9 million and $84.1 million for the
years ended December 31, 2019, 2018 and 2017, respectively. Statutory capital and surplus for the Company’s property and
casualty insurance subsidiaries was $1.6 billion and $1.4 billion at December 31, 2019 and 2018, respectively. Statutory net
income for the Company’s property and casualty insurance subsidiaries was $347.6 million, $236.4 million and $56.9 million
for the years ended December 31, 2019, 2018 and 2017, respectively. Statutory capital and surplus and statutory net income
exclude parent company operations.

Kemper’s insurance subsidiaries are also required to hold minimum levels of statutory capital and surplus to satisfy regulatory
requirements. The minimum statutory capital and surplus, or company action level risk-based capital (“RBC”), necessary to
satisfy regulatory requirements for the Company’s life and health insurance subsidiaries collectively was $122.0 million at
December 31, 2019. The minimum statutory capital and surplus necessary to satisfy regulatory requirements for the Company’s
property and casualty insurance subsidiaries collectively was $641.9 million at December 31, 2019. Company action level RBC
is the level at which a company is required to file a corrective action plan with its regulators and is equal to 200% of the
authorized control level RBC.

In 2019, Kemper paid dividends of $67.8 million to its shareholders. Except for certain financial covenants under Kemper’s
credit agreement or during any period in which Kemper elects to defer interest payments, there are no restrictions on Kemper’s
ability to pay dividends to its shareholders. Certain financial covenants, namely minimum net worth and a maximum debt to
total capitalization ratio, under Kemper’s credit agreement could limit the amount of dividends that Kemper may pay to
shareholders at December 31, 2019. Kemper had the ability to pay without restrictions $1.3 billion in dividends to its
shareholders and still be in compliance with all financial covenants under its credit agreement at December 31, 2019.

NOTE 11. LONG-TERM EQUITY-BASED COMPENSATION

On May 4, 2011, Kemper’s shareholders approved the 2011 Omnibus Equity Plan (“2011 Omnibus Plan”). The 2011 Omnibus
Plan replaced the Company’s previous employee stock option plans, director stock option plan and restricted stock plan
(collectively, the “Prior Plans”). Awards previously granted under the Prior Plans remain outstanding in accordance with their
original terms, but no new equity-based compensation awards can be granted under the Prior Plans. A maximum number of
10,000,000 shares of Kemper common stock may be issued under the 2011 Omnibus Plan (the “Share Authorization”). As of
December 31, 2019, there were 3,254,822 common shares available for future grants under the 2011 Omnibus Plan, of which
1,082,460 shares were reserved for future grants based on the performance results under the terms of outstanding performance
share units (“PSUs”).

The design of the 2011 Omnibus Plan provides for fungible use of shares to determine the number of shares available for future
grants, with a fungible conversion factor of three to one, such that the Share Authorization will be reduced at two different rates,
depending on the type of award granted. Each share of Kemper common stock issuable upon the exercise of stock options or
stock appreciation rights will reduce the number of shares available for future grant under the Share Authorization by one share,
while each share of Kemper common stock issued pursuant to “full value awards” will reduce the number of shares available
for future grant under the Share Authorization by three shares. “Full value awards” are awards, other than stock options or stock
appreciation rights, that are settled by the issuance of shares of Kemper common stock and include time-based restricted stock
units (collectively “RSUs”), PSUs and deferred stock units (“DSUs”).

Outstanding equity-based compensation awards at December 31, 2019 consisted of tandem stock option and stock appreciation
rights (“Tandem Awards”), RSUs, PSUs and DSUs. RSUs, PSUs and DSUs give the recipient the right to receive one share of
Kemper common stock for each RSU, PSU or DSU issued. Recipients of DSUs receive full dividend equivalents on the same
basis as all other outstanding shares of Kemper common stock, but do not receive voting rights until such shares are issued.
For grants beginning in November 2017, recipients of RSUs and PSUs receive dividend equivalents on the same basis as all
other outstanding shares of Kemper common stock only if, to the extent, and at the time that they vest and on subsequent
dividend payment dates after they vest until the awards are settled, and do not receive voting rights until such shares are issued.
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For grants prior to November 2017, recipients of RSUs and PSUs receive full dividend equivalents on the same basis as all
other outstanding shares of Kemper common stock, but do not receive voting rights until such shares are issued. Except as
described below for certain equity-based compensation awards granted to each member of the Board of Directors who is not
employed by the Company (“Non-employee Directors”), all outstanding awards are subject to forfeiture until certain
restrictions have lapsed.

For awards subject to a performance condition, the Company recognizes compensation expense based upon the probable
outcome of the performance condition, which on the grant date reflects an estimate of attaining 100% of the performance units
granted. The estimate is revised if the actual number of PSUs expected to vest is likely to differ from the previous estimate.
Compensation expense for awards is recognized on a straight-line basis over the requisite service period. For equity-based
compensation awards with a graded vesting schedule, the Company recognizes compensation expense on a straight-line basis
over the requisite service period for each separately-vesting portion of the awards as if each award were, in substance, multiple
awards. Compensation expense is recognized only for those awards expected to vest, with forfeitures estimated at the date of
grant based on the Company’s historical experience and future expectations. Equity-based compensation expense was $25.3
million, $18.6 million and $9.4 million for the years ended December 31, 2019, 2018 and 2017, respectively. Total unamortized
compensation expense related to unvested awards at December 31, 2019 was $20.4 million, which is expected to be recognized
over the next three years ending December 31, 2020, 2021 and 2022.

The Compensation Committee of the Board of Directors, or the Board’s authorized designee, has sole discretion to determine
the persons to whom awards under the 2011 Omnibus Plan are granted, and the material terms of the awards. For Tandem
Awards, material terms include the number of shares covered by such awards and the exercise price, vesting and expiration
dates of such awards. Tandem Awards are non-transferable. The exercise price of Tandem Awards is the fair value of Kemper’s
common stock on the date of grant. Tandem Awards and RSU awards granted to employees generally vest in three equal annual
installments over a period of three years, with the Tandem Awards expiring ten years from the date of grant. Employee PSU
awards generally vest over a period of three years, subject to performance results and other restrictions.

Under the Non-employee Director compensation program in effect for 2019, each non-employee director received an annual
RSU award with an aggregate grant date fair value of $130,000 (“Director RSUs”) at the conclusion of the 2019 annual
shareholder meeting. The Director RSUs vest over a period of one year, enable the award holder to make an election to defer
the conversion to shares of common stock in accordance with applicable deferral rules, and include the right to receive dividend
equivalents on the same basis as all other outstanding shares of Kemper common stock only if, to the extent, and at the time that
they vest and on subsequent dividend payment dates after they vest until the awards are settled. Under the Non-employee
Director compensation program in effect for 2018 and 2017, each non-employee director received an annual DSU award with
an aggregate grant date fair value of $110,000 at the conclusion of each annual shareholder meeting. The DSUs granted to Non-
employee Directors are fully vested on the date of grant and include the right to receive full dividend equivalents on the same
basis as all other outstanding shares of Kemper common stock. Conversion of the DSUs into shares of Kemper’s common stock
is deferred until the date a director’s board service terminates.

The Company uses the Black-Scholes option pricing model to estimate the fair value of each Tandem Award on the date of
grant. The expected terms of Tandem Awards are developed by considering the Company’s historical Tandem Award exercise
experience, demographic profiles, historical share retention practices of employees and assumptions about their propensity for
early exercise in the future. Expected volatility is estimated using weekly historical volatility. The Company believes that
historical volatility is currently the best estimate of expected volatility. The dividend yield in 2019, 2018 and 2017 was
calculated by taking the natural logarithm of the annualized yield divided by the Kemper common stock price on the date of
grant. The risk-free interest rate was the yield on the grant date of U.S. Treasury zero coupon issues with a maturity comparable
to the expected term of the option.
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The assumptions used in the Black-Scholes pricing model for Tandem Awards granted during the years ended December 31,

2019, 2018 and 2017 are presented below.

2019 2018 2017
RANGE OF VALUATION ASSUMPTIONS
Expected Volatility .......cocvevvievieeienienieieeieseeeeene 28.97% - 33.78%  27.31% - 32.15%  26.17% -  30.39%
Risk-free Interest Rate........cccecueevevieiiieniieiiesienieeiens 135 - 2.60 2.44 - 3.00 1.59 - 2.25
Expected Dividend Yield........ccoocevieviiniinienieiiene 1.05 - 1.38 1.16 - 1.72 1.39 - 2.43
WEIGHTED-AVERAGE EXPECTED LIFE IN YEARS
Employee Grants.........c.cceceveveeiieeneeieieieeeienenns -6 4 -6 - 6.5
Tandem Award activity for the year ended December 31, 2019 is presented below.
Weighted-
Weighted- average Aggregate
Shares average Remaining Intrinsic
Subject to Exercise Price Contractual Value
Awards Per Share ($) Life (in Years) ($ In Millions)

Outstanding at Beginning of the Year.........cccoccvvvvivienieneennnne. 1,434,273  $ 46.48
GIanNted.......coveeieeiieeieeie ettt ettt raesaeebe b e 578,375 76.96
EXEICISEA ..ot (159,630) 36.92
Forfeited or EXPired........ccooieieieiiniieceee e (44,203) 68.43
Outstanding at December 31, 2019.......ccccceviiiiniiniinieieee 1,808,815 56.53 7.65 $ 383
Vested and Expected to Vest at December 31, 2019.................. 1,718,559 $ 56.03 7.61 $ 37.2
Exercisable at December 31, 2019 ........oooooooooooooooooeeoeoeeoeeooooe ~ 803,69 a2.15 650 S 284

The weighted-average grant-date fair values of Tandem Awards granted during 2019, 2018 and 2017 were $20.99, $15.14 and
$8.89, respectively. Total intrinsic value of Tandem Awards exercised was $7.7 million, $3.9 million and $4.9 million for the
years ended December 31, 2019, 2018 and 2017, respectively. Cash received from exercises of Tandem Awards was $2.4
million, $0.9 million and $4.0 million for the years ended December 31, 2019, 2018 and 2017, respectively. Total tax benefit
realized for tax deductions from exercises of Tandem Awards was $1.6 million, $0.8 million and $1.7 million for the years

ended December 31, 2019, 2018 and 2017, respectively.

Information pertaining to Tandem Awards outstanding at December 31, 2019 is presented below.

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

$ 20.01 - 30.00 150,627 $ 27.77 5.63 150,627 $ 27.77
30.01 - 40.00 173,895 34.83 5.36 165,086 34.58
40.01 - 50.00 401,385 42.56 6.79 313,459 42.41
50.01 - 60.00 461,459 59.90 8.07 147,944 59.89
60.01 - 70.00 57,395 67.04 8.14 22,289 66.85
70.01 - 80.00 518,820 76.27 9.09 3,435 77.76
80.01 - 90.00 45,234 85.44 9.30 929 82.10
20.01 - 90.00 1,808,815 56.53 7.65 803,769 42.15

The grant-date fair values of RSUs are determined using the closing price of Kemper common stock on the date of grant.
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Activity related to nonvested RSUs for the year ended December 31, 2019 is presented below.

Time-based Restricted Stock
Unit Awards

Weighted-
average
Number of Grant-date
Restricted Fair Value
Stock Units Per Unit
Nonvested Balance at Beginning of the Year...........cccecviviiiiiiiriiiiiicceceeeeeeeeeeee e 316,241 § 65.36
(1 1< R 23,383 82.56
VESEEA ...ttt e et e et e e et e e eteeeeteeeeteeeeaaeeeraeeans (135,909) 61.59
FOTTRILEA ...t ettt ettt ettt et et e et e easeeaseseeabeesseetsessseaseenseenseans (21,527) 69.48
Nonvested Balance at December 31, 2019 ........cooiiiiiiiiiieeeiee et 182,188 $ 71.12

The initial number of PSUs awarded to each participant represents the number of Kemper common shares that would vest and
be issued if the performance level attained were to be at the “target” performance level. For performance above the target level,
each participant would receive a grant of additional shares of stock up to a maximum of 100% of the initial number of PSUs
awarded to the participant. The final payout of these awards, and any forfeitures of PSUs for performance below the “target”
performance level, will be determined based on the Company’s performance. If, at the end of the applicable performance
period, the Company’s performance:

» exceeds the “target” performance level, all of the PSUs will vest and additional shares of stock will be issued to the
award recipient;

* is below the “target” performance level, but at or above a “minimum” performance level, only a portion of the PSUs
originally issued to the award recipient will vest; or

* is below a “minimum” performance level, none of the PSUs originally issued to the award recipient will vest.

Activity related to nonvested PSU awards for the year ended December 31, 2019 is presented below.

PSU Awards
Weighted-
average
Grant-date
Number of Fair Value
PSUs Per PSU
Nonvested Balance at Beginning of the Year...........ccccooiiiiiiiiriniieeeeeeee e 327,300 $ 47.14
(€ 2111« PRSP 254,535 61.22
VESEEA ... ettt ettt ettt et ettt e ettt e e eenes (204,542) 29.20
ST £S5 1T AU (16,473) 65.55
Nonvested Balance at DecembeEr 31, 2019 ... .oeii oo et eeaeeeeeeaeees 360,820 $ 66.42

The number of additional shares that would be granted if the Company were to meet or exceed the maximum performance
levels related to the outstanding PSU awards for the 2019, 2018 and 2017 three-year performance periods was 146,134
common shares, 137,343 common shares and 77,343 common shares, respectively, (as “full value awards,” the equivalent of
438,402 shares, 412,029 shares, and 232,029 shares, respectively, under the Share Authorization) at December 31, 2019.

The grant date fair values of the PSU awards with a market performance condition are determined using the Monte Carlo
simulation method. The Monte Carlo simulation model produces a risk-neutral simulation of the daily returns on the common
stock of Kemper and each of the other companies included in the peer group. Returns generated by the simulation depend on
the risk-free interest rate used and the volatilities of, and the correlation between, these stocks. The model simulates stock prices
and dividend payouts to the end of the three-year performance period. Total shareholder returns are generated for each of these
stocks based on the simulated prices and dividend payouts. The total shareholder returns are then ranked, and Kemper’s
simulated ranking is converted to a payout percentage based on the terms of the PSU awards. The payout percentage is applied
to the simulated stock price at the end of the performance period, reinvested dividends are added back, and the total is
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NOTE 11. LONG-TERM EQUITY-BASED COMPENSATION (Continued)

discounted to the valuation date at the risk-free rate. This process is repeated approximately ten thousand times, and the grant
date fair value is equal to the average of the results from these trials.

Fifty percent of the PSU awards granted to employees and officers in 2019, 2018 and 2017 are measured using a market
performance condition. Fair value for these awards was estimated using the Monte Carlo simulation method described above.
Final payout for these awards, and any forfeitures of units for performance below the “target” performance level, will be based
on Kemper’s total shareholder return, relative to a peer group comprised of all the companies in the S&P Supercomposite
Insurance Index, over a three-year performance period. The three-year performance periods for the 2019, 2018 and 2017 awards
end on January 31, 2022, January 31, 2021 and January 31, 2020, respectively. Compensation cost for these awards is
recognized ratably over the requisite service period. In the event that the market performance condition is not satisfied,
previously recognized compensation cost would not reverse, but it would reverse if the requisite service period is not met.

Fifty percent of the PSU awards granted to employees and officers in 2019, 2018 and 2017 are measured solely using a
Company-specific metric. Final payout for these awards, and any forfeitures of shares for performance below the “target”
performance level, will be determined based on Kemper’s adjusted return on equity over a three-year performance period. The
three-year performance periods for the 2019, 2018 and 2017 awards end on December 31, 2021, December 31, 2020 and
December 31, 2019, respectively. Fair value for these awards was determined using the closing price of Kemper common stock
on the date of grant. Accruals of compensation cost for these awards are estimated based on the probable outcome of the
performance condition.

The total fair value of RSUs and PSUs that vested during the year ended December 31, 2019 was $24.8 million. The tax
benefits for tax deductions realized from such awards was $5.2 million. The total fair value of RSUs and PSUs that vested
during the year ended December 31, 2018 was $8.7 million. The tax benefits for tax deductions realized from such awards was
$1.8 million. The total fair value of RSUs and PSUs that vested during the year ended December 31, 2017 was $3.2 million.
The tax benefits for tax deductions realized from such awards was $1.1 million.

The grant-date fair values of DSU awards granted to Non-employee Directors are determined using the closing price of Kemper
common stock on the date of grant. The total fair value of DSUs that vested during the years ended December 31, 2018 and
2017 was $1.0 million and $0.9 million, respectively.

Activity related to DSU awards for the year ended December 31, 2019 is presented below.

Weighted-
average
Grant-date
Number of Fair Value
DSUs Per DSU
Vested Balance at Beginning of the Year..........cccccoviiviiiiiieiiieieieeeeee e 57,340 $ 44.89
Reduction for Shares Issued 0n CONVEISION ............coueiiiieiieeeiee e et eee e eae e (12,520) 45.44
Vested Balance at December 31, 2010 ...oo oot e et e e e eaee s eeaeae s 44,820 $ 44.74
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NOTE 12. INCOME FROM CONTINUING OPERATIONS PER UNRESTRICTED SHARE

The Company’s awards of deferred stock units contain rights to receive non-forfeitable dividend equivalents and participate in
the undistributed earnings with common shareholders, as did the Company’s awards of restricted stock units and performance
share units prior to 2018. Accordingly, the Company is required to apply the two-class method of computing basic and diluted
earnings per share. A reconciliation of the numerator and denominator used in the calculation of Basic Income from Continuing
Operations Per Unrestricted Share and Diluted Income from Continuing Operations Per Unrestricted Share for the years ended

December 31, 2019, 2018 and 2017 is presented below.

2019 2018 2017

DOLLARS IN MILLIONS
Income from Continuing OPETAtIONS ............ccvevievieeriereeietieeeeeteeeee ettt ese e evesseenenas $ 5311 $ 1884 § 1199
Less Income from Continuing Operations Attributed to Participating Awards...................... 1.7 1.0 0.8
Income from Continuing Operations Attributed to Unrestricted Shares ...........c..ccceevvevennen. 529.4 187.4 119.1
Dilutive Effect on Income of Equity-based Compensation Equivalent Shares..................... — — —
Diluted Income from Continuing Operations Attributed to Unrestricted Shares .................. $ 5294 $§ 1874 §$§ 119.1
SHARES IN THOUSANDS
Weighted-average Unrestricted Shares Outstanding.............c.ocoovveveeierienienieneneseeeeeeeeene 65,880.9 58,149.4 51,345.6
Equity-based Compensation Equivalent Shares ............cccoevverieriiiiienienieniecie e 667.2 602.5 2323
Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming

DIIULION. 1ttt ettt b ettt se et ebe e eaen 66,548.1 58,7519 51,577.9
PER UNRESTRICTED SHARE IN WHOLE DOLLARS
Basic Income from Continuing Operations Per Unrestricted Share ..........cccocooeeveinenecnne. $ 804 $ 322 § 232
Diluted Income from Continuing Operations Per Unrestricted Share..............cccocevevvenrennnne $ 796 $ 319 § 231

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
years ended December 31, 2019, 2018 and 2017, because the effect of inclusion would be anti-dilutive, is presented below.

SHARES IN THOUSANDS 2019

2018 2017

Equity-based Compensation Equivalent Shares ............cccoeeerieiiieiinienieie e 556.4

Weighted-average Unrestricted Shares and Equivalent Shares Outstanding Assuming
DIIUTION. ¢ttt 556.4
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NOTE 13. OTHER COMPREHENSIVE INCOME (LOSS) AND ACCUMULATED OTHER COMPREHENSIVE
INCOME

The components of Other Comprehensive Income (Loss) Before Income Taxes for the years ended December 31, 2019, 2018
and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Other Comprehensive Income (Loss) Before Income Taxes:

Unrealized Holding Gains (Losses) Arising During the Year Before Reclassification

AQJUSTNENT ...ttt ettt ettt ennenn $ 4334 $ (2142) $ 119.1
Reclassification Adjustment for Amounts Included in Net Income ............ccccvevieeirennns (28.1) (21.9) (35.3)
Unrealized Holding Gains (LOSSES).......ccuevierierierierieeieitieeieieeiieiteeeieeete e see e esesneeseeseenas 405.3 (236.1) 83.8
Foreign Currency Translation Adjustments Arising During the Year Before

Reclassification AdJUStMENT.........c.cccuiiieriieiicie ettt sra e — — 1.7
Reclassification Adjustment for Amounts Included in Net Income .........cccocovenvincinnnn. — 0.3 —
Foreign Currency Translation AdjuStmMentS..........cc.eveerueerieeieeieiienieeie e sieesieesaeeae e — 0.3 1.7
Net Unrecognized Postretirement Benefit Costs Arising During the Year....................... 4.8) (8.0) 3.9
Reclassification Adjustments for Amounts Included in Net Income:

Amortization of Net Unrecognized Postretirement Benefit Costs...........ccccvevveeevennnne 3.0) 1.1 (0.6)
Total Reclassification Adjustments for Amounts Included in Net Income....................... 3.0) 1.1 (0.6)
Net Unrecognized Postretirement Benefit CostS........coovveviieeiiiciieiinieiecie e (7.8) (6.9) 33
Gains (Losses) on Cash Flow Hedges During the Year Before Reclassification

AQJUSTMENL ...ttt sttt st teeseess e e e st e s e sesbesseesesbeeseeseenaesaens — 0.9 (8.0)
Reclassification Adjustment for Amounts Included in Net Income ............ccceevveeiennnnns 0.4 0.3 1.3
Gains (Losses) on Cash FIOW HEedZes .......ccveieieiiiiiiiiiiciececeeieeeeeee v 0.4 1.2 (6.7)

Other Comprehensive Income (Loss) Before Income Taxes...........ccevveievieneneseeeseeeeneene. $ 3979 $ (241.5) § 82.1
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NOTE 13. OTHER COMPREHENSIVE INCOME (LOSS) AND ACCUMULATED OTHER COMPREHENSIVE

INCOME (Continued)

The components of Other Comprehensive Income Tax Benefit (Expense) for the years ended December 31, 2019, 2018 and

2017 were:

DOLLARS IN MILLIONS
Income Tax Benefit (Expense):

Unrealized Holding Gains (Losses) Arising During the Year Before Reclassification
AJUSTMENT ..ottt ettt ettt e eteeve et e eabesaseeaeebeenbeessesaseseeseenseas

Reclassification Adjustment for Amounts Included in Net Income.............cccceeveenennnene.
Unrealized Holding Gains (LOSSES) ....eoveiiuirieiriinieiriiieiesieeieeeet et

Foreign Currency Translation Adjustments Arising During the Year Before
Reclassification AdJUStMENT.........c.eecvieieiieiiieie ettt ae e

Reclassification Adjustment for Amounts Included in Net Income..........ccceceveniineninnnne
Foreign Currency Translation AdjuStment............ccueevirierieiireieieeseeie e esve e
Net Unrecognized Postretirement Benefit Costs Arising During the Year.......................
Reclassification Adjustments for Amounts Included in Net Income:

Amortization of Net Unrecognized Postretirement Benefit Costs ..........cccoceveeieeenne
Total Reclassification Adjustments for Amounts Included in Net Income.............c........
Net Unrecognized Postretirement Benefit COStS ........cocvueveeriieriieiiinierieieeieeieeeeee

Gains (Losses) on Cash Flow Hedges During the Year Before Reclassification
AQJUSEIMENL ..ottt ettt ettt e sbe s teeteeseesaessessesesbeeseenesseeseesneneas

Reclassification Adjustment for Amounts Included in Net Income.............coccoevevrnennnne.
Gains (Losses) on Cash FIOW Hedes.........ccvevieiiiiriiiiiciicieeeeeieeeeee et

Other Comprehensive Income Tax Benefit (EXpense) .........ccocoevvvieievienieneneneneeeeceeeene

The components of AOCI at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS

Net Unrealized Gains on Investments, Net of Income Taxes:

Other Net Unrealized Gains 0n INVEStMENTS ........c.eruireiiiriieieieieeie e
Net Unrecognized Postretirement Benefit Costs, Net of Income Taxes .........cccoceveereineneennnn
Losses on Cash Flow Hedges, Net of INCOMe TaXes .......ccceevvieiieiiiiieiiieieeieciecieeee e
Accumulated Other Comprehensive INCOME ............ccevvievieiiieieiieieieieeese e
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2019 2018

2017

(91.0) $ 450 $ (38.2)
5.8 4.6 12.3
(85.2) 49.6 (25.9)
— — (0.6)
— (0.1) —
— (0.1) (0.6)
1.0 1.7 (0.8)
0.7 (0.2) 0.2
0.7 (0.2) 0.2
1.7 1.5 (0.6)
— (0.2) 2.8
(0.1) (0.1) (0.4)
(0.1) (0.3) 24
83.6) $ 507 $ (24.7)
2019 2018
............... $ 4394 $§ 1193
............... (100.6) (94.5)
............... @2.7) (3.0)

............... $ 33.1 $§ 218
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NOTE 13. OTHER COMPREHENSIVE INCOME (LOSS) AND ACCUMULATED OTHER COMPREHENSIVE

INCOME (Continued)

Components of AOCI were reclassified to the following lines of the Consolidated Statements of Income for the years ended

December 31, 2019, 2018 and 2017:

DOLLARS IN MILLIONS

Reclassification of AOCI from Net Unrealized Gains and Losses on Investments to:
Net Realized Gains on Sales of INVESIMENTS...........c.cccvevuiiivieiieieeiieeieeie e
Net Impairment Losses Recognized in Earnings .........cceevevveeveenieneeniieciesieseeseeenenn
Total Before INCOME TaXES.......c.coveieirierierieriieie ettt ettt st eeeens
INCOmME TaX EXPEINSE ...uvieiiieiiiieeiiecie ettt
Reclassification from AOCI, Net of Income Taxes........cooovvvieeeivvieeieeieeeeeeeeeeeeene
Reclassification of AOCI from Unrecognized Postretirement Benefit Costs to:
Interest and Other Expenses (INCOME) .........cceviiiieierieieieieieieieceeee et
Income Tax Benefit (EXPENSe)......c.cccviiieiiieiiiiiiiiecieeie ettt
Reclassification from AOCI, Net of Income TaXes......c..ccveevveeeeereeeeieeieiieeeeeeeeeeiens
Reclassification of AOCI from Loss on Cash Flow Hedges to:
Interest and Other EXPENSEeS......c.cccviiieiieiiieieiieiieesieeie ettt
INCOME TaX BENETIt.....ccuicuiiiieiieiieiieieieeee ettt
Reclassification from AOCI, Net of Income Taxes.......ccvevivvviiiiiiiiiiiiiiee e
Total Reclassification from AOCI to Net INCOME..........ccocveevieiiieieieieieiecie e

NOTE 14. INCOME FROM INVESTMENTS

Net Investment Income for the years ended December 31, 2019, 2018 and 2017 was:

DOLLARS IN MILLIONS
Investment Income:

Interest on Fixed INCOME SECUITHES ......eveveruiiriinieiiiiiieiieteieteesesee e
Dividends on Equity Securities Excluding Alternative Investments ...........ccccccceeueueenee.
Alternative Investments:

Equity Method Limited Liability Investments ............cceeerieeieneneninceeseeeeenes

Fair Value Option INVESTMENTS .......cccuerieriiiieiieeierieeie ettt ene e

Limited Liability Investments Included in Equity Securities..........c.coevecereveennennne
Total Alternative INVESTMENTS. .....cc.coueitiiiiiiiieieieeee e
Short-term INVESTMENTS ......coveiitirieiiriiieieite ettt ettt
L0ans t0 POICYNOIACTS ......cvieeiiiieiieiiciecieiece e
REAL ESLALE....c.vitiiiiiiiiiciieee sttt

Investment Expenses:
REAL ESLALE ....eueititiciieiieieeee ettt
Other InVestMEnt EXPENSES ......ccuviriiiiiiiiiieiieiiee ettt
Total INVEStMENt EXPENSES ....viivviiviiriieiieieiiieetesieeie e see st steeeeseaesreesseesseesaessaesseenseensesssenes

Net Investment INCOMIC........viiiiiiiiiiiiiee e e e e e e e r e e e e eeenaaaeeeeeeas
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2019 2018 2017
419 $ 264 $ 496
(13.8) (4.5) (14.3)
28.1 219 353
(5.8) (4.6) (12.3)
22.3 17.3 23.0
3.0 (1.1) 0.6
0.7) 0.2 (0.2)
2.3 (0.9) 0.4
(0.4) (0.3) (1.3)
0.1 0.1 0.4
(0.3) (0.2) (0.9)
243 $ 162 $ 225

2019 2018 2017

$ 2994 $ 2689 $ 246.6

22.9 13.6 9.3
1.0 11.0 24.8
— — 13
18.0 26.4 28.6
19.0 374 547
8.2 7.0 1.6
22.6 225 21.6
9.8 9.6 10.7
1.5 0.9 0.5
383.4 359.9 345.0
9.6 9.7 10.5
9.5 9.3 7.3
19.1 19.0 17.8

$ 3643 $ 3409 $ 3272
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NOTE 14. INCOME FROM INVESTMENTS (Continued)

Other Receivables includes accrued investment income of $78.7 million and $77.9 million at December 31, 2019 and 2018,
respectively.

The components of Net Realized Gains on Sales of Investments for the years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Fixed Maturities:

GAINS ON SALES......viieiieiieee ettt ettt ettt et e et e eteeeae et e et e ereenes $ 411 $ 253 8§ 8.4

LLOSSES ON SALES ...ttt ettt ettt ae et ne et et e et e naeeseeteeneeneeneeneens (4.8) (11.1) 0.9)
Equity Securities:

GAINS ON SALES.....eeiieeieeeeeeeee ettt e e e e e e e e e e e e enaeeenneeenneens 5.8 12.3 42.0

LL0SSES OM SAIES ...ttt e sttt st sbe et e b e e enee e 0.2) — —
Real Estate:

GAINS ON SALES.....uviiiiiieeiiiicie ettt ettt e et e e e e e ae e e abeeeabeeseseeeaseesaseesaneans — — 6.4
Other Investments:

GaINS 0N OthET SAIES .....viiiiiiiiieie et ettt e veeeabeeeaseesaaeens — — 0.1

LLOSSES ON SAIES ...c.vveiieiiiciie ettt ettt ettt st be et e e e e aeestaesbeebeenaeenee e — (0.1) (0.1)

Net Gains on Trading SECUTTHIES .....cc.evvirieriieiieie e — — 0.6
Net Realized Gains on Sales of INVESTMENTS .......c..ccvieviiieeieeieeeie et $ 419 $ 264 $ 565
GT0SS GAINS ON SALES ......veveeveeeeeeceeeeee ettt ettt ettt es e eae et ene e e eae e eneeneesensanes $ 469 $ 376 $ 569
GrOSS LOSSES ON SAIES ..veovviiiiiieiieiiesiieieee ettt ettt sae s e et esteesbeeseesaeenne e (5.0) (11.2) (1.0)
Net Gains on Trading SECUTTLIES . .....ccuieriiiriiiieeierieeie ettt s e b eane e — — 0.6
Net Realized Gains on Sales of INVESTMENTS .......c..ccvvieviiieeiieieecie et eeeeee et $ 419 $ 264 $ 565

The components of Net Impairment Losses Recognized in Earnings reported in the Consolidated Statements of Income for the
years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017

FIXEA MATUTTEIES. ......vvevieeeeeieeeteeceeeeee ettt ettt s et e et et ae s et ens et e ens s et ene e enns $ (133)$ (20 $ (12.1)
EQUILY SECUITEICS. ...t ittetieiieiit ettt ettt sttt ettt e e e st esbeenbeenbeeneesaeesbeenseennesaeene 0.5) (2.5) (2.2)
Net Impairment Losses Recognized in EArnings............cooeeveerieirienieinieieeieieeeeseeeee e $ (@13.8) 3 4.5 $ (@(14.3)

NOTE 15. INSURANCE EXPENSES

Insurance Expenses for the years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
COMIMUISSIONS <.vevvievtiitieteeteeeteeeteeteesteeseeeseesseeseesseesseessesseesaseseessesssesssesseessenssesssessenseessenssanes $ 7088 $ 5587 § 4256
GENETAL EXPEISES ...vivieiieiieiii ettt sttt ettt sttt et esee st e sbeenbeenseenaesaaesseenseennesneenns 278.0 231.9 196.2
Premium TaX EXPENSE......ociiieieieieiieetiee ettt ettt ene s 93.5 71.0 50.7
Total COStS INCUITEA ....cvvviieiiieee et eae e e e e e eeareeeeeaneeeen 1,080.3 861.6 672.5
Policy Acquisition Costs:

DIETRITEA ...ttt ettt ettt e se et et e st et e b ess e sesseebeeneeneeseeneens (475.2) (481.5) (351.6)

Amortized 408.3 377.1 318.3
Net Policy Acquisition Costs AMOTHZEM. .......ccveruieriiiiiiierieiieie ettt (66.9) (104.4) (33.3)
AMOTtIZation Of VOBA ......ooiiiiiiiieeeieee ettt sae e e st beeseenaeenee e 6.3 143.3 5.1
TNSUTANCE EXPENSES ...vviviiiiviiiiietieiietceie ettt ettt se sttt s et s b ss b ss s s ssssesesessesns $1,019.7 $§ 9005 $ 6443

Commissions for servicing policies are expensed as incurred, rather than deferred and amortized.
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NOTE 16. INCOME TAXES

The tax effects of temporary differences that give rise to significant portions of the Company’s Net Deferred Income Tax Assets
and Deferred Income Tax Liabilities at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018
Deferred Income Tax Assets:
TNSUTANCE RESEIVES ....oviiiieiieiieie ettt ettt sttt e b et eeste s st e s be e beenseeseesseenbeenseensesneenseenss $ 162 $ 17.0
Unearned Premitm RESEIVES ......ccuiiiiiiiiiieieeiiceii ettt eve ettt e teesbeesbeesaeeseesseesbeesseessesssenseensens 64.5 59.1
Tax Capitalization of Policy AcCqUiSTHON COSES.....ieruieriieieriieriieiieieeieetestteteeieeteseee e enieeaeeeeseee e s 44.6 44.0
Payroll and Employee Benefit ACCIUALS. ........oouiriiiiiiieieeee e 35.0 49.6
Net Operating Loss CarryfOrWards .......c..ceceeuiiiiiienieiieie ettt seee e sseenaesnee e 33 5.5
ORET .ttt et ettt ettt ettt b ettt e teeae st st et et et e beeaeeteeteeaeeneennens 12.5 11.2
Total Deferred INCOME TaX ASSELS ....eeuvirieriieriieieeieitiest ettt stte sttt et e et e steesbeenbeentesaeesbeebeenseeneesseenses 176.1 186.4
Deferred Income Tax Liabilities:
TIIVESEIMEIIES ...ttt ettt et h e bt e bt et eeht e s bt e bt et e enbeeat e bt e bt et et e eneenaeentes 155.6 33.2
Deferred Policy ACQUISTHON COSES ....vveruieiieieriieitieitieieeiesteesteesteeseeseesseesteesseessesseesseesseeseensesssesseenses 112.9 98.7
Life VIF and P&C Customer RelationShips..........cceeveieiiieieiesiesieeeeeseeeeeee e 53 6.0
Goodwill and Other Intangible ASSEts ACQUITEA........ccueeverrieriieriieieeieeieerie ettt ae e se e s 39.3 45.2
DEPTECIADIE ASSELS ....veuveititeiieteteiiet ettt ettt ettt et b ettt sb et b ettt et et enen 37.6 27.1
L0 1151 OO OO UUURRUPSRRPRRP 3.6 2.4
Total Deferred Income Tax LAiabilities ........eevieiuieiiiiiiiiieiieieeic ettt ettt ae e eee e 354.3 212.6
Net Deferred INCOmMe TaxX Liabilities.......cveeierieriieieiie ettt ettt ste et st seaesaeenseeneesnne e $ 1782 § 262

The expiration of federal net operating loss (“NOL”) carryforwards and their related deferred income tax assets at
December 31, 2019 is presented below by year of expiration.

Cljn?rl;- Deferred

DOLLARS IN MILLIONS forwards Tax Asset
Expiring in:

SO SRRSRR 11.2 2.4

2028 et e bbbt e h e h sttt h e bbbt eh et s ettt h e eb e bbbt eneeneen 4.4 0.9

TOLAL ALL YEALS ...ttt ettt ettt ettt ettt ettt et et e et e et e et e eaeeaeeaeeasessesse s et e eseeseeseeaeeseersensensensens $ 156 $ 33

The NOL carryforwards were acquired in connection with business acquisitions made in prior years and are subject to annual
usage limitations under the Internal Revenue Code. The Company expects to fully utilize these federal NOL carryforwards.

A reconciliation of the beginning and ending amount of Unrecognized Tax Benefits for the years ended December 31, 2019,
2018 and 2017 is presented below.

DOLLARS IN MILLIONS 2019 2018 2017
Liabilities for Unrecognized Tax Benefits at Beginning of Year ..........ccccceeevevverienieeciennenns $ 44 $ 8.1 $ 5.1
Additions for Tax Positions of CUITENt YEar .........cceveiierieinenieiricieenieceteeeesieeee e — 0.7 3.1
Reductions for Tax Positions Of Prior YEars........cecvecvevierieriieieeieciesieeieee e “4.4) (4.4) —
Reduction for Expiration of Federal Statute of Limitations............ccecuevveviereneneneneeeenee — — (0.1)
Liabilities for Unrecognized Tax Benefits at End of Year.........cccoccovvevieiiinciiiienieecieeiee $ — 3 44 3 8.1

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 2011. As a result of the Company filing amended federal income tax returns resulting from an
election to update interest rates used to compute the tax basis of reserves on life insurance contracts issued prior to 2018, tax
years 2012 and 2013 are under limited examination with respect to carryback adjustments associated with the amended returns.
The statute of limitations related to tax years 2014 and 2015 has been extended to June 30, 2020.
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NOTE 16. INCOME TAXES (Continued)

The expiration of the statute of limitations related to the various state income tax returns that Kemper and its subsidiaries file
varies by state.

There were no Unrecognized Tax Benefits at December 31, 2019. Unrecognized Tax Benefits at December 31, 2018 and 2017
include $3.7 million and $7.6 million, respectively, for tax positions 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 $0.7 million and $0.5 million at December 31, 2018 and 2017,
respectively. Net interest related to unrecognized tax benefits for the years ended December 31, 2018 and 2017 were
insignificant.

The components of Income Tax Expense from Continuing Operations for the years ended December 31, 2019, 2018 and 2017
were:

DOLLARS IN MILLIONS 2019 2018 2017

Current Income Tax Benefit (EXPENSE)......cerveuirurieririeieiiieiieieieie st $ (664) $ 322 $ (23.1)
Deferred INCOME TaxX EXPEINSE ...ccvverviriiiiiiiiiriieiieie ettt ene (68.5) (46.5) (15.1)
(Increase) Decrease Unrecognized Tax Benefits........coocevieiiiiiniiieieeeeecceeeeeeee 4.4 3.6 (3.0)
INCOME TAX EXPEINISE...cvvvirieviririetiiteiietestese ettt et est st ese st ese b essese b essese s eseesessesessessesessesseses $ (130.5) $ (10.7) $ (41.2)

Income taxes paid, net of income tax refunds received, were $68.1 million, $0.2 million, and $13.0 million in 2019, 2018, and
2017, respectively.

A reconciliation of the Statutory Federal Income Tax Expense and Rate to the Company’s Effective Income Tax Expense and
Rate from Continuing Operations for the years ended December 31, 2019, 2018 and 2017 is presented below.

2019 2018 2017

DOLLARS IN MILLIONS Amount Rate Amount Rate Amount Rate
Statutory Federal Income Tax Expense...........c.c........ $ (138.9) 21.0% $ (41.8) 21.0% $ (56.4) 35.0%
Tax-exempt Income and Dividends Received

Deduction ......coceeeeieieieee e 4.3 0.7) 4.8 24 9.8 (6.0)
Stock-Based Compensation..............cceeevevvenieeneeennenne 4.4 0.7) 1.4 0.7 0.4 0.2)
Nondeductible Executive Compensation.................... 2.5 0.4 (1.4) 0.7 — —
Tax RefOrm.....c.ccccveiiiiieiiieiiecieeceeeece e — — 26.4 (13.3) 7.4 (4.6)
Other, Net 2.2 0.3) (0.1) 0.1 (2.4) 1.4
Effective Income Tax Benefit (Expense) from

Continuing Operations ............coeceeerveverereereerneuenens $ (130.5) 19.7% $ (10.7) 54% $ (41.2) 25.6%

Comprehensive Income Tax (Expense) Benefit included in the Consolidated Financial Statements for the years ended
December 31, 2019, 2018 and 2017 was:

DOLLARS IN MILLIONS 2019 2018 2017
Income Tax Benefit (Expense):

CONtNUING OPETATIONS ... .euveveieeietieietietetetietest et eteseete st et eseseeseeseseesesseseeseseseesensesessensesenes $ (1305) $ (10.7) $ (41.2)

Discontinued OPETAtiONS .......cceerveerierieriiertieieeiesiesteesteeteeteseesreenseeaeeseesseesseenseensesneenes — (0.6) 0.5)
Unrealized Depreciation (Appreciation) 0N SECUTITHICS. ......evveevrrerrieieienieiee e (85.2) 49.6 (25.9)
Foreign Currency Translation Adjustments on INVESTMENTS ...........ccvereerierierienienieeieneene — 0.1) (0.6)
Tax Effects from Postretirement Benefit P1ans ..........c.ccovvveiieiiiiiiiiiieeccceeeeeee 1.7 1.5 (0.6)
Tax Effects from Cash FIOW HEdge ..........cocueriiriiiiiiiiiiieeeceeeee e 0.1) (0.3) 2.4
Comprehensive Income Tax (Expense) Benefit.........ccocuevvevieiiiiiiienieiececeeceeeee e $ 2141) $ 394 § (66.4)
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Kemper sponsors a qualified defined benefit pension plan (the “Pension Plan”). The Pension Plan covers approximately 8,650
participants and beneficiaries, of which 1,250 are active employees. Effective January 1, 2006 the Pension Plan was closed to
new hires, and effective June 30, 2016, benefit accruals were frozen for substantially all of the participants under the Pension
Plan. The Pension Plan is generally non-contributory, but participation requires or required some employees to contribute 3% of
pay, as defined, per year. Benefits for participants who are or were required to contribute to the Pension Plan are based on
compensation during plan participation and the number of years of participation. Benefits for the vast majority of participants
who are not required to contribute to the Pension Plan are based on years of service and final average pay, as defined. The
Company funds the Pension Plan in accordance with the requirements of ERISA.

Changes in Fair Value of Plan Assets and Changes in Projected Benefit Obligation for the Pension Plan for the years ended
December 31, 2019 and 2018 is presented below.

DOLLARS IN MILLIONS 2019 2018
Fair Value of Plan Assets at Beginning 0f YEAT ...........ccocevieirieiiirieieieiee ettt $ 5253 § 5798
Actual RetUrn 0N PIan ASSELS......cuevuieiiiieiiieiieiieeie ettt esie ettt ettt e e et esteesbeesseesaesseesbeeseenseeneenseenss 113.2 (32.1)
EMPLOYEr CONIIDULIONS ......ivitietieiieiieiieiesteete ettt ettt ettt e etesse s e eseeseeseessensesesessessesseeseeseeneennens 55.3 5.1
BENETItS P ...oeiiieiiiieie ettt et he et et e et e ae e te e teenbeentenreenrs (29.2) (27.5)
Fair Value of Plan Assets at End 0f YEar.......cocvoiiiiieieieiceee e 664.6 525.3
Projected Benefit Obligation at Beginning of Year..........cccueviviiiiinieniieiicieceeseee et 580.5 637.2
TIEETESE COST ..ttt b ettt a e b e b et ea e e bt e s bt et e et e eae e s bt e bt e bt et e eatenneentes 22.3 20.3
BN its Paid .....ooooiiiiiiiiiie et et ettt et e e te e eteeetaeereeeans (29.2) (27.5)
ACtUArIAl (GAINS) LLOSSES ...vviiviiitieitieie et ciie ettt ettt et e et esteebeetestbesteeseesbeesbesssessaesseessesssesssessseseessesssens 86.9 (49.5)
Projected Benefit Obligation at End of Year.........cccooiiiiiiiiiiiieiieeeeeeeee e 660.5 580.5
Funded Status—Plan Assets in Excess (Deficit) of Projected Benefit Obligation ............cccevceveeieeenene $ 41 $ (55.2)
Unamortized Amount Reported in AOCT at End of Year..........cccoooviiiiiiiiiiiiiicceeece e $ (145.7) $ (144.4)
Accumulated Benefit Obligation at End of Year...........ccccvevieiiiiiriiniiciieiccceeeecee e $ 6604 $ 580.3

The measurement dates of the assets and liabilities at end of year presented in the preceding table under the headings, “2019”
and “2018” were December 31, 2019 and December 31, 2018, respectively.

The weighted-average discount rate and rate of increase in future compensation levels used to estimate the components of the
Projected Benefit Obligation for the Pension Plan at December 31, 2019 and 2018 were:

2019 2018
DISCOUNT RALE ...ttt ettt ettt ettt e see b e st eae e st essens e sesseseesesseeseeseeneeneens 3.21% 4.28%
Rate of Increase in Future Compensation Levels ........cccooieviiriiiiiiieniieecieeeee e 3.40 3.40
Asset allocations for the Pension Plan at December 31, 2019 and 2018 by asset category were:
ASSET CATEGORY 2019 2018
Cash and Short-term INVESIMENES .........ccuiiieriieiieeieeieseete ettt ettt esteesbeeseesaesseesbeeseensessaesseensas 2% 1%
Corporate Bonds and NOTES .........coueiriiiiiriiiiiicceetee ettt ettt 40 41
Common and Preferred STOCKS .......coviiiiiiie et 35 37
Bond Exchange Traded FUNAS ........couoieiiieec et st 14 6
OLRET ASSCES ...ttt ettt e b bt eb e et et et b et s bt bt e bt bt e h e eb e s et a ettt nbe bt beeneeieene 9 15

TOLAL .ttt et bbbttt ne e 100% 100%

The investment objective of the Pension Plan is to produce current income and long-term capital growth through a combination
of equity and fixed income investments which, together with appropriate employer contributions and any required employee
contributions, is adequate to provide for the payment of the benefit obligations of the Pension Plan. The assets of the Pension
Plan may be invested in fixed income and equity investments or any other investment vehicle or financial instrument deemed
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appropriate. Fixed income investments may include cash and short-term instruments, U.S. Government securities, corporate
bonds, mortgages and other fixed income investments. Equity investments may include various types of stock, such as large-
cap, mid-cap and small-cap stocks, and may also include investments in investment companies, collective investment funds and
Kemper common stock (subject to Section 407 and other requirements of ERISA). The Pension Plan has not invested in
Kemper common stock.

The trust investment committee for the Pension Plan, along with its third party fiduciary advisor, periodically reviews the
performance of the Pension Plan’s investments and asset allocation. Several external investment managers, one of which is
Fayez Sarofim & Co. (see Note 24, “Related Parties,” to the Consolidated Financial Statements), manage the equity
investments of the trust for the Pension Plan. Each manager is allowed to exercise investment discretion, subject to limitations,
if any, established by the trust investment committee for the Pension Plan. All other investment decisions are made by the
Company, subject to general guidelines as set by the trust investment committee for the Pension Plan.

The Company determines its Expected Long Term Rate of Return on Plan Assets based primarily on the Company’s
expectations of future returns, with consideration to historical returns, for the Pension Plan’s investments, based on target
allocations of the Pension Plan’s investments.

The fair values of pension plan assets are estimated using the same methodologies and inputs as those used to determine the fair
values for the respective asset category of the Company. These methodologies and inputs are disclosed in Note 22, “Fair Value
Measurements,” to the Consolidated Financial Statements. Fair value measurements for the Pension Plan’s assets at

December 31, 2019 are summarized below.

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs Measured at
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) Net Asset Value Fair Value
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities ................... $ 1584 $ — 3 — — 3 158.4
States and Political Subdivisions........... — 0.1 — — 0.1
Corporate Bonds and Notes.................... — 107.3 — — 107.3
Equity Securities:
Common Stocks:
Other Industries........ccocevveveervevennne. 140.0 21.5 — — 161.5
Other Equity Interests:
Collective Investment Funds............. — — — 71.8 71.8
Bond Exchange Traded Funds .......... 92.8 — — — 92.8
Limited Liability Companies and
Limited Partnerships — — — 63.7 63.7
Short-term Investments.............ccoeverveennenne. 10.0 — — — 10.0
Receivables and Other ...........cceevevieeennnnen. (1.0) — — — (1.0)
TOtal et $ 4002 $ 1289 $ — § 1355 § 664.6
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Fair value measurements for the Pension Plan’s assets at December 31, 2018 are summarized below.

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs Measured at
DOLLARS IN MILLIONS (Level 1) (Level 2) (Level 3) Net Asset Value Fair Value
Fixed Maturities:
U.S. Government and Government
Agencies and Authorities .................. $ 1109 $ — 3 — — $ 110.9
States and Political Subdivisions.......... — 2.1 — — 2.1
Corporate Bonds and Notes.................. — 103.4 — — 103.4
Equity Securities:
Preferred Stocks:
Finance, Insurance and Real Estate . — — — — —
Common Stocks:
Manufacturing.........cceeeeeeeeeeeenenne — — — — —
Other Industries..........ccceeeveeeneennnnnn. 106.0 17.4 — — 123.4
Other Equity Interests:
Collective Investment Funds............ — — — 68.6 68.6
Bond Exchange Traded Funds......... 34.1 — — — 34.1
Limited Liability Companies and
Limited Partnerships .................... — — — 77.1 77.1
Short-term Investments ..............ccceeueennee. 4.4 — — — 4.4
Receivables and Other..........c....ccoeeeenne. 1.0 — 0.3 — 1.3
Total ..o $ 2564 § 1229 $ 03 $ 1457 $ 525.3

Additional information pertaining to the changes in the fair value of the Pension Plan’s assets classified as Level 3 in the two
preceding tables for the years ended December 31, 2019 and 2018 is presented below.

DOLLARS IN MILLIONS 2019 2018

Balance at BeZINNiNg Of YEAT.........coieiiriiiieriieiieieeieette sttt ettt ettt eeesaeesbeenseenaeeseesseensees $ 03 $ 0.3
Purchases, Sales and Settlements, Net.........c.cooveiriiiiniiiiienee s (0.3) —
Balance at ENd OF YEAT .......cooiiiiiiiiieicieieieieietcteteeee ettt $ — § 0.3

The components of Comprehensive Pension Expense (Income) for the Pension Plan for the years ended December 31, 2019,
2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Service Cost Earned During the Year..........ccoceieiiiiieiiieieieeieteicie et $ — 3 — 3 —
Interest Cost on Projected Benefit Obligation...........ccevverierieeiiiienienieeieee e 223 20.3 20.6
Expected Return on Plan ASSELS.......ccccuieciiiieiieiiieieeie et eee et sae e eesse e enee e (30.6) (28.9) (30.9)
Amortization of ACtUArial LOSS .....c.ceuirieuiriirieiiniiieieneiee et 2.9 43 2.6
Pension Income Recognized in Consolidated Statements of Income .............cceevevieeciennns 5.4) (4.3) (7.7)
Unrecognized Pension Gain (Loss) Arising During the Year...........ccoocevveveveneiieiiceeenee 4.2 11.5 4.9
Amortization of Accumulated Unrecognized Pension Loss.........cccoevvereeviieciiiienienieeeeiene 2.9 4.3) (2.6)
Comprehensive Pension Expense (INCOME) .......ooveiriirieiiniieieieiieieeeee e $ 41 3 29 $ (15.2)
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The actuarial loss included in AOCI at December 31, 2019 is being amortized over approximately 22 years, the remaining
average estimated life expectancy of participants. The Company estimates that Pension Income for the Pension Plan for the year
ended December 31, 2020 will include expense of $5.9 million resulting from the amortization of the related accumulated
actuarial loss included in AOCI at December 31, 2019.

The weighted-average discount rate, service cost discount rate, interest cost discount rate, rate of increase in future
compensation levels and expected long-term rate of return on plan assets used to develop the components of Pension Expense
for the Pension Plan for the years ended December 31, 2019, 2018 and 2017 were:

2019 2018 2017
Weighted-average Discount Rate.........c.cceveriieiriiiiieieieieee e 4.28% 3.63% 4.19%
Service Cost DISCOUNt RALE.......c.eeiuieiieiiiieiicie ettt ees 4.26 3.61 4.15
Interest Cost Discount Rate..........coueoiveiiiriiiiiniciniieecsceesee et 3.91 3.26 3.52
Rate of Increase in Future Compensation Levels .........cccoocvevievieciiiiieiienieeeieee 3.40 3.40 2.56
Expected Long Term Rate of Return on Plan ASSets ..........ccccevevevieiienieieieeee 5.70 5.35 5.80

On August 22, 2019, the Company made a voluntary cash contribution of $55.3 million to the Pension Plan. On July 13, 2018,
the Company made a voluntary cash contribution of $5.1 million to the Pension Plan. The Company did not contribute to the
Pension Plan in 2017. The Company does not expect that it will be required to contribute to the Pension Plan in 2020, but could
make a voluntary contribution pursuant to the maximum funding limits under ERISA.

The following benefit payments (net of participant contributions), which consider expected future service of certain participants
that remain eligible for a benefit accrual, as appropriate, are expected to be paid from the Pension Plan:

Years Ending December 31,
DOLLARS IN MILLIONS 2020 2021 2022 2023 2024 2025-2029
Estimated Pension Benefit Payments ......................... $ 314 $ 321 $ 332 $ 340 $§ 347 $ 179.1

The Company also sponsors a non-qualified supplemental defined benefit pension plan (the “Supplemental Plan”). Benefit
accruals for all participants in the Supplemental Plan were frozen effective June 30, 2016. The unfunded liability related to the
Supplemental Plan was $28.9 million and $24.2 million at December 31, 2019 and 2018, respectively. Pension expense for the
Supplemental Plan was $1.0 million, $0.8 million, and $0.8 million for the years ended December 31, 2019, 2018 and 2017,
respectively. An actuarial loss of $5.6 million before taxes, an actuarial gain of $1.3 million before taxes and an actuarial loss of
$1.6 million before taxes are included in Other Comprehensive Income (Loss) for the years ended December 31, 2019, 2018
and 2017, respectively.

The Company also sponsors several defined contribution benefit plans covering most of its employees. The Company made
contributions to those plans of $26.0 million, $15.1 million and $10.6 million in 2019, 2018 and 2017, respectively.

NOTE 18. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

Kemper and Infinity sponsor other than pension postretirement employee benefit plans (“OPEB”) that together provide
medical, dental and/or life insurance benefits to approximately 650 retired and 525 active employees.

Kemper has historically self-insured the benefits under the Kemper OPEB Plan. The Kemper medical plan generally provides
for a limited number of years of medical insurance benefits at retirement based on the participant’s attained age at retirement
and number of years of service until specified dates and generally has required participant contributions, with most
contributions adjusted annually. On December 30, 2016, Kemper amended the Kemper OPEB Plan and, effective December 31,
2016, will no longer offer coverage to post-65 Medicare-eligible retirees and Medicare-eligible spouses under the self-insured
portion of its coverage. Rather, beginning on January 1, 2017, the Kemper OPEB Plan offers access to a private, third-party
Medicare exchange and provides varying levels of a Company-determined subsidy via health reimbursement accounts to certain
Medicare-eligible retirees and spouses in order to help fund a portion of the participants’ cost. Further, the amendment
eliminates the requirement for such participants to contribute to the Kemper OPEB Plan. In conjunction with the amendment,
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the Company recorded a pre-tax reduction to its Accumulated Postretirement Benefit Obligation of $11.0 million through Other
Comprehensive Income. This prior service credit is being amortized into income over the remaining average life of the Kemper
OPEB Plan’s participants.

Changes in Fair Value of Plans’ Assets and Changes in Accumulated Postretirement Benefit Obligation for the years ended
December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018
Fair Value of Plans’ Assets at Beginning 0f Year.........cccoveiiiiiiiiiiieniieieciesiteieeeeeee et $ — 3 —
EMPlOyer CONITDULIONS ... .ccuviitieiieieeieeite sttt ette st e e et e setesteesteebeesaeeseesseeseenseesaesseesseenseensesseenseenses 1.1 1.1
Plan Participants’ CONLIIDULIONS. .......co.eiiirieiieieirieteteeiet ettt ettt ee 0.3 0.3
BENETIS P ..ottt et h et et e et eeae e te e beenbeentenneentes (1.4) (1.4)
Fair Value of Plan Assets at End 0f YEar.......ccocioiiiiiiiieiceee e — —
Accumulated Postretirement Benefit Obligation at Beginning of Year.........ccccevvevievcieniinienieniecieneene 15.0 14.4
Obligation from Acquisition Of INFINILY ........ccooieiiiiiii e — 3.9
SEIVICE COSE .ttt bbbttt ettt b et st h e bbbt bt e bt e st et et et e s b e sb et ebe bt bt et eneen 0.2 0.2
TIEEI@SE CCOSE -ttt ettt etttk ettt ettt e st e st en e e s et e bt seees e en e eneeneensen e e s e seteeneeneeneeneeneennens 0.4 0.4
Plan Participants’ CONITDULIONS. .......ecuiiieriieiieieeiertiete ettt ettt ebeeeaestt e bt ebeesteeseesaeenteenseensesneenseenses 0.3 0.3
BENETIS PAIA ...ttt ettt ettt e he et e b e e naeeaa e beebeenaeentenneenns (1.4) (1.4)
Medicare Part D Subsidy RECEIVEA .......ceoiiiiiiiiiiiiiiieiieieceeee ettt — 0.2
ACHUATIAL GAIN ...ttt ettt et e et e st este e beesae e st e ste e beesseesseeseesseenseenseessesseeseenseenseensenseenses 1.7 (3.0)
Accumulated Postretirement Benefit Obligation at End of Year.........cccooovvieieiiiieiiniececceeen 12.8 15.0
Funded Status—Accumulated Postretirement Benefit Obligation in Excess of Plans’ Assets................. $ (12.8) $ (15.0)
Unamortized Actuarial Gain Reported in AOCI at End of Year ..........cccocveevvieieienieneecececeeeeee $ 238 $§ 249

The measurement dates of the assets and liabilities at end of year in the preceding table under the headings “2019” and “2018”
were December 31, 2019 and December 31, 2018, respectively.

The weighted-average discount rate and rate of increase in future compensation levels used to develop the components of the
Accumulated Postretirement Benefit Obligation at December 31, 2019 and 2018 were:

2019 2018
DISCOUNT RALE .....oiviiiiiiecii ettt ettt ettt e et e et e e te e teebeesseeteesbeesbeesseessesasesbeesseenseessesseenss 2.91% 4.02%
Rate of Increase in Future Compensation Levels ........c.cooieiiiiiiiiiieniieieeeeeeeeeee e 2.20 2.20

The assumed health care cost trend rate used in measuring the Accumulated Postretirement Benefit Obligation at December 31,
2019 was 7.50% for 2020, gradually declining to 4.8% in the year 2025 and remaining at that level thereafter for medical
benefits and 10.00% for 2020, gradually declining to 4.8% in the year 2026 and remaining at that level thereafter for
prescription drug benefits. The assumed health care cost trend rate used in measuring the Accumulated Postretirement Benefit
Obligation at December 31, 2018 was 7.5% for 2019, gradually declining to 4.8% in the year 2025 and remaining at that level
thereafter for medical benefits and 10.0% for 2019, gradually declining to 4.8% in the year 2026 and remaining at that level
thereafter for prescription drug benefits.

A one-percentage point increase in the assumed health care cost trend rate for each year would have increased the Accumulated
Postretirement Benefit Obligation at December 31, 2019 by $0.6 million and 2019 OPEB expense by an insignificant amount. A
one-percentage point increase in the assumed health care cost trend rate for each year would have increased the Accumulated
Postretirement Benefit Obligation at December 31, 2018 by $0.8 million and 2018 OPEB expense by an insignificant amount.
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The components of Comprehensive OPEB Expense (Income) for the years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Service Cost Earned During the YEar.........ccccoceoueiiiirieiiieieieeeieieeee et $ 02 3§ 02 $ 0.1
Interest Cost on Accumulated Postretirement Benefit Obligation ...........cccoecveveevieecieniennnns 0.4 0.4 0.4
Amortization of Prior SErvice CTedit ..........covvierierieeciiiieieerieeie e (1.3) (1.3) —
Amortization of Accumulated Unrecognized OPEB Gain...........cccocvevuerienenenieeieeeeeeenene 2.4 (1.8) (1.8)
OPEB Income Recognized in Consolidated Statements of Income.........ccoccevevvrienieeniennnnns 3.1 (2.5) (1.3)
Unrecognized OPEB Gain Arising During the Year ...........cccocovvieieieieienienececeee e 1.7 (3.0 (0.5)
Prior Service Credit Arising During the Year from Plan Amendments............cccccoevveevvennnne — — (1.3)
Amortization of Prior Service Credit .........eoueriereririreieeieeieeieieiee et 1.3 1.3 —
Amortization of Accumulated Unrecognized OPEB Gain...........cccoovevieviieienienieniecieeiene 2.4 1.8 1.8
Comprehensive OPEB INCOME...........ciiuiiiiiieiieieietieieiceteeie ettt seeeenas $ a1 s 24 % (1.3)

The Company estimates that OPEB Expense for the year ended December 31, 2020 will include income of $3.3 million
resulting from the amortization of the related accumulated actuarial gain and prior service credit included in AOCI at
December 31, 2019.

The weighted-average discount rate and rate of increase in future compensation levels used to develop OPEB Expense for the
years ended December 31, 2019, 2018 and 2017 were:

2019 2018 2017
Weighted-average Discount Rate ..........coociiiiiiiiiiieieeet e 4.08% 3.36% 3.61%
Service Cost DISCOUNT RALE ......c.oouiriiiiriiiiiiiiieieteetese sttt 4.16 3.52 3.79
Interest Cost DISCOUNE RALE ........ccveiuieiiieiiiieciiesieeie ettt se e enne e 3.69 2.96 2.92
Rate of Increase in Future Compensation Levels.........ccccovveiieiiiiiiiiniiiinieiieieieeeeeee 2.20 2.20 2.60

The Company expects to contribute $1.3 million, net of the expected Medicare Part D subsidy, to its OPEB Plan to fund benefit
payments in 2020.

The following benefit payments (net of participant contributions), which consider expected future service, as appropriate, are
expected to be paid:

Years Ending December 31,

DOLLARS IN MILLIONS 2020 2021 2022 2023 2024 2025-2029
Estimated Benefit Payments:
Excluding Medicare Part D Subsidy...................... $ 13 $ 13 $ 1.3 $ 1.2 % 1.2 3 4.5
Expected Medicare Part D Subsidy .........c.cccoueee. — — — — — —
Net Estimated Benefit Payments .............c.ccocevenenneee. $ 13 $ 13 % 13 % 12 3 12 % 4.5

NOTE 19. 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 three operating segments: Specialty Property & Casualty Insurance,
Preferred Property & Casualty Insurance and Life & Health Insurance.

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

The Company’s earned premiums are derived in the United States. The accounting policies of the segments are the same as
those described in Note 2, “Summary of Accounting Policies and Accounting Changes,” to the Consolidated Financial
Statements. Capital expenditures for long-lived assets by operating segment are immaterial.
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It is the Company’s management practice to allocate certain corporate expenses, primarily compensation costs for corporate
employees and related facility costs, included in Interest and Other Expenses in the Consolidated Statements of Income to its
insurance operations. The amount of such allocated corporate expenses was $103.9 million, $68.0 million and $50.8 million for
the years ended December 31, 2019, 2018 and 2017, respectively. The Company does not allocate Income from Change in Fair
Value of Equity and Convertible Securities, Net Realized Gains on Sales of Investments, Net Impairment Losses Recognized in
Earnings, Acquisition Related Transaction, Integration and Other Costs, Loss from Early Extinguishment of Debt, interest
expense on debt or postretirement benefit plans, and actuarial gains and losses on its postretirement benefit plans to its
operating segments. Additionally, the Company did not allocate the 2018 and 2017 impacts of the Tax Act or the gains
recognized in 2019 and 2018 on the partial satisfaction of a final judgment against Computer Sciences Corporation (“CSC”) to
its operating segments.

Segment Assets at December 31, 2019 and 2018 were:

DOLLARS IN MILLIONS 2019 2018

Specialty Property & Casualty INSUTANCE........cc.eeviiriiiiirieniieie ettt ettt § 44352 § 3,541.0
Preferred Property & Casualty INSUTANCE........couiiiiieieieieeee et 1,549.8 1,567.7
Life & Health INSUTANCE .......cvviiiiiiiie ettt et e et e e e et e e e etae e e eenreeeeeaneeeens 5,847.9 5,117.2
Corporate and Other, NEt.........coieiiiiiiiieiieie ettt et este et e eaesaestaesseesseessessaesssessaesseensensnees 1,156.2 1,319.0
TOLAL AISSEES ...ttt ettt et e ettt e et et et et e eeeeaeeaeeas e et ea e ent et et et e te et e eaeete et ene et et ennan $12,989.1 $ 11,5449

Earned Premiums by product line for the years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Specialty Property & Casualty Insurance:
Specialty AULOMODILE ........ovoviuieiiieeeeieeeeee ettt sttt aeaeana $2,8256 $1.8895 $§ 9543
Commercial AULOMODILE ........ccueviiriiiiieiieiieieieee ettt eee e eneens 252.8 137.9 514
Preferred Property & Casualty Insurance:
Preferred Automobile 470.2 440.2 422.8
Homeowners 241.3 250.1 264.8
Other Personal Lines 38.8 40.4 42.7
Life & Health Insurance:
LE@ ottt ettt ettt ettt et et et et et e eaeeteeteereereeneens 384.6 378.4 379.7
Accident & HEalth .......cc.ooiiiiiiiiiieeee e 190.9 177.5 161.7
POPEIEY ettt ettt ettt eneeneeneen 68.2 70.4 72.6

......................................................................................................... $4,472.4 $33844 §2,350.0
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Segment Revenues, including a reconciliation to Total Revenues, for the years ended December 31, 2019, 2018 and 2017 were:

DOLLARS IN MILLIONS 2019 2018 2017
Segment Revenues:
Specialty Property & Casualty Insurance:

Barned PremMIUITIS .......ooooviiiiie ettt ettt e et e e eaeeeenaeeeaeeeereeeenneenneas $3,0784 $2,0274 $ 1,005.7
Net [Nvestment INCOME........ccuuiiiiiiiiiiiiie ettt e e e e e 107.5 63.4 39.2
Other TNCOIME ...ttt ettt ettt te ettt e et e sae e beenbeenseesaenseenees 7.0 2.4 1.1
Total Specialty Property & Casualty INSUTANCE ........c.coueveeeerreieiinieinenieineieenceee e 3,192.9 2,093.2 1,046.0
Preferred Property & Casualty Insurance:
Earned Premiums 750.3 730.7 730.3
Net Investment Income 44.1 61.8 58.9
Total Preferred Property & Casualty Insurance 794.4 792.5 789.2
Life & Health Insurance:
Earned Premitms. .......ooviiiiiieiieeeie ettt sae e e e staesbeeaeenaeenne e 643.7 626.3 614.0
Net INVESTMENTE INCOMEC ......viiieiieiieit ettt st 206.4 210.9 2232
Other TNCOIME ...ttt ettt ettt et te et e esbeeseesse e beenseenseenaenseensas 8.5 4.0 2.6
Total Life & Health INSUTANCE. ........coieieieieiieieieieie et 858.6 841.2 839.8
Total SEZMENt REVEINUES .....c..eviiieieiiieiieie ettt ettt seesteesaeetessaestaesseeseenaesneees 4,845.9 3,726.9 2,675.0
Income (Loss) from Change in Fair Value of Equity and Convertible Securities................. 138.9 (64.3) —
Net Realized Gains on the Sales of INVESTMENTS ........ccuevverieriieriieiieieeeeie e 41.9 26.4 56.5
Net Impairment Losses Recognized in Earnings............ccoceeveieieieiienienienenececeee e (13.8) (4.5) (14.3)
ORI .ttt b ettt ettt 26.3 40.6 6.2
TOLAL REVEIIUES ...ttt e e e e e et e e eaeeseaeeeeaeeeeaeeseneeseaeesans $5,039.2 $3,725.1 $27234

Segment Operating Profit, including a reconciliation to Income from Continuing Operations before Income Taxes, for the years
ended December 31, 2019, 2018 and 2017 was:

DOLLARS IN MILLIONS 2019 2018 2017
Segment Operating Profit (Loss):
Specialty Property & Casualty INSUTANCE .........ccvevvivviiuiirierieiieeieieieeeieee e eeeenas $ 3559 § 1456 $ 805
Preferred Property & Casualty INSUIANCE .......ccovveviiiiiriiieiieieeeeeee e 52.3 28.6 (78.1)
Life & Health INSUIANnCe.........cc.coiviiiiiiiiiiiiiece e 121.9 115.9 140.2
Total Segment Operating Profit..........coocioiiiiioiiieeee e 530.1 290.1 142.6
Corporate and Other Operating Profit (LosS) From: .......cccceevieviiiiiiiiniiiieeceeeeeeee
Partial Satisfaction of JUdZMENt ..........coooviiiiiiiiiii e 20.1 35.7 —
OBNET .ttt b ettt bttt ettt be e (31.4) (39.6) (23.7)
Corporate and Other Operating Profit (LOSS) .....cccecveviiiierieiieeieeie et (11.3) (3.9 (23.7)
Adjusted Consolidated Operating Profit (LOSS) ......ccooeveeieieieieieierieieiese e 518.8 286.2 118.9
Income (Loss) from Change in Fair Value of Equity and Convertible Securities................. 138.9 (64.3) —
Net Realized Gains on Sales of INVESIMENLS ......c.ceuevueiiirieireieerieeeeeeeteeeeeee e 41.9 26.4 56.5
Net Impairment Gains (Losses) Recognized in Earnings.............cocceevveveeneeniiiieeeeneenieennn (13.8) 4.5) (14.3)
Acquisition Related Transaction, Integration and Other COStS ..........ccoecvrerieinenreenennenn (18.4) 44.7) —
Loss from Early Extinguishment of Debt.............ccocccoiiiiiiiice (5.8) — —
Income from Continuing Operations before Income Taxes .........cccovecerereerenineneenenieennes $ 6616 $ 199.1 §$ 161.1
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Segment Net Operating Income, including a reconciliation to Income from Continuing Operations, for the years ended
December 31, 2019, 2018 and 2017 was:

DOLLARS IN MILLIONS 2019 2018 2017
Segment Net Operating Income (Loss):
Specialty Property & Casualty INSUTANCE .........c.ccveviieviiiiieriieeieieeeieeree et $ 2831 $§ 1158 $§ 563
Preferred Property & Casualty INSUTANCE ........ceeviiiiieriiiiieeieeeeee e 41.9 25.7 (45.4)
Life & Health INSUIANCe.........c..coeviiiiiiiiiiiiiicc e 98.7 91.5 91.9
Total Segment Net Operating INCOmMe (LOSS) ....veueeieienerieriei et 423.7 233.0 102.8
Corporate and Other Net Operating Income (Loss) From: .........c.ccooovevieiiniiiienienceeiee
Effects of Tax Law Chan@ES ......cc.cccverieriieiieieeeeie ettt sieesre e eeesseesaeensessaesssessaenseennens — 26.4 7.4
Partial Satisfaction of JUAZMENT ..........ccoeieieiiiiiiieece e 15.9 28.2 —
L0111 1<) SRS (21.3) (29.2) (17.7)
Total Corporate and Other Net Operating Income (LOSS) ......ccovevieieierierieneneceee e 5.4) 25.4 (10.3)
Adjusted Consolidated Net Operating INCOME.........cccuevierieriieiieiieiiereee e 418.3 258.4 92.5
Net Income (Loss) From:
Change in Fair Value of Equity and Convertible SeCUrities ..........ccceoeververenenenencnennns 109.7 (50.8) —
Net Realized Gains on Sales of INVESIMENLS .........ccevieriiriiiirieieieieeee e 33.1 20.9 36.7
Net Impairment Losses Recognized in Earnings .........ccoceevvevieiienienieeienieiieseeeeie s (10.9) (3.6) 9.3)
Acquisition Related Transaction, Integration and Other COStS..........ccvevuereereneirerieieennns (14.5) (36.5) —
Loss from Early Extinguishment of Debt ..........ccoccveiiiiiieiinieiiiiieceeee e (4.6) — —
Income from ContinUing OPETAtIONS.......c.crveeeuirierirtirietintereienteetetert ettt ettt sreeereenes $ 5311 $§ 1884 § 1199

Amortization of Deferred Policy Acquisition Costs by Operating Segment for the years ended December 31, 2019, 2018 and
2017 was:

DOLLARS IN MILLIONS 2019 2018 2017

Specialty Property & Casualty INSUTANCE..........c.evievirierieiirierieteieieieeeereiee et $ 2249 $§ 2020 $ 1502
Preferred Property & Casualty INSUIANCe..........ocvevveeeiiiieniesiieieeie et 120.1 117.2 114.6
Life & Health INSUTANCE .......coveiiiiiiiiiiciieec et 63.3 57.9 53.5
TOtal AMOTEIZATION ... eveevieeieeieeieitete ettt ettt ettt e st et e eteeaeeseeteesaessessessessesbeeseeaseseeseens $ 4083 $ 377.1 § 3183

NOTE 20. CATASTROPHE REINSURANCE

Catastrophes and natural disasters are inherent risks of the property and casualty insurance business. These catastrophic events
and natural disasters include, without limitation, hurricanes, tornadoes, earthquakes, hailstorms, wildfires, high winds and
winter storms. Such events result in insured losses that are, and will continue to be, a material factor in the results of operations
and financial position of the Company’s property and casualty insurance companies. Further, because the level of these insured
losses occurring in any one year cannot be accurately predicted, these losses may contribute to material year-to-year
fluctuations in the results of operations and financial position of these companies. Specific types of catastrophic events are more
likely to occur at certain times within the year than others. This factor adds an element of seasonality to property and casualty
insurance claims. The Company has adopted the industry-wide catastrophe classifications of storms and other events
promulgated by the Insurance Services Office (“ISO”) to track and report losses related to catastrophes. ISO classifies a disaster
as a catastrophe when the event causes $25.0 million or more in direct insured losses to property and affects a significant
number of policyholders and insurers. ISO-classified catastrophes are assigned a unique serial number recognized throughout
the insurance industry. The discussions that follow utilize ISO’s definition of catastrophes.

The Company manages its exposure to catastrophes and other natural disasters through a combination of geographical
diversification, restrictions on the amount and location of new business production in certain regions, and reinsurance. To limit
its exposures to catastrophic events, the Company maintains a catastrophe reinsurance program for the property and casualty
insurance companies. Coverage for the catastrophe reinsurance program is provided in various layers through multiple excess
of loss reinsurance contracts and in 2019 and 2018 an annual aggregate excess property catastrophe reinsurance contract.
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Coverage on individual catastrophes provided under the excess of loss reinsurance contracts effective January 1, 2019 to
December 31, 2019 is provided in various layers as presented below.

Catastrophe Losses and

LAE P
ercentage
DOLLARS IN MILLIONS In Excess of Up to of Coverage
RELAINE ...ttt ettt $ — 3 50.0 —%
1St Layer OF COVETAZE ....ccveeiieiieiieiiieieeie ettt ettt staesse e s e eneesseesees 50.0 150.0 95.0
20d Layer 0f COVETAZE ....c.vcuerieieiiitiieienieteie ettt sttt 150.0 250.0 95.0
31d Layer Of COVETAZE ....ccuvevieiieiieiiieriieie et stte st e e eee st e st e steeaeesaesreesbeeseenseenaesseenseen 250.0 275.0 95.0

Coverage on individual catastrophes provided under the excess of loss reinsurance contracts effective January 1, 2018 to
December 31, 2018 is provided in various layers as presented below.

Catastrophe Losses and

Percentage
DOLLARS IN MILLIONS In Excess of Up to of Coverage
RETAINEA ...ttt ettt ettt eb e s baesbeesbeesbestaessaeseenseensennes $ — % 50.0 —%
1St LaAYET OF COVETAZE wuvvevvieiiieiieiiieeiiesit ettt ettt ettt sttt ettt seae b e b ensesnnesees 50.0 150.0 95.0
2nd Layer of Coverage (Tranche A).......ccvecieiiiiinieiieiece ettt 150.0 250.0 63.3
2nd Layer of Coverage (Tranche B).......ccccooiviiiiiiiiniiiiiieecece e 150.0 350.0 31.7

Coverage on individual catastrophes provided under the excess of loss reinsurance contracts effective January 1, 2017 to
December 31, 2017 is provided in various layers as presented below.

Catastrophe Losses and

Percentage
DOLLARS IN MILLIONS In Excess of Up to of Coverage
RELAINEM ...ttt b e bbbttt $ — § 50.0 —%
1St Layer Of COVEIAZE ..eveovieueiiieiieiieieieie sttt ettt ettt ese e ene et e e eneenees 50.0 150.0 95.0
2nd Layer of Coverage (Tranche A).......cccoecieiiiiiiieniieieee et 150.0 250.0 31.7
2nd Layer of Coverage (Tranche B) ........ccoocoiiiiiiiieieeeeee e 150.0 350.0 63.3

In the event that the incurred catastrophe losses and LAE covered by the catastrophe reinsurance programs presented in the
three preceding tables exceed the retention for that particular layer, each of the programs allow for one reinstatement of such
coverage. In such an instance, the Company is required to pay a reinstatement premium to the reinsurers to reinstate the full
amount of reinsurance available under such layer.

Coverage provided under the 2019 aggregate property catastrophe reinsurance contract is summarized below.

Aggregate Catastrophe
Losses and LAE
DOLLARS IN MILLIONS In Excess of Up to
RELAINEM. ...ttt ettt ettt et s et et e st et e st e s et es e es e b es e ese s enees e s eseesentes e s en e etenseneesennanan $ — 3 60.0
COVETAZE. .. eeuvtentieuteeeie et et et et e et eete e bt et e esteeatesttenteeabeeateeseenseen bt anseenseestenseenbeenbeessenseenseenbeenbeensenseensesnsenns 60.0 110.0

Coverage provided under the 2018 aggregate property catastrophe reinsurance contract is summarized below.

Aggregate Catastrophe
Losses and LAE
DOLLARS IN MILLIONS In Excess of Up to
RELAINEA. ..ttt ettt ettt b et s et b e st b e e e st sb et e st ee et b e b e st et et eneebeneenes $ — 3 60.0
COVETAZE ..ottt ettt ettt ettt et ettt a e e bt e s bt et e et e eat e bt et e e a bt e a bt e st e e bt e bt eab e eab e e bt e ebe e bt eateenteestenneenbeenbeens 60.0 110.0
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The catastrophe reinsurance in 2019, 2018 and 2017 for the property and casualty insurance companies also included
reinsurance coverage from the Florida Hurricane Catastrophe Fund (the “FHCF”) for hurricane losses in Florida at retentions
lower than those described above. The Life & Health Insurance segment also purchases reinsurance from the FHCF for
hurricane losses in Florida. Except for the coverage provided by the FHCEF, the Life & Health Insurance segment does not carry
any other catastrophe reinsurance coverage in 2019, 2018 and 2017.

Reinsurance premiums for the Company’s catastrophe reinsurance programs and the FHCF Program reduced earned premiums
for the years ended December 31, 2019, 2018 and 2017 by the following:

DOLLARS IN MILLIONS 2019 2018 2017

Specialty Property & Casualty INSUTANCE..........cvevievirierieiirierieieieieieesetee ettt enens $ 02 § 26 % 0.1
Preferred Property & Casualty INSUIANCe..........ccvevveeiiiienieiieeiecie e 20.2 17.8 10.8
Life & Health INSUTANCE .......c.ocoviiiiiiiiiiiiiieiiecctce ettt 0.1 0.1 0.1
Total Ceded Catastrophe Reinsurance Premitums..........cccevverveeeiiiienieneenieeieseeseeieeee s $ 205 $ 205 § 110

In 2019, 2018 and 2017 the Company paid $0.0 million, $0.4 million and $0.8 million respectively, in reinstatement premium.
In 2019, the Company received a $0.9 million refund of reinstatement premiums related to the 2017 and 2018 wildfires.

Catastrophe losses and LAE (including reserve development), net of reinsurance recoveries, for the years ended December 31,
2019, 2018 and 2017 by business segment are presented below.

DOLLARS IN MILLIONS 2019 2018 2017

Specialty Property & Casualty INSUTANCE..........c.ccvevirierieiirieiietiietiieeeeteeee et $ 116 $ 44 52
Preferred Property & Casualty INSUIANCe..........ccveveeiiiieiieieeiecie et 44.6 79.1 168.8
Life & Health INSUIANCE .......c.occviiiriiiiiiiiiiiiecctcccece ettt 3.9 4.1 6.4
Total Catastrophe Losses and LAE .........cc.ccoooviiiiiiiiiiiicceecceeeete e $ 601 $§ 876 § 1804

In 2019, 2018 and 2017 Kemper’s property and casualty subsidiaries had catastrophe reinsurance recoveries of $15.5 million,
$31.8 million and $11.9 million under the catastrophe reinsurance program. The property and casualty insurance companies did
not have any recoveries from the FHCF. The Life & Health Insurance segment had reinsurance recoveries of $1.6 million, $1.6
million and $0.2 million from the FHCF in 2019, 2018, and 2017, respectively.

Total catastrophe loss and LAE reserves, net of reinsurance recoverables, developed favorably by $17.1 million, $8.4 million
and $4.5 million in 2019, 2018 and 2017, respectively. The Specialty Property & Casualty Insurance segment reported adverse
catastrophe reserve development of $0.5 million in 2019 and favorable catastrophe reserve development of $0.3 million and
$0.3 million in 2018 and 2017, respectively. The Preferred Property & Casualty Insurance segment reported favorable
catastrophe reserve development of $18.4 million, $8.2 million and $4.7 million in 2019, 2018 and 2017, respectively. The Life
& Health Insurance segment reported adverse catastrophe reserve development of $0.8 million, $0.1 million, and $0.5 million
in 2019, 2018 and 2017, respectively.

The process of estimating and establishing reserves for catastrophe losses is inherently uncertain and the actual ultimate cost of
a claim, net of actual reinsurance recoveries, may vary materially from the estimated amount reserved. The Company’s
estimates of direct catastrophe losses are generally based on inspections by claims adjusters and historical loss development
experience for areas that have not been inspected or for claims that have not yet been reported. The Company’s estimates of
direct catastrophe losses are based on the coverages provided by its insurance policies. The Company’s homeowners and
dwelling insurance policies do not provide coverage for losses caused by floods, but generally provide coverage for physical
damage caused by wind or wind-driven rain. Accordingly, the Company’s estimates of direct losses for homeowners and
dwelling insurance do not include losses caused by flood. Depending on the policy, automobile insurance may provide coverage
for losses caused by flood. Estimates of the number and severity of claims ultimately reported are influenced by many
variables, including, but not limited to, repair or reconstruction costs and determination of cause of loss that are difficult to
quantify and will influence the final amount of claim settlements. All these factors, coupled with the impact of the availability
of labor and material on costs, require significant judgment in the reserve setting process. A change in any one or more of these
factors is likely to result in an ultimate net claim cost different from the estimated reserve. The Company’s estimates of indirect
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losses from wind pools and joint underwriting associations are based on a variety of factors, including, but not limited to, actual
or estimated assessments provided by or received from such entities, insurance industry estimates of losses, and estimates of the
Company’s market share in the assessable states. Actual assessments may differ materially from these estimated amounts.

NOTE 21. OTHER REINSURANCE

In addition to the reinsurance programs described in Note 20, “Catastrophe Reinsurance,” to the Consolidated Financial
Statements, Kemper’s insurance subsidiaries utilize other reinsurance arrangements to limit their maximum loss, provide
greater diversification of risk and to minimize exposures on larger risks. The ceding of insurance does not discharge the primary
liability of the original insurer. Accordingly, insurance reserve liabilities are reported gross of any estimated recovery from
reinsurers in the Consolidated Balance Sheets. Amounts recoverable from reinsurers are estimated in a manner consistent with
the insurance reserve liability and are included in Other Receivables in the Consolidated Balance Sheets.

Earned Premiums ceded on long-duration and short-duration policies were $27.4 million, $31.6 million and $18.2 million for
the years ended December 31, 2019, 2018 and 2017, respectively, of which $20.5 million, $20.5 million and $11.0 million,
respectively, was related to catastrophe reinsurance. See Note 20, “Catastrophe Reinsurance,” to the Consolidated Financial
Statements for additional information regarding the Company’s catastrophe reinsurance programs. Certain insurance
subsidiaries assume business from other insurance companies and involuntary pools. Earned Premiums assumed on long-
duration and short-duration policies were $92.3 million, $85.2 million and $72.9 million for the years ended December 31,
2019, 2018 and 2017, respectively.

Trinity and Capitol County Mutual Fire Insurance Company (“Capitol”) are parties to a quota share reinsurance agreement
whereby Trinity assumes 100% of the business written by Capitol, subject to a cap, for ceded losses for dwelling coverage.
Earned Premiums assumed by Trinity from Capitol were $19.4 million, $20.0 million and $20.7 million for the years ended
December 31, 2019, 2018 and 2017, respectively. Capitol is a mutual insurance company and, accordingly, is owned by its
policyholders. Trinity and Old Reliable Casualty Company (“ORCC”), a subsidiary of Capitol, are parties to a quota share
reinsurance agreement whereby Trinity assumes 100% of the business written by ORCC, subject to a cap, for ceded losses for
dwelling coverage. Earned Premiums assumed by Trinity from ORCC were $5.2 million, $5.6 million and $5.9 million for the
years ended December 31, 2019, 2018 and 2017, respectively.

Five employees of the Company serve as directors of Capitol’s five member board of directors. Nine employees of the
Company also serve as directors of ORCC’s nine member board of directors. Kemper’s subsidiary, United Insurance, provides
claims and administrative services to Capitol and ORCC. In addition, agents appointed by Kemper’s subsidiary, The Reliable
Life Insurance Company, and who are employed by United Insurance, are also appointed by Capitol and ORCC to sell property
insurance products for the Company’s Life & Health Insurance segment. The Company also provides certain investment
services to Capitol and ORCC.

NOTE 22. FAIR VALUE MEASUREMENTS

The Company classifies its investments in Fixed Maturities as available for sale and reports these investments at fair value. The
Company reports equity investments with readily determinable fair values as Equity Securities 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 Consolidated Balance Sheet.
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The valuation of assets measured at fair value in the Company’s Consolidated Balance Sheet at December 31, 2019 is
summarized below. The Company has no material liabilities that are measured and reported at fair value.

Fair Value Measurements

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
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................ $ 1443 $ 671.6 $ — — 3 815.9
States and Political Subdivisions....... — 1,515.8 — — 1,515.8
Foreign Governments........................ — 16.8 — — 16.8
Corporate Securities:
Bonds and Notes............cceeuee...... — 3,450.6 409.1 — 3,859.7
Redeemable Preferred Stocks....... — — 6.7 — 6.7
Collateralized Loan Obligations... — — 618.2 — 618.2
Other Mortgage- and Asset-
backed ....coooveviiniiieiiee — 78.8 10.2 — 89.0
Total Investments in Fixed Maturities.... 144.3 5,733.6 1,044.2 — 6,922.1
Equity Securities at Fair Value:
Preferred Stocks:
Finance, Insurance and Real
Estate....coooeeviiiniiiiciicecee, — 44.5 — — 44.5
Other Industries ..........cccceeeveeennee. 0.9 13.8 — — 14.7
Common Stocks:
Finance, Insurance and Real
Estate.....coooeeiiiiiiiieeeeeee 12.8 — — — 12.8
Other Industries .........cccceevevurenene 0.2 0.2 — — 0.4
Other Equity Interests:
Exchange Traded Funds................ 586.8 — — — 586.8
Limited Liability Companies and
Limited Partnerships................. — — — 248.1 248.1
Total Investments in Equity Securities
at Fair Value ...........coccoovevvereerreneann. 600.7 58.5 — 248.1 907.3
Convertible Securities at Fair Value — 37.3 — — 37.3
TOtal.c.veeeieceiecieeeeeeee e $ 745.0 S 58294 $ 1,044.2 $ 248.1 $ 7,866.7
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At December 31, 2019, the Company had unfunded commitments to invest an additional $248.1 million in certain limited
liability investment companies and limited partnerships that will be included in Other Equity Interests when funded.

The valuation of assets measured at fair value in the Company’s Consolidated Balance Sheet at December 31, 2018 is

summarized below.

DOLLARS IN MILLIONS
Fixed Maturities:

U.S. Government and Government

Agencies and Authorities...............
States and Political Subdivisions ......

Foreign Governments............cc........

Corporate Securities:

Bonds and Notes..........ccocceerveeennnne
Collateralized Loan Obligations...

Other Mortgage- and Asset-

backed.......coooveviiiiiiiiieee
Total Investments in Fixed Maturities ...

Equity Securities at Fair Value:
Preferred Stocks:

Finance, Insurance and Real

Estate......ccoovvvveeeieiiiiiiiiieeceeen,
Other Industries ........cocvvevvuveeene.

Common Stocks:

Finance, Insurance and Real

Estate.............ccooooo
Other Industries ........coovveevvveeenne.

Other Equity Interests:

Exchange Traded Funds ...............

Limited Liability Companies and

Limited Partnerships.................

Total Investments in Equity Securities

at Fair Value.........cooooovvvviiiiiiiin,

Fair Value Measurements

Quoted Prices Significant
in Active Markets Other Significant
for Identical Observable Unobservable
Assets Inputs Inputs Measured at Net Total
(Level 1) (Level 2) (Level 3) Asset Value Fair Value
$ 156.5 $ 7092 § — 3 — 3 865.7
— 1,619.1 — — 1,619.1
— 59 — — 59
— 3,011.2 382.6 — 3,393.8
— 19.1 504.9 — 524.0
— 5.8 9.9 — 15.7
156.5 5,370.3 897.4 — 6,424.2
— 41.2 — — 41.2
— 13.0 — — 13.0
10.2 — — — 10.2
0.2 0.5 — — 0.7
427.3 — — — 427.3
— — — 192.0 192.0
437.7 54.7 — 192.0 684.4
— 31.5 — — 31.5
$ 5942 $ 5,456.5 $ 8974 % 1920 $ 7,140.1

The Company’s investments in Fixed Maturities that are classified as Level 1 in the two preceding tables primarily consist of
U.S. Treasury Bonds and Notes. The Company’s investments in Equity Securities at Fair Value 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 at Fair Value that are classified as Level 2 in the
two preceding tables primarily consist of investments in preferred stocks. The Company uses a leading, nationally recognized
provider of market data and analytics to price the vast majority of the Company’s Level 2 measurements. The provider utilizes
evaluated pricing models that vary by asset class and incorporate available trade, bid and other market information. Because
many fixed maturity securities do not trade on a daily basis, the provider’s evaluated pricing applications apply available
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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 are priced primarily
using a market yield approach and primarily consist of collateralized loan obligations that are rated by a Nationally Recognized
Statistical Rating Organization (“NRSRO”) and privately placed securities that are not rated by a NRSRO. A market yield
approach uses a risk-free rate plus a credit spread depending on the underlying credit profile of the security. The Company uses
a leading, nationally recognized provider of market data and analytics to price the vast majority of its collateralized loan
obligations. Some of the significant inputs used by such provider are unobservable. Accordingly, the Company classifies these
investments as Level 3. For floating rate securities, the risk-free rate used in the market yield is the contractual floating rate of
the security. For each other 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 December 31, 2019.

Weighted-
Unobservable Total Range of Unobservable avegrage

DOLLARS IN MILLIONS Input Fair Value Inputs Yield
Investment-grade ..........ccecvevveriiiieeiieeiieeeeeeee e Market Yield $ 204.2 2.4% - 8.5% 4.1%
Non-investment-grade:

Senior DEbt ....c.ocvviiiiiiiiiiiccce e Market Yield 123.7 24 - 215 9.1

JUNIOT D@D Market Yield 81.3 96 - 18.0 13.1
Collateralized Loan Obligations (investment-grade and non-
INVESTMENt-TAAC) ..evvevieiieiieieeiieeieesie et Market Yield 613.5 32 - 125 5.1
OhCT L. Various 21.5
Total Level 3 Fixed Maturity Investments in Corporate
SECUITEIES ...ttt et e e e e $ 1,044.2
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NOTE 22. 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, 2018.

Weighted-
Unobservable Total Range of Unobservable average
DOLLARS IN MILLIONS Input Fair Value Inputs Yield
Investment-grade .........ccoceevvieiiieiiiicceeeeeeee e Market Yield $ 146.7 3.7% - 10.9% 5.2%
Non-investment-grade:
Senior Dbt ....c.ooviiieiiieieeee s Market Yield 142.3 48 - 300 11.5
JUNIOT DEDE...oiiiiiieeeee e Market Yield 87.6 11.0 - 285 14.2
Collateralized Loan Obligations (investment-grade and non-
INVEStMENt-ZrAAC)....c.veiiiiiiiicieeieeiece et Market Yield 504.9 41 - 134 6.1
OBNET .ottt e re b Various 15.9
Total Level 3 Fixed Maturity Investments in Corporate
SECUITHES ...ttt $ 8974

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.

Information by security type pertaining to the changes in the fair value of the Company’s investments classified as Level 3 for
the year ended December 31, 2019 is presented below.

Fixed Maturities

Corporate Other
Bonds Redeemable  Collateralized Mortgage-
and Preferred Loan and Asset-
DOLLARS IN MILLIONS Notes Stocks Obligations backed Total
Balance at Beginning of Year..........cccccocveeieiiieieieieieieeen, $ 3826 $ — 8 5049 $ 99 § 8974
Total Gains (Losses):
Included in Consolidated Statement of Income......................... (6.8) — 0.6 — 6.2)
Included in Other Comprehensive Income (Loss) .................... 10.6 0.1) 5.3 1.0 16.8
PUICRASES. ... 307.0 6.8 119.2 — 433.0
SEHICMENLS ......oviivieieeie ettt et eae e (72.9) — (28.0) 0.7) (101.6)
SALES ..ot (211.4) — 2.9 — (214.3)
Transfers into Level 3. ..o — — 19.1 — 19.1
Transfers out of Level 3. ....cooiiiiiiiieeceeee e — — — — —
Balance at End of Year.........ccooovviiiiiieieeeeeeeee e $ 409.1 $ 6.7 $ 618.2 $ 10.2 $1,044.2

The Company’s policy is to recognize transfers between levels as of the end of the reporting period. There were no transfers
between Levels 1 and 2 for the year ended December 31, 2019. Transfers into Level 3 of $19.1 million for the year ended

December 31, 2019 were due to changes in the availability of market observable inputs. There were no transfers out of Level 3
for the year ended December 31, 2019.
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NOTE 22. 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 year ended December 31, 2018 is presented below.

DOLLARS IN MILLIONS

Balance at Beginning of

Total Gains (Losses):

Included in Consolidated
Statement of Income ...

Included in Other
Comprehensive Income
(LOSS) cuveerieiieeieciieree

Fixed Maturities

Equity Securities

States and Other Preferred
Corporate Political Redeemable Collateralized Mortgage- and Other
Bonds and Sub- Preferred Loan and Asset- Common Equity
Notes divisions Stocks Obligations backed Stocks Interests Total
$§ 4015 S — $ 0.1 $ 932 $ — $ 274 § 344 § 556.6
4.4 — (0.1) 2.7 — — — 7.0
(2.2) — — (16.3) 0.1 — — (18.4)
201.8 1.8 — 449.7 10.0 — — 663.3
(108.1) — — (58.3) 0.2) — —  (166.6)
(109.5) — — — — — —  (109.5)
24 — — 33.9 — — — 36.3
(7.7) (1.8) — — — (274 (344  (713)
$§ 3826 $ — S — 3 5049 $ 9.9 — § 8974

$ — 8

There were no transfers between Levels 1 and 2 for the year ended December 31, 2018. Transfers into Level 3 for the year
ended December 31, 2018 relate to transfers from Level 2 due to to changes in the availability of market observable inputs.
Transfers out of Level 3 were $71.3 million for the year ended December 31, 2018, of which $61.8 million was transferred into
Equity Securities at Modified Cost due to the adoption of ASU 2016-01 and $9.5 million was transferred into Level 2 due to

changes in the availability of market observable inputs.

Presented below are the carrying values and fair value estimates of financial instruments not carried at fair value.

December 31, 2019 December 31, 2018
Carrying Carrying
(Dollars in Millions) Value Fair Value Value Fair Value
Financial Assets:
Loans to POliCYhOIders .........cocveviieiiiiieiiieieeiee et $ 3056 $ 6124 $§ 3006 $ 5426
Short-term INVEStMENTS .........c..cooiiiiiieiieeiee e 470.9 470.9 286.1 286.1
MOTtZAZE LOAMNS. ....eeuiieiiiiiieiiieiieie ettt 27.5 27.5 — —
Financial Liabilities:
DIEDE .ttt eaeas 778.4 820.2 909.0 911.2
Policyholder Contract Liabilities ..........cccoevverierieecienienienieieeie e 243.4 243.4 10.0 10.0

The fair value measurement for loans to policyholders are categorized as Level 3 within the fair value hierarchy. The fair value
measurement of Short-term Investments is estimated using inputs that are considered either Level 1 or Level 2 measurements.
The fair value measurement of Mortgage Loans is estimated using inputs that are considered Level 2 measurements.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. Policyholder Contract Liabilities consist of advances from the FHLB of
Chicago, and the inputs used in the valuation are considered Level 2 measurements.
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NOTE 23. CONTINGENCIES

In the ordinary course of its businesses, the Company is involved in legal proceedings, including lawsuits, arbitrations,
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 decade there have been an array of initiatives that intend, in various ways, to impose new duties on life insurance
companies to proactively search for information related to the deaths of their insureds. These initiatives, which can include
legislation, audits, regulatory examinations and related litigation, seek to alter the terms of life insurance contracts by imposing
requirements that did not exist and were not contemplated at the time the issuing companies entered into such contracts.

In 2016, the Company voluntarily began implementing a comprehensive process to compare the life insurance records of its life
insurance subsidiaries against one or more death verification databases to determine if any of its insureds may be deceased. The
initial implementation of the process is continuing.

Attempts to estimate the ultimate outcomes of the aforementioned initiatives entail uncertainties including but not limited to (i)
the scope and interpretation of pertinent statutes, including the matching criteria and methodologies to be used in comparing
policy records against a death verification database, (ii) the universe of policies affected, (iii) the results of audits, examinations
and other actions by regulators and (iv) related litigation.

Gain Contingency

In 2015, Kemper’s subsidiary, Kemper Corporate Services, Inc. (“KCSI”), filed a demand for arbitration with the American
Arbitration Association (“AAA”), claiming that CSC had breached the terms of a master software license and services
agreement and related agreements (collectively, the “Agreements”) by failing, among other things, to timely produce and
deliver certain software to KCSI. CSC denied KCSI’s claims and filed a counterclaim. In April 2017, CSC merged with a spin-
off of the Enterprise Services business of Hewlett Packard Enterprise Company and is now known as DXC Technology
Company (“DXC”). DXC stock is publicly traded on the New York Stock Exchange.

In April 2017, the parties participated in an evidentiary hearing in Texas before a AAA-appointed arbitrator. Subsequently, in
October 2017, the arbitrator issued a Partial Final Award finding that CSC had breached the Agreements and awarded KCSI
direct damages plus pre-judgment interest. KCSI then submitted to the arbitrator a supplemental petition providing pre-
judgment interest calculations and seeking an award for certain costs and expenses. In November 2017, the arbitrator issued a
Final Award awarding KCSI direct damages against CSC of $84.3 million, prejudgment interest at the annual rate of 9% and
costs and expenses in the amount of $7.2 million.

KCSI pursued confirmation and enforcement of the Final Award in U.S. District Court in Texas. In September 2018, the Texas
district court issued an Amended Final Judgment that (i) confirmed the Arbitration Award in favor of KCSI, (ii) denied CSC’s
motion to vacate, and (iii) entered judgment against CSC in the total amount of $141.7 million.

CSC appealed the district court’s ruling to the U.S. Court of Appeals for the Fifth Circuit, but in the meantime paid Kemper
$35.7 million in September 2018 and an additional $20.1 million in April 2019 in partial satisfaction of the final judgment. The
Company recognized such payments in Other Income in its Consolidated Statement of Income for the years ended December
31,2018 and December 31, 2019, respectively. On January 10, 2020, the Court of Appeals for the Fifth Circuit issued a
unanimous opinion affirming the ruling of the district court. On January 24, 2020, CSC filed a petition with the Fifth Circuit
requesting a rehearing en banc.

The Company cannot make any assurance as to the additional amounts of the final judgment that will actually be collected or
when they may be received. The unpaid balance of the final judgment is treated as a gain contingency for accounting purposes
and accordingly, is not recognized in these Consolidated Financial Statements.
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NOTE 24. 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. The Company’s defined benefit pension plan had $149.3
million, $124.5 million and $171.8 million in assets managed by FS&C at December 31, 2019, 2018 and 2017, respectively,
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 $0.9 million for each year ended December 31,
2019, 2018 and 2017. 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.

As described in Note 21, “Other Reinsurance,” to the Consolidated Financial Statements, the Company also has certain
relationships with Capitol, a mutual insurance company that is owned by its policyholders, and its subsidiary, ORCC.

NOTE 25. QUARTERLY FINANCIAL INFORMATION (Unaudited)

DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS

Revenues:

Earned Premiums..........oooovviiiiiiiiiiiieccceee e
Net Investment INCOME............uuvviiiiiiiiiiiiiiieiieeeeeeeeeeeeeeaeieees

Other INCOME ..ot

Income (Loss) from Changes in Fair Value of Equity and

Convertible SECUITHES .........c.eevvviiieeeeeieeeee e

Net Realized Gains on Sales of Investments.............ccccevveveuneen.n.

Other-than-temporary Impairment Losses:

Total Other-than-temporary Impairment Losses.....................

Portion of Losses Recognized in Other Comprehensive

INCOME.....ooiiii e
Net Impairment Losses Recognized in Earnings............cccoueeeee.

Total REVENMUES .....eoeiieeiiiieiiie et

Expenses:

Policyholders’ Benefits and Incurred Losses and Loss

Adjustment EXPenses.........ocveieierierienierienieeeeeeeieeeeeeeeeenees
Insurance EXPenses ........cccooceeeriieeiiiiiiieeiie et
Loss from Early Extinguishment of Debt..........c.ccccccviinincnne.
Interest and Other EXPenses .......cccoecvvveeiereeniiecieeieceeseesieeiens

Total EXPENISES. ....cuviviieiieiiieiirieiei ettt
Income from Continuing Operations before Income Taxes.............
Income Tax EXPENSe ......coovueieriieiiiiiiieeiieeie e

INEE INCOME ..o

Net Income (Loss) Per Unrestricted Share:

Dividends Paid to Shareholders Per Share...........cccooovvevvvivviiennnnn.

Year
Three Months Ended (Unaudited) Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
2019 2019 2019 2019 2019
$1,074.8 S$1,116.6 $1,135.2 $1,145.8 $4,472.4
82.7 96.0 91.7 93.9 364.3
1.9 22.7 7.2 3.7 355
64.4 25.5 9.8 39.2 138.9
16.1 21.3 1.7 2.8 41.9
(3.5) (6.7) (1.8) 1.7) a13.7)
0.1 — — — 0.1)
(3.6) (6.7) (1.8) 1.7) (13.8)
1,236.3 1,275.4 1,243.8 1,283.7 5,039.2
765.4 8254 782.6 814.9 3,188.3
234.8 263.5 256.0 265.4 1,019.7
— — 5.8 — 5.8
41.4 38.0 37.9 46.5 163.8
1,041.6  1,1269 1,0823 1,126.8  4,377.6
194.7 148.5 161.5 156.9 661.6
(39.4) (26.4) (32.5) (32.2)  (130.5)
$ 1553 § 1221 $ 1290 $ 1247 $ 531.1
$ 238 $§ 187 $ 193 § 187 § 8.04
$ 235 § 184 $ 191 § 18 §$ 7.96
$ 025 $ 025 § 025 $ 028 $ 1.03

The sum of quarterly per share amounts may not equal per share amounts for the year due to differences in weighted-average shares and/or equivalent shares

outstanding for each of the periods presented.
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NOTE 25. QUARTERLY FINANCIAL INFORMATION (Unaudited) (Continued)

Year
Three Months Ended (Unaudited) Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS IN MILLIONS, EXCEPT PER SHARE AMOUNTS 2018 2018 2018 2018 2018
Revenues:
Earned PremiUmms ......ovooveveoeieeeeeeee e $ 6098 $ 658.1 $1,0529 $1,063.6 $3,384.4
Net Investment INCOME. .........oocveviiiiiniiniiinicieeeeee e 79.2 78.4 92.0 91.3 340.9
Other INCOME .....oviieiiieieii e 1.2 1.2 37.8 2.0 422
e Comertble Securities oo v T EAY S . 07 04 110 (T64) (643
Net Realized Gains on Sales of Investments ............cccccccvevvennnen. 2.6 3.8 3.6 16.4 26.4
Other-than-temporary Impairment Losses:
Total Other-than-temporary Impairment Losses..................... (0.5) — (1.8) 2.2) 4.5)
Portion of Losses Recognized in Other Comprehensive
INCOME ... — — — — —
Net Impairment Losses Recognized in Earnings..........c..c.c........ 0.5) — (1.8) 2.2) 4.5)
Total REVENUES. ... ..vviieeeiie et eeaeeeeaes 693.0 741.9 1,195.5 1,094.7 3,725.1
Expenses:
Policyholders’ Benefits and Incurred Losses and Loss
Adjustment EXPenses ........ccocveveieieieienienienieeeee e 436.9 499.5 757.3 772.8 2,466.5
INSurance EXPenses......c..covveeriieiiieeiieeiie e 160.1 171.2 296.0 273.2 900.5
Interest and Other EXpenses..........c.ccuevevievierienieneiieeeeeiereneenn 29.0 25.7 61.7 42.6 159.0
TOtal EXPEIISES .....evivieeietieietieieiieiesteiieteteie ettt saese e sseneesesseneas 626.0 696.4 1,115.0 1,088.6 3,526.0
Income (Loss) from Continuing Operations before Income Taxes .. 67.0 45.5 80.5 6.1 199.1
Income Tax Benefit (EXPEnse) .......cccccvevveevvieciieiieiiiiecieeieeeeeveene (13.4) (8.0) 11.8 (1.1 (10.7)
Income from Continuing Operations............eceevereerierreerieereeneennen 53.6 37.5 92.3 5.0 188.4
Income (Loss) from Discontinued Operations .............c.eceeevevenennne 0.2 0.1 0.1) 1.5 1.7
NEt INCOME. ...ttt aeneas § 538 § 376 $ 922 § 6.5 $ 190.1
Income from Continuing Operations Per Unrestricted Share:
BaSIC .ttt $§ 103 $§ 073 § 142 $ 008 § 322
DHIUEA. oo © 102 8 073§ 140§ 0.08 §  3.19
Net Income Per Unrestricted Share: -
BaSIC..viiiieietiieeee e § 103 $§ 073 $§ 142 010 $ 325
DATULEA. e eeeeeeeeeeeeeeeeseeseeeeeceeseeesseseesseneeeee. $ 102 8 073§ 140 $ 010 $ 322
Dividends Paid to Shareholders Per Share ..., $ 024§ 024 § 024 $ 024 § 096

The sum of quarterly per share amounts may not equal per share amounts for the year due to differences in weighted-average shares and/or equivalent shares
outstanding for each of the periods presented.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the shareholders and the Board of Directors of Kemper Corporation

Opinions on the Financial Statements and Internal Control over Financial Reporting

We have audited the accompanying consolidated balance sheets of Kemper Corporation and subsidiaries (the “Company”) as of
December 31, 2019 and 2018, and the related consolidated statements of income, comprehensive income (loss), shareholders'
equity, and cash flows for each of the three years in the period ended December 31, 2019, and the related notes and the
schedules listed in the Index at Item 15 (collectively referred to as the "financial statements"). We also have audited the
Company’s internal control over financial reporting as of December 31, 2019, based on criteria established in Internal Control-
Integrated Framework (2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of the
Company as of December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the three years in
the period ended December 31, 2019, in conformity with accounting principles generally accepted in the United States of
America. Also, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2019, based on criteria established in Internal Control - Integrated Framework (2013) issued by
COSO.

Change in Accounting Principle

As discussed in Note 2 to the financial statements, the Company has changed its method of accounting for recognition and
measurement of equity securities in 2018.

Basis for Opinions

The Company’s management is responsible for these financial statements, for maintaining effective internal control over
financial reporting, and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management Report on Internal Control over Financial Reporting. Our responsibility is to express an opinion on
these financial statements and an opinion on the Company’s internal control over financial reporting based on our audits. We
are a public accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB) and
are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the
audits to obtain reasonable assurance about whether the financial statements are free of material misstatement, whether due to
error or fraud, and whether effective internal control over financial reporting was maintained in all material respects.

Our audits of the financial statements included performing procedures to assess the risks of material misstatement of the
financial statements, whether due to error or fraud, and performing procedures to respond to those risks. Such procedures
included examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audits also
included evaluating the accounting principles used and significant estimates made by management, as well as evaluating the
overall presentation of the financial statements. Our audit of internal control over financial reporting included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audits also included
performing such other procedures as we considered necessary in the circumstances. We believe that our audits provide a
reasonable basis for our opinions.

Definition and Limitations of Internal Control over Financial Reporting

A company’s internal control over financial reporting is a process designed 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. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current-period audit of the financial statements that
were communicated or required to be communicated to the audit committee and that (1) relate to accounts or disclosures that
are material to the financial statements and (2) involved our especially challenging, subjective, or complex judgments. The
communication of critical audit matters does not alter in any way our opinion on the financial statements, taken as a whole, and
we are not, by communicating the critical audit matters below, providing separate opinions on the critical audit matters or on
the accounts or disclosures to which they relate.

Property and Casualty Insurance Reserves - Refer to Notes 2 and 6 to the consolidated financial statements
Critical Audit Matter Description

The estimation of property and casualty insurance reserves for losses and loss adjustment expenses (“property and casualty
insurance reserves”), including those claims that are incurred but not reported, requires significant judgment. Estimating
property and casualty insurance reserves is inherently uncertain as estimates are generally derived using a variety of actuarial
estimation techniques that are dependent on assumptions and expectations about future events, many of which are difficult to
quantify. The estimation process, particularly for claims with longer-tailed exposures that may not be discovered or reported
immediately, is an inherently subjective exercise and modest changes in judgments and assumptions can materially impact the
valuation of these reserves.

Given the significant judgments made by management in estimating property and casualty insurance reserves, auditing property
and casualty insurance reserves required a high degree of auditor judgment and an increased extent of effort, including the
involvement of our actuarial specialists.

How the Critical Audit Matter Was Addressed in the Audit
Our audit procedures related to property and casualty insurance reserves included the following, among others:

*  We tested the effectiveness of controls related to property and casualty insurance reserves, including those controls
related to the estimation of and management’s review of the property and casualty insurance reserves.
*  We tested the underlying data, including historical claims, that served as the basis for the actuarial analyses to test that
the inputs to the actuarial estimates were accurate and complete.
*  With the assistance of our actuarial specialists:
= We developed a range of independent estimates of the property and casualty insurance reserves and compared
our estimates to the recorded reserves.
= We compared our prior year estimates of expected incurred losses to actual experience during the most recent
year to identify potential bias in the Company’s determination of property and casualty insurance reserves.

Fixed Maturities at Fair Value - Refer to Notes 2, 4 and 22 to the consolidated financial statements

Critical Audit Matter Description

Investments in fixed maturity securities classified as available-for-sale are reported at fair value in the financial statements.
Fixed maturity securities without readily determinable market values are valued using significant unobservable inputs, such as
credit profile, credit spread and resulting market yield, which involve considerable judgment by management.

Given management uses significant unobservable inputs to estimate the fair value of fixed maturity securities without readily
determinable market values, performing audit procedures to evaluate these inputs required a high degree of auditor judgment
and an increased extent of effort, including the need to involve our fair value specialists.
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How the Critical Audit Matter Was Addressed in the Audit

Our audit procedures related to the unobservable inputs used by management to estimate the fair value of fixed maturity
securities without readily determinable market values included the following, among others:

We tested the effectiveness of controls related to fixed maturity securities, including those controls related to the
determination of fair value.

We evaluated management’s ability to accurately estimate fair value by comparing management’s historical estimates
to recent or subsequent transactions, taking into account changes in market conditions.

We evaluated the reasonableness of the models, methodologies, and unobservable inputs used by management to
estimate fair value.

With the assistance of our fair value specialists, we compared management’s unobservable inputs to external sources,
and for a sample of the investments, developed independent estimates of the fair value and compared our estimates to
the Company’s estimates.

/s/ Deloitte & Touche LLP
Chicago, Illinois
February 14, 2020

We have served as the Company’s auditor since 2002.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.
Not Applicable

Item 9A.  Controls and Procedures.

Disclosure Controls and Procedures

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

Changes in Internal Controls Over Financial Reporting

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 ended December 31, 2019 that have materially
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

Management Report on Internal Control Over Financial Reporting

We, as management of the Company, are responsible for establishing and maintaining adequate internal control over financial
reporting. Pursuant to the rules and regulations of the SEC, internal control over financial reporting is a process designed by, or
under the supervision of, a company’s principal executive and principal financial officers, or persons performing similar
functions, and effected by the company’s board of directors, management and other personnel, 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 and includes those policies and procedures that:

*  Pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company;

*  Provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements
in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and

»  Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition
of the company’s assets that could have a material effect on the financial statements.

Management has evaluated the effectiveness of its internal control over financial reporting as of December 31, 2019, based on
the control criteria established in a report entitled Internal Control—Integrated Framework, issued in 2013 by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on such evaluation, we have concluded that the Company’s
internal control over financial reporting is effective as of December 31, 2019.

The independent registered public accounting firm of Deloitte & Touche LLP, as auditors of the consolidated financial
statements of Kemper and its subsidiaries, has issued an attestation report on the effectiveness of management’s internal control
over financial reporting based on criteria established in Internal Control—Integrated Framework, issued in 2013 by the
Committee of Sponsoring Organizations of the Treadway Commission.

/S/ JOSEPH P. LACHER, JR. /S/ JAMES J. MCKINNEY

Joseph P. Lacher, Jr. James J. McKinney

President and Chief Executive Officer Senior Vice President and Chief Financial Officer
Kemper Corporation Kemper Corporation

February 14, 2020
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Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting

The attestation report of the independent registered public accounting firm, Deloitte & Touche LLP, on the Company’s internal
control over financial reporting is included in Item 8 under the heading “Report of Independent Registered Public Accounting
Firm,” and is incorporated herein by reference.

Item 9B. Other Information.

None
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PART III
Item 10. Directors, Executive Officers and Corporate Governance.

The information required by this Item is incorporated herein by reference to the sections captioned “Meetings and Committees
of the Board of Directors,” “Business Experience of Nominees,” “Executive Officers,” “Ownership of Kemper Common Stock”
and “Corporate Governance” in the Proxy Statement for Kemper’s 2020 Annual Meeting of Shareholders. Kemper plans to file
such proxy statement within 120 days after December 31, 2019, the end of Kemper’s fiscal year.

Kemper’s code of ethics applicable to its chief executive officer, chief financial officer and principal accounting officer (“Code
of Ethics for Senior Financial Executives”) is posted in the “Governance” section of Kemper’s website, kemper.com. Kemper
also intends to disclose any future amendments to, and any waivers from (though none are anticipated), the Code of Ethics for
Senior Financial Executives in the “Governance” section of its website.

Item 11. Executive Compensation.

The information required by this Item is incorporated herein by reference to the sections captioned “Executive Officer
Compensation and Benefits,” “Director Compensation,” “Compensation Committee Interlocks and Insider Participation,” and
“Compensation Committee Report” in the Proxy Statement for Kemper’s 2020 Annual Meeting of Shareholders. The
Compensation Committee Report to be included in such Proxy Statement shall be deemed to be furnished in this report and
shall not be incorporated by reference into any filing under the Securities Act of 1933 or the Exchange Act as a result of such
furnishing in this Item 11.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The information required by this Item is set forth in the table below and incorporated herein by reference to the section
captioned “Ownership of Kemper Common Stock™ in the Proxy Statement for Kemper’s 2020 Annual Meeting of Shareholders.

Equity Compensation Plan Information

Number of Securities

Number of Securities Remaining Available
to be Issued Upon Weighted-Average for Future Issuance
Exercise of Exercise Price of Under Equity
Outstanding Options, Outstanding Options, Compensation Plans
Plan Category Warrants and Rights Warrants and Rights or Programs (1)
Equity Compensation Plans Approved by
Security Holders 1,808,815 $ 56.53 3,254,822
Equity Compensation Plans Not Approved by
Security Holders — — —
Total 1,808,815 § 56.53 3,254,822

(1) Includes 1,082,460 shares reserved for future grants based on performance results under the terms of outstanding PSU
awards.

Kemper’s 2011 Omnibus Plan permits various stock-based awards including, but not limited to, stock options, stock
appreciation rights, DSUs, RSUs, and PSUs.

The design of the 2011 Omnibus Plan provides for fungible use of shares to determine the number of shares available for future
grants, with a fungible conversion factor of three to one, such that the Share Authorization will be reduced at two different rates,
depending on the type of award granted. Each share of Kemper common stock issuable upon the exercise of stock options or
stock appreciation rights will reduce the number of shares available for future grant under the Share Authorization by one share,
while each share of Kemper common stock issued pursuant to “full value awards” will reduce the number of shares available
for future grant under the Share Authorization by three shares. “Full value awards™ are awards, other than stock options or stock
appreciation rights, that are settled by the issuance of shares of Kemper common stock and include RSUs, PSUs and DSUs, if
settled with stock.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by this Item is incorporated herein by reference to the sections captioned “Related Person
Transactions” and “Director Independence” in the Proxy Statement for Kemper’s 2020 Annual Meeting of Shareholders.
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Kemper Corporation and Subsidiaries
Notes to the Consolidated Financial Statements

Item 14. Principal Accounting Fees and Services.

The information required by this Item is incorporated by reference to the section captioned “Independent Registered Public
Accountant” in the Proxy Statement for Kemper’s 2020 Annual Meeting of Shareholders.
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PART IV

Item 15. Exhibits, Financial Statement Schedules.

(a) Documents filed as part of this Report

1.

3.

Financial Statements. The consolidated balance sheets of Kemper and subsidiaries as of December 31, 2019 and 2018, and
the consolidated statements of income, comprehensive income (loss), cash flows and shareholders’ equity for the years
ended December 31, 2019, 2018 and 2017, together with the notes thereto and the report of Deloitte & Touche LLP thereon
appearing in Item 8 are included in this 2019 Annual Report.

Financial Statement Schedules. The following four financial statement schedules are included on the pages immediately
following the signature pages hereof. Schedules not listed here have been omitted because they are not applicable or not
material or the required information is included in the Consolidated Financial Statements.

Schedule I Investments Other Than Investments in Related Parties
Schedule IT Parent Company Financial Statements

Schedule I1I Supplementary Insurance Information

Schedule IV Reinsurance Schedule

The Report of Independent Registered Public Accounting Firm, Deloitte & Touche LLP, with regards to the Financial
Statement Schedules listed above, is incorporated by reference to the Report of Independent Registered Public Accountant
included in Item 8.

Exhibits. An Exhibit Index has been filed as part of this report on pages 144 through 147.

(b) Exhibits. Included in Item 15(a)3 above

(c) Financial Statement Schedules. Included in Item 15(a)2 above

Item 16. Form 10-K Summary

None
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Exhibit Index

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

Exhibit
Number

Exhibit Description

Incorporated by Reference

Form

File Number

Exhibit

Filed or
Furnished
Filing Date Herewith

3.1
32

4.1

4.2

4.3

4.4

4.5

4.6

4.7

10.1

10.2

10.3

Restated Certificate of Incorporation

Amended and Restated Bylaws of Kemper
Corporation

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

Second Supplemental Indenture, dated as of
February 24, 2015, to the Indenture, dated as of
February 27, 2014, between Kemper
Corporation and The Bank of New York Mellon
Trust Company, N.A., as Trustee (including the
form of 4.350% Senior Notes due 2025)

Form of Senior Indenture, dated as of August 6,
2010, by and between Infinity Property and
Casualty Corporation and U.S. Bank National
Association, as Trustee

First Supplemental Indenture, dated as of
September 17, 2012, by and between Infinity
Property and Casualty Corporation and U.S.
Bank National Association, as Trustee

Guarantee by Kemper Corporation of the
5.000% Senior Notes due 2022 of Infinity
Property and Casualty Corporation

Form of Certificate Representing Shares of
Kemper Corporation Common Stock

Description of Capital Stock

Second Amended and Restated Credit
Agreement, by and among Kemper Corporation,
the lenders party thereto, JP Morgan Chase
Bank, N.A., as administrative agent and
syndication agent, and Bank of America, N.A.
and Wells Fargo Bank, National Association as
syndication agents

Advances and Security Agreement and
Addendum to Advances and Security
Agreement, effective as of December 31, 2013,
between Trinity Universal Insurance Company
and the Federal Home Loan Bank of Dallas

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

8-K
8-K

8-K

8-K

S-3

8-K

8-K

10-K

8-K

10-K

8-K

143

001-18298
001-18298

001-18298

001-18298

333-168605

000-50167

001-18298

001-18298

001-18298

001-18298

001-18298

3.2
3.1

4.1

4.2

4.4

4.1

4.1

4.7

10.1

10.2

10.1

August 8, 2014
August 8,2019

February 27, 2014

February 24, 2015

August 6, 2010

September 17, 2012

December 3, 2018

February 20, 2019

June 12,2018

February 14, 2014

March 21, 2014



Exhibit
Number

Exhibit Description

Incorporated by Reference

Form

File Number

Exhibit

Filed or
Furnished

Filing Date Herewith

10.4

10.5%*

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

10.13*

10.14*

10.15*

10.16*

10.17*

10.18*

10.19*

Term Loan Credit Agreement, dated as of June
4, 2019, among Kemper Corporation, the
lenders party thereto, PNC Bank, National
Association, as Administrative Agent, PNC
Capital Markets LLC, as Sole Bookrunner and
Joint Lead Arranger, and BMO Capital Markets
Corp., as Joint Lead Arranger

Kemper Pension Equalization Plan, as amended
and restated effective August 25, 2011, as
amended by Amendment No. 2 effective
September 16, 2013

Kemper Supplemental Retirement Plan, as
amended and restated effective September 22,
2016

Kemper Non-Qualified Deferred Compensation
Plan, as amended and restated effective March
16,2016

Kemper 1995 Non-employee Director Stock
Option Plan, as amended and restated effective
February 3, 2009

Form of Stock Option Agreement, as of
February 1, 2006, under the Kemper 1995 Non-
employee Director Stock Option Plan

Form of Stock Option Agreement, as of
February 3, 2009, under the Kemper 1995 Non-
employee Director Stock Option Plan

Kemper 2011 Omnibus Equity Plan, as amended
and restated effective October 30, 2013

Kemper 2011 Omnibus Equity Plan, as amended
and restated effective February 8, 2017

Form of Stock Option and SAR Agreement for
Non-employee Directors, as of August 25, 2011,
under the Kemper 2011 Omnibus Equity Plan

Form of Stock Option and SAR Agreement for
Non-employee Directors, as of May 1, 2013,
under the Kemper 2011 Omnibus Equity Plan

Form of Deferred Stock Unit Agreement for
Non-employee Directors, as of May 1, 2013,
under the Kemper 2011 Omnibus Equity Plan

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

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

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

Form of Performance-Based Restricted Stock
Unit Award Agreement (Relative TSR), as of
February 7, 2017, under the Kemper 2011
Omnibus Equity Plan

8-K

10-K

10-K

10-Q

10-K

10-Q

10-K

10-Q
10-K

10-K

10-Q

10-Q

10-K

10-K

10-K

10-K

144

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

10.1

10.3

10.5

10.3

10.2

10.6

10.7

10.1

10.17

10.13

10.1

10.2

10.24

10.25

10.26

10.29

June 7, 2019

February 14, 2014

February 13, 2017

May 5, 2016

February 4, 2009

May 4, 2011

February 4, 2009

October 31, 2013
February 13,2017

February 17, 2012

May 2, 2013

May 2, 2013

February 14, 2014

February 14,2014

February 14, 2014

February 13, 2017



Exhibit
Number

Exhibit Description

Incorporated by Reference

Form

File Number

Exhibit

Filing Date

Filed or
Furnished
Herewith

10.20*

10.21*

10.22*

10.23*

10.24*

10.25*

10.26*

10.27*

10.28*

10.29*

10.30*

10.31*

10.32%*

Form of Performance-Based Restricted Stock
Unit Award Agreement (Adjusted ROE), as of
February 7, 2017, under the Kemper 2011
Omnibus Equity Plan

Form of Stock Option and SAR Agreement -
Installment-Vesting Form, as of February 7,
2017, under the Kemper 2011 Omnibus Equity
Plan

Form of Time-Vested Restricted Stock Unit
Award Agreement - Installment-Vesting Form,
as of February 7, 2017, under the Kemper 2011
Omnibus Equity Plan

Form of Performance Share Unit Award
Agreement (Adjusted ROE), as of February 6,
2018, under the Kemper 2011 Omnibus Equity
Plan

Form of Performance Share Unit Award
Agreement (Relative TSR), as of February 6,
2018, under the Kemper 2011 Omnibus Equity
Plan

Form of Restricted Stock Unit Award
Agreement (CIliff Vesting), as of February 6,
2018, under the Kemper 2011 Omnibus Equity
Plan

Form of Restricted Stock Unit Award
Agreement (Installment Vesting), as of February
6, 2018, under the Kemper 2011 Omnibus
Equity Plan

Form of Non-Qualified Stock Option and SAR
Award Agreement (Cliff Vesting), as of
February 6, 2018, under the Kemper 2011
Omnibus Equity Plan

Form of Non-Qualified Stock Option and SAR
Award Agreement (Installment Vesting), as of
February 6, 2018, under the Kemper 2011
Omnibus Equity Plan

Kemper Executive Performance Plan, amended
and restated as of May 1, 2018

Form of Non-Employee Director Restricted
Stock Unit Award Agreement, as of April 30,
2019, under the Kemper 2011 Omnibus Equity
Plan

Form of individual Indemnification Agreements
between Kemper and its directors and executive
officers

Form of individual change in control severance
agreements between Kemper and its executive
officers

Each of the agreements is identical except that
the multipliers for benefits related to bonus,
severance, life insurance and health insurance
are 150%, 3 years, 3 years and 36 months,
respectively, for the Chief Executive Officer and
110%, 2 years, 2 years and 24 months,
respectively, for the other officers.

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-K

10-Q

8-K

8-K

10-K

145

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

001-18298

10.30

10.31

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.2

10.1

10.1

10.42

February 13, 2017

February 13, 2017

February 13,2017

February 13, 2018

February 13,2018

February 13,2018

February 13,2018

February 13, 2018

February 13,2018

July 30,2018

May 1, 2019

February 11, 2020

February 13,2017



Incorporated by Reference

Filed
Exhibit Fui‘lelisl(l):d
Number Exhibit Description Form File Number  Exhibit Filing Date Herewith
21 Subsidiaries of Kemper Corporation X
23 Consent of Deloitte & Touche LLP X
24 Power of Attorney (included on the signature X
page hereof)
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 0f 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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POWER OF ATTORNEY

Each person whose signature appears below on the following page hereby appoints each of Joseph P. Lacher, Jr., President and
Chief Executive Officer, James J. McKinney, Senior Vice President and Chief Financial Officer, Anastasios Omiridis, Senior
Vice President and Deputy Chief Financial Officer, and Richard Roeske, Vice President and Chief Accounting Officer, so long
as such individual remains an executive officer of Kemper Corporation, his true and lawful attorney-in-fact with authority
together or individually to execute in the name of each such signatory, and with authority to file with the SEC, any and all
amendments to this 2019 Annual Report of Kemper Corporation, together with any and all exhibits thereto and other documents
therewith, necessary or advisable to enable Kemper Corporation to comply with the Securities Exchange Act of 1934, as
amended, and any rules, regulations, and requirements of the SEC in respect thereof, which amendments may make such other
changes in the 2019 Annual Report as the aforesaid attorney-in-fact executing the same deems appropriate.

SIGNATURES

Pursuant to the requirements of Section 13 of the Securities Exchange Act of 1934, Kemper Corporation has duly caused this
2019 Annual Report on Form 10-K for the fiscal year ended December 31, 2019 to be signed on its behalf by the undersigned,
thereunto duly authorized, on February 14, 2020.

KEMPER CORPORATION
(Registrant)

By: /S/ JOSEPH P. LACHER, JR.
Joseph P. Lacher, Jr.
President, Chief Executive Officer and Director
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of Kemper Corporation in the capacities indicated on February 14, 2020.

Signature
/S/ ROBERT J. JOYCE

Robert J. Joyce

/S/ JOSEPH P. LACHER, JR.

Joseph P. Lacher, Jr.

/S/ JAMES J. MCKINNEY

James J. McKinney

/S/" ANASTASIOS OMIRIDIS

Anastasios Omiridis

/S/" TERESA A. CANIDA

Teresa A. Canida

/S/" GEORGE N. COCHRAN

George N. Cochran

/S/" KATHLEEN M. CRONIN

Kathleen M. Cronin

/S/" LACY M. JOHNSON

Lacy M. Johnson

/S/" CHRISTOPHER B. SAROFIM

Christopher B. Sarofim

/S/" DAVID P. STORCH

David P. Storch

/S/" SUSAN D. WHITING

Susan D. Whiting

Title
Chairman of the Board and Director

President and Chief Executive Officer
(Principal Executive Officer)

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

Senior Vice President and Deputy Chief Financial Officer

(Principal Accounting Officer)

Director

Director

Director

Director

Director

Director

Director
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SCHEDULE I

KEMPER CORPORATION AND SUBSIDIARIES
INVESTMENTS OTHER THAN INVESTMENTS IN RELATED PARTIES
DECEMBER 31, 2019
(Dollars in Millions)

Amount
Amortized Carried in
Cost Fair Value Balance Sheet
Fixed Maturities:
Bonds and Notes:
United States Government and Government Agencies and Authorities............... $ 7847 $§ 8159 § 815.9
States and Political SUDAIVISIONS ........eivviiiiiiiiieiie et 1,386.4 1,515.8 1,515.8
Foreign Governments 17.2 16.8 16.8
Corporate Securities:
Other Bonds and NOTES ........cccevuiriiniiniiiiiiicicicicceece e 3,465.0 3,859.7 3,859.7
Redeemable Preferred StOCKS .....ooviiiiiieiiiiiiieieecceeeee e 6.8 6.7 6.7
Collateralized Loan ODligations ...........ccecverveererierieeieieeeenreeeesreeeesieeneeeees 624.6 618.2 618.2
Other Mortgage- and Asset-backed...........ocooevieiieiiniieiiiiecceeee 88.0 89.0 89.0
Total Investments in Fixed Maturities........c..ccveevieiiieiieeeiiecie e 6,372.7 6,922.1 6,922.1
Equity Securities at Fair Value:
Preferred STOCKS. ..oouviiiiiiiieee e 59.2 59.2 59.2
COMMON STOCKS ... utietieiuiietieetieetee ettt ettt e e e vt e e e e eteeebeeeaeeeabeessaesaseeseesnseenseeas 13.2 13.2 13.2
Other EQUItY INtEIESES ....oovieiieiieiieiecieeee ettt enees 834.9 834.9 834.9
Total Investments in EQUIty SECUTTIES ......uevuieiiriieiiriieieeiieieeee e 907.3 907.3 907.3
Equity Securities at Modified COSt.........ccceoiriririninininieeccceceeee e 41.9 XXX.X 41.9
Equity Method Limited Liability Investments at Cost Plus Cumulative
Undistributed Earnings .........coceeoeiieiiiieieieeeeie ettt 2204 XXX.X 2204
Convertible Securities at Fair Value..........cccooiieiiiiiiiiieicccceee e 37.3 37.3 37.3
Loans, Real Estate and Other INVESTMENTS ..........cveiivuiiiiiieeceeeceeee e 444.5 XXX.X 444.5
Short-term INVESIMENTS .....cc.eeitiiiiiiiieieee et 470.9 XXX.X 470.9
TOtal TNVESTMENTS. .....eoviieeiieiie ettt ettt ettt et e et e e ete e e e e eneeenaeeereeennes $ 8,495.0 $ 9,044.4

See Accompanying Report of Independent Registered Public Accounting Firm.
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SCHEDULE II

KEMPER CORPORATION
PARENT COMPANY BALANCE SHEETS
(Dollars in Millions)

December 31,

2019 2018

ASSETS
INVESTMENTS 1N SUDSIAIATIES ....eovviiiieiie e e e e e et eeeaeeeeeaeeeeenaeeeeneeeenees $ 4,383.7 $ 3,736.0
Fixed Maturities at Fair Value (Amortized Cost: 2018 — $12.6)..c.cceeieiiiiiiiieieseieeeeeeee e — 12.6
Equity Securities at Fair VAIUE ......c..ccoeoiiiiiiiiiiiicccctccte et 55.7 20.4
SROTt-tEIM INVESTIMIENIES ...ttt ettt ettt ettt ettt ebe b ebe e 89.3 64.6
L7 T s OSSOSO 61.8 2.9
Other RECEIVADIES.........eouieiiieieie ettt ettt ettt ettt e e s bt e e s st e teeseenteeneenseeneenneeneeeneennes 21.9 5.7
OTNET ASSELS ...ttt ettt ettt b ettt ettt et e st eh e eh e e bt eh e e bt e bbbt s b et et et et e st ent st e st ebe b e 219 14.4
RIGIE-OT-USE ASSEES ...ttt ettt ettt ettt ettt b et e et ea e e bt et eae et e see e bt e st e nbeesse bt ententeenteeneenes 18.6 —
TOLAL ASSEES.....vveeerieceeeeeee et ettt et e et e et e et e e ete e e e eae e eaeeeeteeeat e e teeeaae e teeereeeteeeaeeeteeeateete e et e eteeeraeereas $ 4,652.9 §$ 3,856.6
LIABILITIES AND SHAREHOLDERS’ EQUITY -
Term Loan due June 29, 2020 (Fair Value: 2018 — $35.0) ...ccvvuiriiiniiniiircineenetncecesieeseeeeeiee — 34.9
Term Loan due July 5, 2023 (Fair Value: 2019 — $50.0).....ccveieieieieieieeeieieee e 49.9 —
Senior Notes Payable, 4.35% due 2025 (Fair Value: 2019 — $478.6; 2018 — $444.2) ......ccvevevenverrannnnne. 448.6 448.4
Subordinated Debentures due 2054 (Fair Value: 2018 — $151.1)..cciiiiiiiiiiiiieeeeeeeeeeeee e — 144.2
Current Income Tax LIability .....c.coveoieiiiiiiiiiiein ettt 55.3 40.5
Deferred INCome Tax Liability .......cccveciivieriiiieieiieie ettt sbe e sbeessesseenseesaenes 32.2 20.2
Liabilities for Benefit PIANS .........ccooiiiiiiiiiiie ettt 44.3 98.2
Right-0f-USE LAADIITIES ..c.veuteueeitiiteiieiieieeie ettt sttt sttt ettt sbesaea 313 —
Accrued Expenses and Other LIabilities ..........ccevieriiiieriieiiniieiecieeeeeeeee et 19.0 20.1
TOAL LAADTIIEIES .ttt ettt ettt ettt e e st e st et e et e ebees e et e beeaeebe b e s e e enseneeneeneeneaneaneas 680.6 806.5
Shareholders’ Equity:

COMIMON SEOCK ..ttt ettt a et s bt b e bttt b e b st et et et et en s e e e st ebeebeabeeneas 6.7 6.5

Additional Paid-in Capital ..........coooieiiiiiiiiiiese ettt eaeenes 1,819.2 1,666.3

Retained EAIMINGS ....c..oveuiiiiiiiiiiiiiitieten ettt sttt ettt ettt ea s 1,810.3 1,355.5

Accumulated Other Comprehensive INCOME..........ocveviiiiiiiieiiiieieeeeeeee e 336.1 21.8
Total Shareholders” EQUILY ......couteieiieiiiiee ettt sttt e st eneene 3,972.3 3,050.1
Total Liabilities and Shareholders’ EQUILY ........cocooiviririiriiniiiiiiiiiciene st $ 4,652.9 $ 3,856.6

See Accompanying Report of Independent Registered Public Accounting Firm.
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KEMPER CORPORATION
PARENT COMPANY STATEMENTS OF INCOME
(Dollars in Millions)

For the Year Ended December 31,

2019 2018 2017
Net INVeStMeEnt INCOMIE. .........oviueeieiiieieiiieieieie ettt esesne $ 21 $ 25 8§ 3.0
Income from Change in Fair Value of Equity SeCUrities..........ccevvievierieieiieieieeieeeeveeeens 1.6 1.4 —
Net Realized Gains (Losses) on Sales of InvVeStments ...........ccceeevreveeeieeiiesieeceeseeeeeeee 0.3 (0.7) 0.6
TOtAl REVEIUES ...ttt ettt sttt ettt ettt sbesb b e 4.0 3.2 3.6
INEETESt EXPEISE...eeuviiiiiieiie ettt ettt ettt et e et e et esabeebeesabeeseeeaseebeeeneeennes 28.5 37.6 36.6
Loss from Early Extinguishment of Debt...........cocoiiiiiiiiiiiiieeeee e 5.8 — —
Other Operating (Benefits) EXPEnSes .......ccueiieiiiieiieiieiieieit ettt 4.0 26.3 5.1
Total OPerating EXPENSES.....cuciuieiiiriieiiitieieiieeteeteeteeeeste st esbeeeaereessesseessesseessesseessesseesseennas 38.3 63.9 31.5
Loss before Income Taxes and Equity in Net Income of Subsidiaries..........c.cccocervreenennee. (34.3) (60.7) (27.9)
INcome Tax Benefit ........cocoiiiiiiiniiiiieice ettt 9.4 12.2 21.2
Loss before Equity in Net Income of Subsidiaries.........coveverieierieecienieieeeeieeeeeie e (24.9) (48.5) (6.7)
Equity in Net Income of Subsidiaries. .........coveriiieriiieneeieeeeeee e 556.0 238.6 127.6
INEE INCOIMIE ...ttt ettt sttt $ 5311 $§ 190.1 $ 1209

See Accompanying Report of Independent Registered Public Accounting Firm.
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KEMPER CORPORATION
PARENT COMPANY STATEMENTS OF COMPREHENSIVE INCOME
(Dollars in Millions)

For the Year Ended December 31,

2019 2018 2017
INEE INCOIMIE ...ttt ettt ettt $ 5311 $§ 190.1 $§ 1209
Other Comprehensive Income (Loss):
Unrealized Holding Gains (Losses) Arising During the Year:

Securities Held by SUbSIIATICs ........ccvieieriieieriieiesieie et 433.2 (214.1) 119.5

Securities Held by Parent...........cc.oecvevvieieiiieiiieeieceeie ettt 0.2 (0.1) (0.4)
Reclassification Adjustment for Amounts Included in Net Income:

Securities Held by SUbSIIAriCs ........ccvveieriieienieiesieie et (27.9) (21.9) (35.3)

Securities Held by Parent............c.occvevvieiiiiieiiiieeieceeie et 0.2) — —
Unrealized Holding Gains (LOSSES).......cccoviviiiiiiiiiiiiiiiiiccccccc s 405.3 (236.1) 83.8
Unrecognized Postretirement Benefit Costs Arising During the Year:

Securities Held by SubSIIaries ........cc.eeveririerierenieie e (0.6) — —

Securities Held by Parent............coeoueiieienieieniee et 4.2) (8.0) 3.9
Reclassification Adjustments for Amounts Included in Net Income:

Amortization of Unrecognized Postretirement Benefits (COsts) .......cccecereerireencnen. 3.0) 1.1 (0.6)
Total Reclassification Adjustments for Amounts Included in Net Income...............c....... 3.0) 1.1 (0.6)
Net Unrecognized Postretirement Benefit COStS .......ccvvvveriirieriieiinieieceeieceee e (7.8) (6.9) 33
Foreign Currency Translation Adjustments on Investments Held by Subsidiaries .......... — 0.3 1.7
Gains (Losses) on Cash FIOW Hedge........cccocvviiiiinininininiiceccccceeeececse e 0.4 1.2 (6.7)

Other Comprehensive Income (Loss) before Income Taxes ..........cocevveeeerierieieeienieieenenns 397.9 (241.5) 82.1
Income Tax Benefit (Expense):
Unrealized Holding Gains and Losses Arising During the Year:

Securities Held by SUbSIAIATICs ........ccueeieriieieriieieeieie et (91.0) 45.0 (38.3)

Securities Held by Parent...........ccooveiieiiiiiieiieescee e — — 0.1
Reclassification Adjustment for Amounts Included in Net Income:

Securities Held by SUbSIAIATICS .......ccveevieriieiiriieieeeeie et 5.8 4.6 12.3
Unrealized Holding Gains and LOSSES......c..eeouiiieiiiieniiiieneeierieeeseee e (85.2) 49.6 (25.9)
Unrecognized Postretirement Benefit Costs Arising During the Year..........cccocecevennenne. 1.0 1.7 (0.8)
Reclassification Adjustments for Amounts Included in Net Income:

Amortization of Unrecognized Postretirement Benefit Costs .........ccoceevevieniieencnen. 0.7 0.2) 0.2
Total Reclassification Adjustments for Amounts Included in Net Income....................... 0.7 0.2) 0.2
Net Unrecognized Postretirement Benefit COStS .......ccovvverivierieiinieiieceieceeee e 1.7 1.5 (0.6)
Foreign Currency Translation Adjustments on Investments Held by Subsidiaries .......... — 0.1) (0.6)
Gains (Losses) on Cash FIow Hedge.........cooeiieiiiieiceeet e (0.1) (0.3) 2.4

Income Tax Benefit (EXPENSE) ....c.cciirieiiirieiiieiiiieiieiteteetieie ettt eae e eae e essesseensenseens (83.6) 50.7 (24.7)
Other Comprehensive INCome (LOSS)......eeueriiiiirieiiiieieeiet e 314.3 (190.8) 57.4
Total Comprehensive INCOME (LOSS)....uevieiirierieiieie ettt $ 8454 $ 0.7) $ 1783

See Accompanying Report of Independent Registered Public Accounting Firm.
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KEMPER CORPORATION
PARENT COMPANY STATEMENTS OF CASH FLOWS
(Dollars in Millions)

For the Year Ended December 31,

2019 2018 2017
Operating Activities:
NEE INCOMIC. ...ttt ettt sttt e b st et e st b et e b e e e be e eseseesenaens $ 5311 $§ 190.1 $§ 1209
Adjustment Required to Reconcile Net Income to Net Cash Provided by Operations:
Equity in Net Income of SubSIdIaries ..........cvevvivieriiiieniieiesieieseeeeeie e (556.0) (238.6) (127.6)
Cash Dividends from Subsidiaries..........cccoeeuerieiirieiiiiiee e 239.0 130.4 108.1
Cash Contribution to Defined Benefit Plan ............cccooieiiiiiiiniiiiceee, (55.3) (5.0) —
Increase in Value of Equity Securities at Fair Value...........ccocovveeiiiiiiiniiieiieies (1.6) (1.4) —
Net Realized (Gains) Losses on Sales of Investments...........cccceeevieriieneenieeneesneenne. (0.3) 0.7 (0.6)
Loss from Early Extinguishment of Debt..........cccocevirininininiiiniciicccencee 5.8 — —
(1113 v A\ TR 9.8 29.6 0.7
Net Cash Provided by Operating ACHVILIES.......ccverueeriirieniieierieeie sttt 172.5 105.8 101.5
Investing Activities:
Capital Contributed t0 SUDSIAIAIIES .....c.vevvreiiiiieieeiieieetieieetee et se e eaaens (83.0) (20.0) —
Capital Distribution from SubSidiary.........c.cceeeeieiieiiiieiiieeeee e 85.0 176.0 —
Sales, Paydowns and Maturities of Fixed Maturities ...........ccccoeovererieienieniieieeeieeene 12.7 (0.2) 45.7
Purchases of EQUItY SECUTTHIES......ecviriieiiriieieiieie ettt s (48.9) (2.3) —
Sales Of EQUILY SECUITHIES ....euvetiriieiieiietieiesie ettt 15.3 67.5 —
Sales of Fair Value Option INVESIMENLS..........cccceiriririninieneniiiceieecieeeeee e — — 42.2
Purchases of Fair Value Option INVEStMENTS..........cceerverieriirieiieieiieieeieeie e — — (7.0)
ACqUISItION O BUSINESS ..c..eeuiiiieiieiieiieieee et s — (564.6) —
Change in Short-term INVEStMENES .......ccceciririiiriininienerece et (23.3) 2534 15.6
Net Cash Provided (Used) by Investing ACHVILICS.......ceerververieeieriieienrieieeieeeeeeeenae e 42.2) (90.2) 96.5
Financing Activities:
Notes Payable Proceeds:
Net Proceeds from Issuance of Debt .........ccceviiiriiiiininiiieeccee e 49.9 249.4 200.2
Repayments Of DEDT .......cc.eeiiiiiie e e s (185.0) (215.0) (360.0)
Proceeds from Issuance of Common Stock, Net of Transaction CoSts ...........c.ceeveenneene. 127.5 — —
Cash Dividends Paid..........ccoociiviiiiiiiiiiciieieceeese ettt eaeens (67.8) (56.4) (49.5)
Proceeds from Shares Issued under Employee Stock Purchase Plan ..............ccccoceene. 1.6 — —
Cash Exercise of StoCK OPLiONS .......c.cccverviviiiieiiniieieetieie ettt sreeee e eee e ene e essesseens 2.4 0.9 4.0
Net Cash Used by FInancing ACHVItIES . .....ccueeuievirieriieienieeienie et (71.4) (21.1) (205.3)
Increase (Decrease) i CaSh ....o..iviiiieiiieecee e 58.9 (5.5) (7.3)
Cash, Beginning 0f YEaT.......c.cccievieiiiieiiieieciieieeeei ettt ettt saeenseeseens 2.9 8.4 15.7
Cash, ENA OF YEAT .....oiiieiieeeee ettt ettt st e et eeeeaaeas $ 618 § 29 § 8.4

See Accompanying Report of Independent Registered Public Accounting Firm.
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KEMPER CORPORATION
Schedule II (Continued) - Financial Information of Kemper Corporation
Notes to Financial Information
(Dollars in Millions)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial information of Kemper Corporation (“Kemper” or the “Parent Company’’) should be read in conjunction with the
Consolidated Financial Statements and Notes thereto included in Item 8 of this Form 10-K. Kemper’s subsidiaries are
accounted for using the equity method of accounting. Equity in net income of these subsidiaries is presented on the Statements
of Operations as Equity in Net Income of Subsidiaries.

NOTE 2. GUARANTEES

On November 30, 2018 Kemper executed a guarantee to fully and unconditionally guarantee the payment and performance
obligations of the 5.0% Senior Notes due September 19, 2022 of Infinity Property and Casualty Corporation, a wholly owned
subsidiary of Kemper.

NOTE 3. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Kemper did not receive any non-cash dividends from subsidiaries nor make any non-cash capital contributions in 2019.

Kemper received non-cash dividends from subsidiaries, in the form of invested assets, of $574 million in 2018. Kemper made
non-cash capital contributions, in the form of invested assets, of $350 million in 2018.

NOTE 4. LEASES

Kemper leases certain office space for its current and former corporate headquarters under non-cancelable operating leases.

The following table presents operating lease ROU assets and lease liabilities at December 31, 2019.

DOLLARS IN MILLIONS 2019
Operating Lease Right-0f-USE ASSELS........cciiiiiiieiieieriieie ettt ettt ettt e saeeae e saesseesaesseensesseensesseensesseansens $ 18.6
Operating Lease LIaDIIItIES .. ...coviiieriieieiiciesie ettt ettt ettt ve et e teesaeesaesaeesaesaeesaesseessesseessesseessesseensenns 313

Supplemental cash flow information related to Kemper’s operating leases for the year-ended December 31, 2019 follows.

DOLLARS IN MILLIONS 2019
Operating Cash Flows from Operating Leases (Fixed Payments)...........ccoecvevieviiiieriieieniieienie e $ 1.2
Operating Cash Flows from Operating Leases (Liability Reduction) 1.0
Right-of-Use Assets Obtained in Exchange for New Operating Lease Liabilities........cccocecevinieninincnencnnnn. 7.9
Significant judgments and assumptions for determining lease asset and liability as December 31, 2019 are presented below.
Weighted-average Remaining Lease Term - Operating Leases.........ccevveieiieiiiieieiieieeeeieeeeee e 13.0 years
Weighted-average Discount Rate - Operating Leases .........cccueruerieriieiinieieeiieie e 4.0%
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NOTE 4. LEASES (Continued)

Kemper’s leases do not provide an implicit rate. Accordingly, Kemper uses its incremental borrowing rate based on the
information available at the commencement date in determining the present value of its lease payments.

Future minimum operating lease payments at December 31, 2019 were:

Operating

DOLLARS IN MILLIONS Leases

2020 ettt ettt ettt a ettt ettt et e Rt et ek e b e s esseas et ententententeR e eR e Rt eseeReese s easentesensensenteneenteseeneeneas $ 2.1
2021 et h b bt b bttt ekt eh bt bbbt bbbttt et e st ent et ebe et e e bt b 3.5
2022 e a bt h ettt ettt Ao bt et et et n e eR e en £ ea ekt ekt Rt et ekt ekt et et et e s entententeneeneenteneerea 3.7
2023 ettt eatea et e ae st et e eR e es et e be s e s ea s et ententententeR e eR e Rt Rt ek e ebees et e tesensententeneenteseeneeneas 3.5
2024t h bbbttt h et eh e bbbt bbbt sttt et ea et et b et e e bt b 2.5
2025 ANA TREIEATLET .....ovieiiiiieiice ettt ettt ettt e e saeeteesaeese e beessesaeessesaeessesseensenseenns 25.6
Total FULUIE PAYMENLS........iitieiiiiieie ettt ettt ettt et ea et e e st et e eneeeneeneesaeeneas $ 40.9
LSS DIISCOUNL ...ttt ettt ettt et e st et e s te e s e e st e b e ess e seesseeseesseeseenseeseenseensensaensenseensenseensenseenns 9.6
Present Value of Minimum Lease PaymeEnts...........cc.oiieriieieriieiiiiieieereeieere et sae e sre e sseesseeneenns $ 313
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SCHEDULE IV

KEMPER CORPORATION
REINSURANCE SCHEDULE
FOR THE YEARS ENDED DECEMBER 31, 2019, 2018 AND 2017
(Dollars in Millions)

Percentage

Ceded to Assumed of Amount

Gross Other from Other Net Assumed to

Amount Companies Companies Amount Net
Year Ended December 31, 2019

Life Insurance in FOICe .........ooovvvviiviiiiiieiecieeeeeeeee e $194799 §$§ 4116 $ 162.8 $ 19,231.1 0.8%
Premiums: -
Life INSUTANCE ... $ 3836 $ 12 8 09 § 3833 02%
Accident and Health Insurance...............ccoeeveeiienieennen. 188.5 1.7 5.3 192.1 2.8%
Property and Liability Insurance .............cccceevevieeneennnnne. 3,8354 24.5 86.1 3,897.0 2.2%
TOtaAl PLEIMIUITIS. . eeeeee et eeeeeaeens $ 4,4075 $ 274 $ 923 §$§ 44724 2.1%
Year Ended December 31, 2018 -
Life Insurance in FOTCE .......c.ooiivviiiioiieieceeeeeeeeeeee e $194351 $ 4364 $ 1727 $ 19,1714 0.9 %
Premiums: -
Life INSUTaNCe.......coovieiieiiiieieeie et $ 3782 § 1.2 3 1.0 $§ 378.0 0.3%
Accident and Health Insurance............ccocceevveeeieviennrennnnne. 174.3 1.7 53 177.9 3.0%
Property and Liability Insurance ..........cccccecevveveneennnne. 2,778.3 28.7 78.9 2,828.5 2.8%
Total PrEmMIUMS........c.coveevieeieeeeeeeeeeeeeeeee e $ 3,330.8 $ 31,6 $ 852 § 33844 2.5%
Year Ended December 31, 2017 -
Life Insurance in FOTCE ....oouvvioeeeeeeeeeeeeeeeeeeeeeeeeeeee e $ 19,2087 § 4552 § 184.0 $ 18,937.5 1.0%
Premiums: -
Life INSUTANCE ......vovieeeviieeiieeecteeeeee e $ 3668 $ 14 3 .1 § 3665 0.3%
Accident and Health Insurance............cccccoevveeciienieennnn. 171.0 1.5 5.4 174.9 3.1%
Property and Liability Insurance ...........ccccocevcerencncnnennee 1,757.5 15.3 66.4 1,808.6 3.7%
Total PrEMIUMS. ......oooviieieeeeeieeeeeeeeeeeeeee e $ 22953 § 182 $ 729 $ 2,350.0 3.1%

See Accompanying Report of Independent Registered Public Accounting Firm.
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Exhibit 4.7

Kemper Corporation

Description of Capital Stock

The following is a summary of the material terms and provisions of the capital stock of Kemper Corporation (“we,”
“us,” “our,” “Kemper” or “Company”) and does not purport to be complete. It is qualified by reference to our amended and
restated Certificate of Incorporation (“Certificate of Incorporation”) and our amended and restated bylaws (“Bylaws”), each of
which is incorporated by reference as an exhibit to our Annual Report on Form 10-K of which this Exhibit is a part (“Annual
Report”), and by certain provisions of the General Corporation Law of the State of Delaware (“DGCL”).

Our authorized capital stock consists of 100,000,000 shares of common stock, par value $.10 per share, and
20,000,000 shares of preferred stock, par value $.10 per share. No preferred stock is outstanding as of the date of the filing of
the Annual Report. As of December 31, 2019, there were 66,665,888 shares of our common stock outstanding, and 3,254,822
shares reserved for issuance pursuant to our 2011 Omnibus Equity Plan.

Common Stock

Voting Rights. Each holder of shares of our common stock is entitled to attend all special and annual meetings of our
shareholders. The holders of our common stock have one vote for each share held on all matters voted upon by our
shareholders, including the election of directors to our Board of Directors (“Board of Directors”). Other than the election of
directors, if an action is to be taken by vote of our shareholders at a meeting of shareholders at which a quorum is present, it
will be decided by a majority of the votes cast with respect to such matter, unless a different vote is required under our
Certificate of Incorporation or the DGCL. In an election of directors at a meeting of shareholders at which a quorum is present,
a nominee for director shall be elected to the Board of Directors if the votes cast for such nominee’s election exceed the votes
cast against such nominee’s election, provided, however, in the event the number of nominees for director is greater than the
number of directors to be elected, directors shall be elected by a plurality of the votes cast.

Dividends. Except for any preferential rights of holders of any preferred stock that may then be issued and outstanding
and any other class or series of stock having a preference over the common stock, holders of our common stock are entitled to
receive dividends as and when declared by our Board of Directors, from legally available funds.

Liguidation and Dissolution. In the event of our liquidation or dissolution, the holders of our common stock are
entitled to receive ratably all assets available for distribution to shareholders after the payment of all debts and other liabilities
and subject to the prior rights of any outstanding preferred stock.

Other Rights. Holders of our common stock have no preemptive, subscription, redemption or conversion rights. The
rights, preferences and privileges of holders of our common stock are subject to and may be adversely affected by the rights of
the holders of shares of any series of preferred stock that we may designate and issue in the future.

Listing. Our common stock is listed on the New York Stock Exchange, or the NYSE, under the symbol “KMPR.”

Transfer Agent and Registrar. The transfer agent and registrar for our common stock is Computershare Trust
Company, N.A.

Preferred Stock

Our Certificate of Incorporation authorizes our Board of Directors to issue up to 20,000,000 shares of preferred stock
in one or more series, with such distinctive designation or title and in such number of shares as may be authorized by our Board
of Directors. Our Board of Directors is authorized to prescribe the relative rights and preferences of each series, and the
limitations applicable thereto, including but not limited to the following: (i) the voting powers, full, special, or limited, or no
voting powers, of each such series; (ii) the rate, terms and conditions on which dividends will be paid, whether such dividends
will be cumulative, and what preference such dividends shall have in relation to the dividends on other series or classes of
stock; (ii1) the rights, terms and conditions, if any, for conversion of such series of preferred stock into shares of other series or
classes of stock; (iv) any right of the Company to redeem the shares of such series of preferred stock, and the price, time, and
conditions of such redemption, including the provisions for any sinking fund; and (v) the rights of holders of such series of
preferred stock in relation to the rights of other series and classes of stock upon the liquidation, dissolution or distribution of
our assets. Unless otherwise provided by our Board of Directors, upon redemption or conversion, shares of preferred stock will
revert to authorized but unissued shares and may be reissued as shares of any series of preferred stock.



Certain Statutory, Certificate of Incorporation and Bylaw Provisions Affecting Shareholders

Various provisions of our Certificate of Incorporation and Bylaws, the DGCL and state insurance laws could have the
effect of delaying, deferring or discouraging another party from acquiring control of Kemper. These provisions, which are
summarized below, are expected to discourage coercive takeover practices and inadequate takeover bids. These provisions are
also designed to encourage, or could have the effect of encouraging, persons seeking to acquire control of Kemper to first
negotiate with our Board of Directors.

The portions of the summary set forth below describing certain provisions of our Certificate of Incorporation and
Bylaws is qualified in its entirety by reference to the provisions of our Certificate of Incorporation and Bylaws.

Certificate of Incorporation and Bylaw Provisions
Special Meetings of Shareholders. Our Certificate of Incorporation and Bylaws do not grant the shareholders the right

to call a special meeting of shareholders. Under our Certificate of Incorporation and Bylaws, special meetings of shareholders
may be called only by the Chairman of the Board of Directors or by a majority of the Board of Directors then in office.

No Shareholder Action by Written Consent. Our Certificate of Incorporation also provides that shareholders may not
take any action by written consent.

Advance Notice Requirements. Our Bylaws set forth advance notice procedures with regard to shareholder proposals
relating to the nomination of candidates for election as directors or other business to be presented at meetings of sharcholders.
These procedures provide that notice of such shareholder proposals must be timely given in writing to the Secretary of Kemper
prior to the meeting at which the action is to be taken. Generally, to be timely, notice must be delivered to the Secretary at the
principal executive offices of Kemper not less than 60 nor more than 90 days prior to the anniversary of the preceding year’s
annual meeting. The notice must contain specified information concerning the person to be nominated or the business to be
brought before the meeting and concerning the sharecholder submitting the proposal. The advance notice requirement does not
give the Board of Directors any power to approve or disapprove shareholder director nominations or proposals but may have
the effect of precluding the consideration of such nominations or proposals at a meeting if the proper notice procedures are not
followed.

Blank Check Preferred Stock. Our preferred stock could be deemed to have an anti-takeover effect in that, if a hostile
takeover situation should arise, shares of preferred stock could be issued to purchasers sympathetic with our management or
others in such a way as to render more difficult or to discourage a merger, tender offer, proxy contest, the assumption of control
by a holder of a large block of our securities or the removal of incumbent management.

The effects of the issuance of one or more series of the preferred stock on the holders of our common stock could
include:

* reduction of the amount otherwise available for payments of dividends on common stock if dividends are payable
on the series of preferred stock;

*  restrictions on dividends on our common stock if dividends on the series of preferred stock are in arrears;

e dilution of the voting power of our common stock if the series of preferred stock has voting rights, including a
possible “veto” power if the series of preferred stock has class voting rights;

+  dilution of the equity interest of holders of our common stock if the series of preferred stock is convertible, and is
converted, into our common stock; and

»  restrictions on the rights of holders of our common stock to share in our assets upon liquidation until satisfaction
of any liquidation preference granted to the holders of the series of preferred stock.

Business Combinations. Article Seven of our Certificate of Incorporation places certain restrictions on the following
transactions with a direct or indirect beneficial owner (including certain former beneficial owners and successors to such
beneficial owners) of more than 15% of the voting power of Kemper’s outstanding voting stock (an “Interested Shareholder™):

e any merger or consolidation of Kemper or any subsidiary with any Interested Shareholder or any other person
(whether or not itself an Interested Shareholder) which is, or after such merger or consolidation would be, an
affiliate of an Interested Shareholder; or

* any sale, lease, exchange, mortgage, pledge, transfer or other disposition (in one transaction or a series of
transactions) to or with any Interested Sharcholder or any affiliate of any Interested Shareholder of any assets of
Kemper or any subsidiary having an aggregate fair market value of $10,000,000 or more; or



» the issuance or transfer by Kemper or any subsidiary (in one transaction or a series of transactions) of any
securities of Kemper or any subsidiary to any Interested Shareholder or any affiliate of any Interested Shareholder
in exchange for cash, securities or other property (or a combination thereof) having an aggregate fair market value
of $10,000,000 or more; or

*  the adoption of any plan or proposal for the liquidation or dissolution of Kemper proposed by or on behalf of any
Interested Sharcholder or any affiliate of any Interested Shareholder; or

« any reclassification of securities (including any reverse stock split or recapitalization of Kemper) or any merger or
consolidation of Kemper with any of its subsidiaries or any other transaction (whether or not with or into or
otherwise involving any Interested Shareholder) which has the effect, directly or indirectly, of increasing the
proportionate share of the outstanding shares of any class of equity or convertible securities of Kemper or any
subsidiary beneficially owned by any Interested Shareholder or any affiliate of any Interested Shareholder.

We may only enter into one of the transactions described above if:

» the transaction has been approved by a majority of our “continuing directors,” being (A) members of our original
Board of Directors, (B) persons unaffiliated with an Interested Shareholder who were members of the Board of
Directors prior to such person or entity becoming an Interested Shareholder, or (C) successors of continuing
directors who were recommended to succeed continuing directors by a majority of continuing directors then on
the Board of Directors; or

» the transaction has been approved by the affirmative vote of 75% of the voting power of our outstanding voting
stock, voting together as a single class, and (A) the consideration to be received by the holders of each class or
series of our capital stock is (i) not less than the highest price paid by the Interested Sharcholder for any shares of
such class or series during the preceding 24 months, and (ii) is either in cash or in the form of consideration
previously used by the Interested Sharcholder to acquire the largest number of shares of such class or series
previously acquired by such Interested Shareholder, and (B) certain other conditions have been met.

Exclusive Forum Provision. Our Bylaws provide that, unless we consent to the selection of an alternative forum, the
sole and exclusive forum for (i) any derivative action or proceeding brought on our behalf, (ii) any action asserting a claim of
breach of a fiduciary duty owed to us or our shareholders by any of our directors, officers or other employees or agents, (iii)
any action asserting a claim against us or any of our directors or officers or other employees or agents arising pursuant to any
provision of the DGCL or our Certificate of Incorporation or Bylaws, or (iv) any action asserting a claim against us or any of
our directors or officers or other employees or agents governed by the internal affairs doctrine, shall be the Court of Chancery
of the State of Delaware (or, if the Court of Chancery does not have jurisdiction, another court of the State of Delaware or, if no
court of the State of Delaware has jurisdiction, the federal district court for the District of Delaware), in all cases subject to the
court having personal jurisdiction over the indispensable parties named as defendants.

Business Combination Statute

We are a Delaware corporation and consequently are also subject to certain anti-takeover provisions of the DGCL.
Subject to certain exceptions, Section 203 of the DGCL prevents a publicly held Delaware corporation from engaging in a
“business combination” with any “interested stockholder” for three years following the date that the person became an
interested stockholder, unless the interested stockholder attained such status with the approval of the corporation’s board of
directors or unless the business combination is approved in a prescribed manner. A “business combination,” in reference to
Kemper, includes, among other things, a merger or consolidation of Kemper or one of its subsidiaries and an interested
stockholder or the sale by Kemper or any of its subsidiaries to an interested stockholder of assets having an aggregate market
value equal to 10% or more of either the aggregate market value of Kemper’s consolidated assets or the aggregate market value
of Kemper’s outstanding stock. In general, in relation to Kemper, an “interested stockholder” is any person that is the owner of
15% or more of Kemper’s outstanding voting stock and the affiliates and associates of such person. Section 203 makes it more
difficult for an interested stockholder to effect various business combinations with a corporation for a three-year period. This
statute could prohibit or delay mergers or other takeover or change in control attempts not approved in advance by our Board of
Directors, and as a result could discourage attempts to acquire Kemper, which could depress the market price of our common
stock.

Change in Control Requirements Under Insurance Laws

State insurance laws impose requirements that must be met prior to a change of control of an insurance company or
insurance holding company based on the insurer’s state of domicile and, in some cases, additional states in which it is deemed
commercially domiciled due to the substantial amount of business it conducts therein. These requirements may include the
advance filing of specific information with the state insurance regulators, a public hearing on the matter, and the review and



approval of the change of control by such regulators. Kemper has insurance subsidiaries domiciled or deemed commercially
domiciled in Alabama, California, Florida, Georgia, Illinois, Indiana, Louisiana, Missouri, New York, Ohio, Oregon, Texas and
Wisconsin. In these states, except Alabama, “control” generally is presumed to exist through the direct or indirect ownership of
10% or more of the voting securities of an insurance company. Control is presumed to exist in Alabama with a 5% or more
ownership interest in such securities. Any purchase of Kemper’s shares that would result in the purchaser owning Kemper’s
voting securities in the foregoing percentages for the states indicated would be presumed to result in the acquisition of control
of Kemper’s insurance subsidiaries in those states. Therefore, acquisitions subject to the 10% threshold generally would require
the prior approval of insurance regulators in each state in which the Company’s insurance subsidiaries are domiciled or deemed
commercially domiciled, including those in Alabama, while acquisitions subject to the 5% threshold generally would require
the prior approval of only Alabama regulators. Similarly, several of the states in which the Company’s insurance subsidiaries
are domiciled have enacted legislation that requires either the divesting and/or acquiring company to notify regulators of, and in
some cases to receive regulatory approval for, a change in control.

Many state statutes also require pre-acquisition notification to state insurance regulators of a change of control of an
insurance company licensed in the state if specific market concentration thresholds would be triggered by the acquisition. Such
statutes authorize the issuance of a cease and desist order with respect to the insurance company if certain conditions, such as
undue market concentration, would result from the acquisition.

These regulatory requirements may deter, delay or prevent transactions affecting control of Kemper or its insurance
subsidiaries, or the ownership of Kemper’s voting securities, including transactions that could be advantageous to Kemper’s
shareholders.



Subsidiaries of KEMPER CORPORATION

Subsidiaries of Kemper Corporation, with their states of incorporation in parentheses, are as follows:

. Alliance United Insurance Company (California)

. Alliance United Insurance Services, LLC (California)

. Alpha Property & Casualty Insurance Company (Wisconsin)
. Casualty Underwriters, Inc. (Georgia)

. Capitol County Mutual Fire Insurance Company (Texas)*
. Charter Indemnity Company (Texas)

. Direct Response Corporation (Delaware)

. Family Security Funerals Company (Texas)

. Financial Indemnity Company (Illinois)

10. Infinity Assurance Insurance Company (Ohio)

11. Infinity Auto Insurance Company (Ohio)

12. Infinity Casualty Insurance Company (Ohio)

13. Infinity County Mutual Insurance Company (Texas)

14. Infinity Financial Centers, LLC (Delaware)

15. Infinity Indemnity Insurance Company (Indiana)

16. Infinity Insurance Agency, Inc. (Alabama)

17. Infinity Insurance Company (Indiana)

18. Infinity Preferred Insurance Company (Ohio)

19. Infinity Property and Casualty Corporation (Ohio)

20. Infinity Property and Casualty Services, Inc. (Georgia)
21. Infinity Safeguard Insurance Company (Ohio)

22. Infinity Security Insurance Company (Indiana)

23. Infinity Select Insurance Company (Indiana)

24. Infinity Standard Insurance Company (Indiana)

25. KAHG LLC (Illinois)

26. Kemper Corporate Services, Inc. (Illinois)

27. Kemper Financial Indemnity Company (Illinois)

28. Kemper General Agency, Inc. (Texas)

29. Kemper Independence Insurance Company (Illinois)

30. Kemper Personal Insurance General Agency, Inc. (Texas)
31. Leader Group, Inc. (Ohio)

32. Leader Managing General Agency, Inc. (Texas)

33. Merastar Industries LLC (Delaware)

34. Merastar Insurance Company (Illinois)

35. Mutual Savings Fire Insurance Company (Alabama)

36. Mutual Savings Life Insurance Company (Alabama)

37. National Association of Self-Employed Business Owners (Oklahoma)
38. NCM Management Corporation (Delaware)

39. Old Reliable Casualty Company (Missouri)*

41. The Reliable Life Insurance Company (Missouri)

42. Reserve National Insurance Company (Illinois)

43. Response Insurance Company (Illinois)

44. Response Worldwide Direct Auto Insurance Company (Illinois)
45. Response Worldwide Insurance Company (Illinois)

46. Rural American Consumers A National Association (Oklahoma)
47. Security One Agency LLC (Illinois)

48. Summerset Marketing Company (Oklahoma)

49. Trinity Universal Insurance Company (Texas)

50. Union National Fire Insurance Company (Louisiana)

51. Union National Life Insurance Company (Louisiana)

52. United Casualty Insurance Company of America (Illinois)
53. United Insurance Company of America (Illinois)

54. Unitrin Advantage Insurance Company (New York)

55. Unitrin Auto and Home Insurance Company (New York)
56. Unitrin County Mutual Insurance Company (Texas)*

57. Unitrin Direct Insurance Company (Illinois)

58. Unitrin Direct Property & Casualty Company (Illinois)
59. Unitrin Preferred Insurance Company (New York)

60. Unitrin Safeguard Insurance Company (Wisconsin)

61. Valley Property & Casualty Insurance Company (Oregon)
62. Warner Insurance Company (Illinois)

0NN AW~
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* May be deemed to be an affiliate pursuant to Rule 1-02 of SEC Regulation S-X.
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 333-217781 on Form S-3 and Registration
Statement Nos. 33-58300, 333-4530, 333-86935, 333-76076, 333-173877 and 333-231180 on Form S-8 of our report dated
February 14, 2020, relating to the financial statements of Kemper Corporation and the effectiveness of Kemper Corporation's
internal control over financial reporting appearing in this Annual Report on Form 10-K for the year ended December 31, 2019.

/s/ Deloitte & Touche LLP
Chicago, Illinois
February 14, 2020



Exhibit 31.1
CERTIFICATIONS
I, Joseph P. Lacher, Jr., certify that:
1. I have reviewed this annual report on Form 10-K 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: February 14, 2020

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




Exhibit 31.2
CERTIFICATIONS
I, James J. McKinney, certify that:
1. I have reviewed this annual report on Form 10-K 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: February 14, 2020

/S/ JAMES J. MCKINNEY
James J. McKinney

Executive Vice President and Chief Financial Officer



Exhibit 32.1

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

In connection with the Annual Report on Form 10-K of Kemper Corporation (the “Company”) for the year ended

December 31, 2019 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: February 14, 2020




Exhibit 32.2

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

In connection with the Annual Report on Form 10-K of Kemper Corporation (the “Company”) for the year ended

December 31, 2019 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), James J.
McKinney, as Chief Financial Officer of the Company, hereby certifies, pursuant to 18 U.S.C. § 1350, as adopted pursuant to §
906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

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

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

/S/ JAMES J. MCKINNEY
Name:  James J. McKinney

Title: Executive Vice President and Chief Financial Officer
Date: February 14, 2020



Kemper Corporation
Definitions of Non-GAAP Financial Measures Used on Inside Front Cover and Letter to Shareholders
The Company believes that investors’ understanding of Kemper’s performance is enhanced by the disclosure of

the following non-GAAP financial measures. The methods for calculating these measures may differ from those
used by other companies and therefore comparability may be limited.

Adjusted Consolidated Net Operating Income or “Adjusted operating earnings” is an after-tax, non-GAAP
financial measure and is computed by excluding from Income from Continuing Operations the after-tax impact
of:

1. Net Realized Gains on Sales of Investments;

Net Impairment Losses Recognized in Earnings related to investments;

Income (Loss) from Change in Fair Value of Equity and Convertible Securities;
Acquisition Related Transaction, Integration and Other Costs;

Loss from Early Extinguishment of Debt; and

AN

Significant non-recurring or infrequent items that may not be indicative of ongoing operations

Significant non-recurring items are excluded when (a) the nature of the charge or gain is such that it is reasonably
unlikely to recur within two years and (b) there has been no similar charge or gain within the prior two years. The
most directly comparable GAAP financial measure is Income from Continuing Operations. The Company
believes that Adjusted Consolidated Net Operating Income provides investors with a valuable measure of its
ongoing performance because it reveals underlying operational performance trends that otherwise might be less
apparent if the items were not excluded. Net Realized Gains on Sales of Investments, Net Impairment Losses
Recognized in Earnings related to investments, and Income (Loss) from Change in Fair Value of Equity and
Convertible Securities 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. Acquisition Related Transaction, Integration and Other Costs may vary significantly
between periods and are generally driven by the timing of acquisitions and business decisions which are
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.

A reconciliation of Income from Continuing Operations to Adjusted Consolidated Net Operating Income is
presented on page 27 of the company’s Annual Report on Form 10-K.

Adjusted Consolidated Net Operating Income Per Unrestricted Share—Diluted is a non-GAAP financial
measure. It is computed by dividing Adjusted Consolidated Net Operating Income by the weighted average
unrestricted shares and common stock equivalents outstanding. The most directly comparable GAAP financial



measure is Income from Continuing Operations Per Unrestricted Share—Diluted. A reconciliation of Income
from Continuing Operations Per Unrestricted Share—Diluted to Adjusted Consolidated Net Operating Income
Per Unrestricted Share—Diluted is presented below.

Year Ended Dec. 31.,

2017 2018 2019
Income from Continuing Operations Per Unrestricted Share—
Diluted ...... ... $231 $3.19 $79
Less Net (Income) Loss Per Unrestricted Share—Diluted
From:
Change in Fair Value of Equity and Convertible
SeCUrities . ...t — 0.86 (1.64)
Net Realized Gains on Sales of Investments ........... (0.71) (0.35) (0.50)
Net Impairment Losses Recognized in Earnings .. ...... 0.18 0.06 0.16
Acquisition Related Transaction, Integration and Other
COSES vttt — 0.61 0.22
Loss from Early Extinguishment of Debt ............. — — 0.07

Adjusted Consolidated Net Operating Income Per Unrestricted
Share—Diluted . . ... $1.78 $437 $6.27
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Christopher B. Sarofim
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Fayez Sarofim & Co.
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David P. Storch
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Kemper Corporation Information

Stock Listing

Kemper Corporation is traded
on the New York Stock Exchange
under the symbol KMPR.

Common Stock Transfer Agent/Registrar

Please direct questions regarding stock registration,
change of address, change of name or transfer to:

Computershare Trust Company, N.A.
P.O. Box 505000
Louisville, KY 40233

877.282.1168 (in the United States)
computershare.com/investor

Independent Registered Public Accounting Firm

Deloitte & Touche LLP
111 South Wacker Drive
Chicago, IL 60606

2020 Annual Meeting*

May 6, 2020
8:00 a.m. Central Time

200 East Randolph Street
80th Floor
Chicago, IL 60607

Investor Relations

Christine Patrick

Kemper Corporation

200 East Randolph Street
Suite 3300

Chicago, IL 60607

312.661.4930
investors@kemper.com

* Please check for announcements on kemper.com and in the Company's SEC filings
in the event that a change to the meeting location and/or date is determined
necessary in connection with developments related to COVID-19.
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