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Caution Regarding Forward-Looking Statements

This 2011 Annual Report on Form 10-K (the “2011 Annual Report”), including the accompanying consolidated
financial statements of Kemper Corporation, formerly known as Unitrin, Inc. (“Kemper”), 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 Section 27A of the Securities Act of 1933 and

Section 21E of the Securities Exchange Act of 1934.

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

Any or all forward-looking statements may turn out to be wrong, and, accordingly, readers are cautioned not to place
undue reliance on such statements, which speak only as of the date of this 2011 Annual Report. These statements are
based on current expectations and the current economic environment. They involve a number of risks and
uncertainties that are difficult to predict. These statements are not guarantees of future performance; actual results
could differ materially from those expressed or implied in the forward-looking statements. Forward-looking
statements can be affected by inaccurate assumptions or by known or unknown risks and uncertainties. The reader
should consider the following list of general factors that could affect the Company’s future results and financial
condition, as well as those discussed below under Item 1A., “Risk Factors,” in this 2011 Annual Report.

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

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

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

€Changes in facts and circumstances affecting assumptions used in determining loss and LAE reserves;

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

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

Orders, interpretations or other actions by regulators that impact the reporting, adjustment and payment of claims;
The impact of residual market assessments and assessments for insurance industry insolvencies;

€Changes in industry trends and significant industry developments;

Uncertainties related to regulatory approval of insurance rates, policy forms, license applications and similar matters;
Developments related to insurance policy claims and coverage issues, including, but not limited to, interpretations or
decisions by courts or regulators that may govern or influence such issues arising with respect to losses incurred in
connection with hurricanes and other catastrophes;

€Changes in ratings by credit ratings agencies, including A.M. Best Co., Inc. (“A.M. Best”);

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

Regulatory, accounting or tax changes that may affect the cost of, or demand for, the Company’s products or services;
Governmental actions, including, but not limited to, implementation of the provisions of the Patient Protection and
Affordable Care Act, the Health Care and Education Reconciliation Act of 2010 (the “Health Care Acts”) and the
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Dodd-Frank Act, new laws or regulations or court decisions interpreting existing laws and regulations or policy
provisions;

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

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

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

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

dncreased costs and risks related to data security;

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

Other risks and uncertainties described from time to time in Kemper’s filings with the U.S. Securities and Exchange
Commission (“SEC”).

No assurances can be given that the results contemplated in any forward-looking statements will be achieved or will
be achieved in any particular timetable. The Company assumes no obligation to publicly correct or update any
forward-looking statements as a result of events or developments subsequent to the date of this 2011 Annual Report.
The reader is advised, however, to consult any further disclosures Kemper makes on related subjects in its filings with

the SEC.
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PART 1

Item 1. Business.

Kemper is a diversified insurance holding company, with subsidiaries that provide life, health, automobile,
homeowners and other insurance products to individuals and small 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, as soon as reasonably practicable after such materials are filed with or
furnished to the SEC.

(a) GENERAL DEVELOPMENT OF BUSINESS

Change in Name of Company and Re-Branding

On August 25, 2011, Unitrin, Inc. changed its name to Kemper Corporation and began trading on the New York Stock
Exchange under a new ticker symbol, KMPR. During 2011, the Company also began re-branding its business units by
renaming its largest property and casualty business unit as “Kemper Preferred” and its largest life and health insurance
business unit as “Kemper Home Service Companies.” Kemper Preferred had previously been branded under the single
name of “Kemper.” Kemper Home Service Companies had previously used the name “Unitrin Career Agency
Companies.” The Company plans to incorporate the Kemper name in its other business units over time.

Runoff of Automobile Finance Business

During 2011, Kemper’s subsidiary, Fireside Bank, redeemed and closed all certificates of deposits that were
outstanding at December 31, 2010. Accordingly, on October 20, 2011, Fireside Bank requested that the Federal
Deposit Insurance Corporation (“FDIC”) terminate Fireside Bank’s FDIC insurance, which request was granted on
December 8, 2011, effective March 31, 2012.

On September 14, 2011, Fireside Bank sold its active loan portfolio to a subsidiary of Consumer Portfolio Services,
Inc. The Company recognized a gain of $4.5 million from the sale, before tax. Fireside Bank retained its non-active
loan portfolio of previously charged-off loans, which is in run-off. Fireside Bank is accounted for as a discontinued
operation in the Consolidated Financial Statements.

On January 13, 2012, the FDIC and the California Department of Financial Institutions (“CDFI”) issued an order
terminating the consent order to which Fireside Bank was a party since 2009.

Kemper Common Stock Repurchases

On February 2, 2011, the Board of Directors approved a new common stock repurchase program. Under this program,
Kemper is authorized to repurchase up to $300 million worth of its common stock. The repurchase program does not
have an expiration date. Repurchases may be made from time to time at prevailing prices in the open market or in
privately-negotiated transactions, subject to market conditions and other factors. Repurchases will be financed through
Kemper’s general corporate funds. Depending on the amount of repurchases and other factors, Kemper may also
borrow funds under its existing revolving credit facility. During 2011, Kemper repurchased 0.9 million shares of its
common stock at an aggregate cost of $27.4 million in open market transactions.

In-Kind Contribution to Defined Benefit Pension Plan

On September 14, 2011, the Company made a voluntary contribution of $83.7 million to its defined benefit pension
plan. The contribution consisted of $32.2 million in cash and 7,309,764 shares of Intermec Inc. (“Intermec’”) common
stock with a fair value of $51.5 million on the date of contribution. The Company recognized a realized loss of $7.0
million on the contribution of Intermec common stock. (See Note 17, "Pension Benefits" to the Consolidated Financial
Statements.)

(b) BUSINESS SEGMENT FINANCIAL DATA

Financial information about Kemper’s business segments for the years ended December 31, 2011, 2010 and 2009 is
contained in the following sections of this 2011 Annual Report and is incorporated herein by reference: (i) Note 19,
“Business Segments,” to the Consolidated Financial Statements; and (ii) MD&A.
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(c) DESCRIPTION OF BUSINESS

Kemper is a diversified insurance holding company, with subsidiaries that provide automobile, homeowners, life,
health, and other insurance products to individuals and small businesses. The Company is engaged, through its
subsidiaries, in the property and casualty insurance and life and health insurance businesses. The Company conducts
its continuing operations through four operating segments: Kemper Preferred ("Preferred"), Unitrin Specialty
("Specialty"), Unitrin Direct ("Direct") and Life and Health Insurance. Fireside Bank, reported in discontinued
operations, is in the final stages of voluntary liquidation. The Company’s operations are conducted solely in the United
States.

Kemper’s subsidiaries employ approximately 6,700 full-time associates supporting its operations, of which
approximately 800 are employed in the Preferred segment, 650 are employed in the Specialty segment, 450 are
employed in the Direct segment, 450 are shared by the Preferred, Specialty and Direct segments, 3,950 are employed
in the Life and Health Insurance segment, 200 are employed at Fireside Bank and the remainder are employed in
various corporate and other staff functions.

Property and Casualty Insurance Business

General

The Company’s property and casualty insurance business operations are conducted primarily through the Preferred,
Specialty, and Direct segments. In addition, the Life and Health Insurance segment’s career agents also sell property
insurance to its customers. Collectively, these segments provide automobile, homeowners, renters, fire, and other
types of property and casualty insurance to individuals and commercial automobile insurance to businesses.
Automobile insurance in these segments accounted for 54%, 56% and 59% of the Company’s consolidated insurance
premiums earned from continuing operations in 2011, 2010 and 2009, respectively. Automobile insurance in these
segments accounted for 47%, 49% and 53% of Kemper’s consolidated revenues from continuing operations in 2011,
2010 and 2009, respectively. Homeowners insurance in these segments accounted for 14%, 13% and 12% of the
Company’s consolidated insurance premiums earned from continuing operations in 2011, 2010 and 2009, respectively.
Homeowners insurance in these segments accounted for 12%, 11% and 11% of the Company’s consolidated revenues
from continuing operations in 2011, 2010 and 2009, respectively.

Property insurance indemnifies an insured with an interest in physical property for loss of, or damage to, such
property or the loss of its income-producing abilities. 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.
Preferred and Specialty distribute their products through independent agents who are paid commissions for their
services. Direct distributes its products directly to consumers and through employer-sponsored voluntary benefit
programs and other affinity relationships.

Preferred

Preferred, based in Jacksonville, Florida, conducts business in 38 states and the District of Columbia. In 2011, the
following states provided over half of the premium revenues in this segment: New York (19%), North Carolina
(13%), California (12%) and Texas (10%).

Preferred primarily sells preferred and standard risk automobile and homeowners insurance. Preferred’s insurance
products accounted for 53% of the aggregate insurance premium revenues of the Company’s property and casualty
insurance business in 2011. Its insurance products are marketed by approximately 2,700 independent insurance agents
to individuals who have demonstrated favorable risk characteristics and loss history.

Specialty

Specialty, based in Dallas, Texas, conducts business in 21 states, principally in the southwest and western United
States. In 2011, the following states provided more than three-fourths of the premium revenues in this segment:
California (42%), Texas (18%), Washington (8%), Louisiana (4%) and Oregon (3%).

Specialty provides personal and commercial automobile insurance to value-minded consumers who have had
difficulty obtaining standard or preferred risk insurance, usually because of their driving records, claims experience or
premium payment history. Specialty’s insurance products accounted for 28% of the aggregate insurance premium
revenues of the Company’s
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property and casualty insurance business in 2011. Specialty’s products are marketed through approximately 8,000
independent agents and brokers.

Direct

Direct, based in Chicago, Illinois, markets personal automobile, homeowners and renters insurance through a variety
of direct-to-consumer websites, including its own websites, marketing partners, employer and other affinity-sponsored
relationships. The Direct segment’s automobile insurance products are available in 48 states and the District of
Columbia. In 2011, the following states provided approximately two-thirds of the premium revenues in this segment:
New York (15%), Florida (12%), California (10%), Michigan (8%), Texas (5%), Connecticut (5%), Pennsylvania
(5%) and Georgia (5%). Direct’s insurance products accounted for 14% of the aggregate insurance premium revenues
of the Company’s property and casualty insurance business in 2011.

Direct writes a broad spectrum of personal automobile insurance risks ranging from preferred to non-standard
personal automobile insurance risks and competes with companies that sell insurance directly to the consumer and
employer-sponsored voluntary benefit programs, as well as companies that sell through agents. Direct also offers
homeowners and renters insurance across 47 states and the District of Columbia, complementing its direct automobile
insurance business.

Property and Casualty Loss and Loss Adjustment Expense Reserves

The Company’s reserves for losses and loss adjustment expenses (“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, 2011 and 2010 were:

DOLLARS IN MILLIONS 2011 2010
Business Segments:

Preferred $416.2 $420.5
Specialty 2259 250.8
Direct 223.9 235.6
Life and Health Insurance 8.3 20.8
Total Business Segments 874.3 927.7
Discontinued Operations 133.0 163.9
Unallocated Reserves 21.8 27.1
Total Property and Casualty Insurance Reserves $1,029.1 $1,118.7

Certain reserves acquired in connection with a business acquisition from SCOR Reinsurance Company (“SCOR”) in
2002 (the “Unallocated Reserves”) are reinsured 100% by an insurance subsidiary of SCOR (see Note 6, “Property and
Casualty Insurance Reserves,” to the Consolidated Financial Statements). The Company does not allocate these
reserves to its business segments.

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. The
reserving process is particularly imprecise for claims involving asbestos, environmental matters, construction defect
and other emerging and/or long-tailed exposures that may not be discovered or reported until years after the insurance
policy period has ended. Property and Casualty Insurance Reserves related to the Company’s Discontinued Operations
are predominantly long-tailed exposures, of which $52.6 million was related to asbestos, environmental matters and
construction defect exposures at December 31, 2011. See MD&A, “Critical Accounting Estimates,” under the caption
“Property and Casualty Insurance Reserves for Losses and Loss Adjustment Expenses” beginning on page 57 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.

10
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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 developed. 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. The Company recognized total favorable development of $33.1 million,
$24.9 million and $80.9 million before tax in 2011, 2010 and 2009, respectively. Development for each of the
Company’s continuing business segments and Unitrin Business Insurance in 2011, 2010 and 2009 was:

DOLLARS IN MILLIONS Favorable (Adverse) Development

2011 2010 2009
Continuing Operations:
Preferred $19.1 $23.8 $60.5
Specialty 94 4.1 ) 7.9
Direct 39 6.8 12.1
Life and Health Insurance 2.6 4.5 ) (2.6 )
Total Favorable Development from Continuing Operations, Net 35.0 22.0 77.9
Discontinued Operations:
Unitrin Business Insurance (1.9 ) 2.9 3.0
Total Favorable Development, Net $33.1 $24.9 $80.9

Development in the Preferred segment comprised a substantial portion of the Company’s development reported in
continuing operations in 2011, 2010 and 2009. See MD&A, “Critical Accounting Estimates,” under the caption “Property
and Casualty Insurance Reserves for Losses and Loss Adjustment Expenses—Preferred Development” for additional
information. Adverse development in the Life and Health Insurance segment in 2010 is due primarily to adverse
development on certain hurricanes. See MD&A, “Catastrophes” and “Life and Health Insurance,” for additional
information on the impact of catastrophes on the development reported for the Company’s Life and Health Insurance
segment. See MD&A, “Catastrophes,” “Preferred,” “Specialty,” “Direct,” and “Life and Health Insurance” for the impact of
development on the results reported by the Company’s business segments.

Development in Unitrin Business Insurance comprised all of the Company’s development reported in discontinued
operations. In 2008, the Company sold its Unitrin Business Insurance operations. The Company retained Property and
Casualty Insurance Reserves for unpaid insured losses that occurred prior to June 1, 2008, the effective date of the
sale.

See Note 6, “Property and Casualty Insurance Reserves,” to the Consolidated Financial Statements for a tabular
reconciliation for 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.

Ten Year Loss Development History

The following table illustrates the changes over time in the Company’s estimate of reserves for losses and LAE. The
first section shows the amount of reserves reported in the Company’s consolidated financial statements as originally
reported at the end of each calendar year. The second section, reading down, shows the cumulative amount of
payments made through the end of each successive year with respect to that reserve liability. The third section,
reading down, shows a re-estimation of the original reserve shown in the first section. In the third section, the original
reserve is re-estimated using information that has become known in subsequent years and as trends become more
apparent. The last section compares the latest re-estimate with the original estimate. Conditions and trends that
affected development in the past may not necessarily repeat in the future. Accordingly, it may not be appropriate to

12
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extrapolate reserve deficiencies or redundancies based on this table.
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Loss and Loss Adjustment Expense Reserve Development

December 31,
DOLLARS
IN 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
MILLIONS
Gross
Reserve for
Unpaid $700 $975 $1,426 $1,511 $1,531 $1,433 $1,323 $1,269 $1,211 $1,119 $1,029
Losses and
LAE
Deduct
Reinsurance 62 92 325 229 209 138 85 85 77 78 74
Recoverables
Net Reserve
for Unpaid
Losses and
LAE
Cumulative
Amount Paid,
Net of
Reinsurance
as of:
One Year
Later
Two Years
Later
Three Years
Later
Four Years
Later
Five Years
Later
Six Years
Later
Seven Years
Later
Eight Years
Later
Nine Years
Later
Ten Years
Later
Reestimate of
Net Reserve
for Unpaid
Losses and
LAE as of:
End of Year $638  $883 $1,101 $1,282 $1,322 $1,295 $1,238 $1,184 $1,134 $1,041 $955

$638  $883  $1,101 $1,282 $1,322 $1,295 $1,238 $1,184 $1,134 $1,041 $955

$341  $402  $407  $487  $508  $511  $518  $541 $553  $502
483 531 623 707 742 724 738 757 771

521 635 741 830 854 834 854 872

570 684 803 891 906 890 916

600 715 835 918 943 921

619 734 850 940 963

632 745 864 951

640 754 873

646 764

655

14



One Year
Later

Two Years
Later

Three Years
Later

Four Years
Later

Five Years
Later

Six Years
Later

Seven Years
Later

Eight Years
Later

Nine Years
Later

Ten Years
Later

720

722

724

725

719

709

693

694

701

694

886

879

872

857

840

819

820

824

821
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1,062
1,026
1,006
980
951
947
950

946

1,190
1,131
1,088
1,049
1,033
1,040

1,037

1,230
1,158
1,106
1,068
1,068

1,063

1,195
1,106
1,054
1,044

1,041

1,159
1,088
1,073

1,071

1,103
1,086

1,075

1,109

1,087

1,008
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Loss and Loss Adjustment Expense Reserve Development

December 31,
DOLLARS
IN 2001 2002 2003 2004 2005
MILLIONS

Initial Net
Reserve for
Unpaid
Losses and
LAE in
Excess Of
(Less Than)
Reestimated
Net Reserve
for Unpaid
Losses and
LAE:
Amount of
Reestimate
Reestimate as
a Percentage
of Initial Net

$(56) $62 $155 $245 $259

2006

$254

2007

$167

2008

$109

Reserve for (8.8 )% 7.0 % 141 % 191 % 19.6 % 196 % 135 % 9.2

Unpaid
Losses and
LAE

Latest
Reestimate
of:

Gross
Reserve for

Unpaid $794  $917 $1,272  $1,279 $1,303

Losses and

LAE

Recoverable

for 100 96 326 242 240
Reinsurance
Net Reserve
for Unpaid
Losses and
LAE
Cumulative $(94 ) $58 $154 $232 $228
(Increase)

Decrease to

Reestimation

of Gross

Reserve for

Unpaid

$694  $821 $946 $1,037 $1,063

$1,189

148

$1,041

$244

$1,149

78

$1,071

$174

$1,142

67

$1,075

$127

2009

$47

% 4.1

$1,162

75

$1,087

$49

2010

$33

% 3.2

$1,072

64

$1,008

$47

%

2011
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The Company acquired Valley Group Inc. and its subsidiaries (“VGI”) in 1999. Under the agreement governing the
acquisition of VGI, the Company was entitled to recover from the seller 90% of the unfavorable development of VGI’s
pre-acquisition loss and LAE reserves, subject to a maximum recovery of $50 million. Reserve development shown in
the preceding table for the years 2001 to 2004 is net of changes in the Company’s estimated recovery, which was
received in 2004. Reserves increased in 2002 and 2003 partly due to the Company’s acquisition of the personal lines
business of Lumbermens Mutual Casualty Company. At the end of 2002, the Company also acquired two insurance
companies from SCOR. Reinsurance recoverable in 2003 and forward includes a recoverable from a subsidiary of
SCOR under an indemnity reinsurance agreement whereby the subsidiary assumed the pre-acquisition liabilities of the
two insurance companies acquired by the Company. In 2005, three major hurricanes that significantly impacted the
Company (Katrina, Rita and Wilma) made landfall in the United States. Accordingly, reserves at December 31, 2005
increased as claims from these hurricanes were established for adjudication and declined in subsequent years as claims
were paid. The Company acquired Merastar Insurance Company in 2007. Accordingly, reserves for this business are
included in the table for 2007 and forward. In 2008, three major hurricanes that significantly impacted the Company
(Dolly, Gustav and Ike) made landfall in the United States. Accordingly, reserves at December 31, 2008 increased as
claims from these hurricanes were established for adjudication and declined in subsequent years as claims were paid.
The Company acquired Direct Response Corporation and its subsidiaries (“Direct Response”) in 2009. Accordingly,
reserves for this business are included in the table for 2009 and forward. Under the agreement governing the
acquisition of Direct Response, a portion of the purchase price was set aside in an escrow account. The Company was
entitled to recover 75% of the unfavorable development of Direct Response’s pre-acquisition loss and LAE reserves
from such escrow account. Reserve development shown in the preceding table for the years 2010 to 2011 is net of
changes in the Company’s estimated recovery, which was received in 2011.

Reserve estimates increase or decrease as more information becomes known about individual claims and as changes in
conditions and claims trends become more apparent. In 2011, the Company reduced Property and Casualty Insurance
Reserves by $33.1 million to recognize favorable development of losses and LAE from prior accident years. Personal
lines insurance losses and LAE reserves developed favorably by $29.3 million and commercial lines, including
discontinued operations, insurance losses and LAE reserves developed favorably by $3.8 million. Personal lines
insurance losses and LAE developed favorably in 2011 due primarily to the emergence of more favorable loss trends
for the 2010, 2009 and 2008 accident years and favorable development on certain catastrophes.

In 2010, the Company reduced Property and Casualty Insurance Reserves by $24.9 million to recognize favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE reserves
developed favorably by $21.6 million and commercial lines, including discontinued operations, insurance losses and
LAE reserves developed favorably by $3.3 million. Personal lines insurance losses and LAE developed favorably in
2010 due primarily to the emergence of more favorable loss trends for the 2009, 2007 and 2006 accident years,
partially offset by adverse development on certain hurricanes.

In 2009, the Company reduced Property and Casualty Insurance Reserves by $80.9 million to recognize favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE reserves
developed favorably by $72.3 million and commercial lines, including discontinued operations, insurance losses and
LAE reserves developed favorably by $8.6 million in 2009. Personal lines insurance losses and LAE reserves
developed favorably in 2009 due primarily to the emergence of more favorable loss trends than expected for the 2007,
2006 and 2005 accident years due to the improvements in the Company’s claims handling procedures and favorable
development on catastrophes.

In 2008, the Company reduced Property and Casualty Insurance Reserves by $79.3 million to recognize favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE reserves
developed favorably by $45.8 million and commercial lines insurance losses and LAE reserves developed favorably
by $33.5 million in 2008. Personal lines insurance losses and LAE reserves developed favorably in 2008 due primarily
to the emergence of more favorable loss trends than expected for the 2006 and 2005 accident years due to the
improvements in the Company’s claims handling procedures, partially offset by adverse development of $8.9 million
related to certain re-opened claims from Hurricane Rita, which occurred in the 2005 accident year. Commercial lines
insurance losses and LAE reserves developed favorably in 2008 primarily in the Company’s discontinued operations.
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During the fourth quarter of 2008, the Company’s actuaries conducted their regular reserve review of the Unitrin
Business Insurance run-off business for all traditional as well as more recent industry studies to re-estimate asbestos
environmental and construction defect liabilities. These updated analyses, along with the actuaries’ regular reserve
reviews during 2008, resulted in favorable reserve development of $29.7 million in 2008.

In 2007, the Company reduced Property and Casualty Insurance Reserves by $101.1 million to record favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE and commercial
lines insurance losses and LAE developed favorably by $44.4 million and $56.7 million, respectively, in 2007. The
reserve reductions were primarily due to the emergence of more favorable loss trends than expected for the 2006,
2005 and 2004 accident years, partially due to the

’
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improvements in the Company’s claims handling procedures.

In 2006, the Company reduced Property and Casualty Insurance Reserves by $91.6 million to record favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE and commercial
lines insurance losses and LAE developed favorably by $63.6 million and $28.0 million, respectively, in 2006. The
reserve reductions were primarily due to the emergence of more favorable loss trends than expected for the 2005 and
2004 accident years, partially due to the improvements in the Company’s claims handling procedures.

In 2005, the Company reduced Property and Casualty Insurance Reserves by $92.1 million to record favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE and commercial
lines insurance losses and LAE developed favorably by $73.1 million and $19.0 million, respectively, in 2005. The
reserve reductions were primarily due to the emergence of more favorable loss trends than expected for the 2004 and
2003 accident years, partially due to improvements in the Company’s claims handling procedures.

In 2004, the Company reduced Property and Casualty Insurance Reserves by $39.0 million to record favorable
development of losses and LAE from prior accident years. Personal lines insurance losses and LAE and commercial
lines insurance losses and LAE developed favorably by $29.7 million and $9.3 million, respectively, in 2004. The
reserve reductions were primarily due to favorable development of the 2003 accident year.

During 2001 and 2002, the Company increased Property and Casualty Insurance Reserves to record adverse
development due to developing loss trends primarily related to construction defect, mold, automobile liability and
product liability loss exposures in its commercial lines of business as well as personal automobile liability.

The Company does not discount property and casualty insurance reserves. There are no significant differences
between the Company’s property and casualty reserves carried on a statutory basis and those computed in accordance
with accounting principles generally accepted in the United States of America, except that such reserves for statutory
reporting purposes are reported net of reinsurance in the statutory financial statements.

Catastrophe Losses

Catastrophes and storms 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 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 the 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 are difficult
to accurately predict 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, 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 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 2011 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
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 certain regions, and reinsurance.
To limit its exposures to catastrophic events, the Company maintains various primary catastrophe reinsurance
programs for its property and casualty insurance businesses. Coverage for each primary catastrophe reinsurance
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program is provided in various layers. In addition to these programs, the Preferred segment purchases reinsurance for
catastrophe losses in North Carolina at retentions lower than the Company’s primary catastrophe reinsurance programs.
The Company also purchases reinsurance from the
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Florida Hurricane Catastrophe Fund (the “FHCF”) for hurricane losses in Florida at retentions lower than those
described below for the Company’s primary catastrophe reinsurance programs. See Note 20, “Catastrophe Reinsurance,”
to the Consolidated Financial Statements for information pertaining to the Company’s primary catastrophe reinsurance
programs for 2011, 2010 and 2009. The Company’s catastrophe reinsurance programs for 2012 are described below.
Coverage for each catastrophe reinsurance program effective January 1, 2012 is provided in various layers as
presented below:

Catastrophe Losses

and LAE P;:r(c::entage
DOLLARS IN MILLIONS In Excess of Up to ot Loverage
Preferred, Direct and Specialty Segments
Retained $— $50.0 — %
1st Layer of Coverage 50.0 100.0 65.0
2nd Layer of Coverage 100.0 200.0 95.0
3rd Layer of Coverage 200.0 350.0 90.0
4th Layer of Coverage 350.0 450.0 50.0
Life and Health Insurance Segment—Property Insurance Operations
Retained $— $8.0 — %
1st Layer of Coverage 8.0 15.0 70.0
2nd Layer of Coverage 15.0 40.0 70.0

The estimated aggregate annual premiums in 2012 for the programs presented in the preceding table are $23.0 million
for the Preferred, Direct and Specialty catastrophe reinsurance program and $1.9 million for the Life and Health
Insurance catastrophe reinsurance program.

In the event that the Company’s incurred catastrophe losses and LAE covered by any of its catastrophe reinsurance
programs exceed the retention for a particular layer, each of the aforementioned programs requires 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. The reinstatement premium is a percentage of the
original premium based on the ratio of the losses in excess of the Company’s retention to the reinsurers’ coverage limit.
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 and level of which in any period are very difficult to predict. While there were no reported
losses experienced by Kemper’s property and casualty insurance companies in relation to the terrorist attacks on
September 11, 2001, 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
Kemper’s property and casualty insurance companies. However, certain perils, such as biological, chemical, nuclear
pollution or contamination, are excluded from the Company’s reinsurance coverage for non-certified events.

In addition to the catastrophe reinsurance programs described above, Kemper’s property and casualty insurance
companies utilize other reinsurance arrangements to limit their maximum loss, provide greater diversification of risk
and minimize exposures on larger risks.

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, so long as 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 at the time of purchase.

For further discussion of the reinsurance programs, see Note 6, “Property and Casualty Insurance Reserves,” Note 20,
“Catastrophe Reinsurance,” and Note 21, “Other Reinsurance,” to the Consolidated Financial Statements.
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Pricing

Pricing levels for property and casualty insurance 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 reduces underwriting margins. See
MD&A under the captions “Preferred,” “Specialty” and “Direct.”

Competition

Based on the most recent annual data published by A.M. Best, as of the end of 2010, there were 1,036 property and
casualty insurance groups in the United States. Kemper’s property and casualty group is among the top 10% largest
property and casualty insurance groups in the United States as measured by net written premiums, policyholders’
surplus and admitted assets. Among all personal lines automobile insurance writers, Kemper's property and casualty
group is the 19th largest writer as measured by net written premiums.

In 2010, the property and casualty insurance industry’s estimated net premiums written were $430 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 wrote less than 1% of the industry’s estimated 2010 premium volume.

Property and casualty insurance is a highly competitive business, particularly with respect to personal automobile
insurance. Kemper’s property and casualty insurance companies compete on the basis of, among other measures,

(1) using suitable pricing segmentation, (ii) maintaining underwriting discipline, (iii) selling to selected markets,

(iv) utilizing technological innovations for the marketing and sale of insurance, (v) controlling expenses,

(vi) maintaining adequate ratings from A.M. Best and other ratings agencies and (vii) providing quality services to
agents and policyholders.

Life and Health Insurance Business

The Company’s Life and 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 exclusive independent agents. These career agents and independent agents are paid commissions
for their services.

In 2011, the following states provided approximately two-thirds of the premium revenues in this segment: Texas
(21%), Louisiana (11%), Alabama (7%), Mississippi (6%), Illinois (4%), Florida (4%), Georgia (4%), North Carolina
(4%) and Missouri (4%). Life insurance accounted for 18%, 17%, and 16% of the Company’s consolidated insurance
premiums earned from continuing operations in 2011, 2010 and 2009, respectively. Life insurance accounted for 16%,
15% and 15% of the Company’s consolidated revenues from continuing operations in 2011, 2010 and 2009,
respectively.

Kemper Home Service Companies

The Kemper Home Service Companies, based in St. Louis, Missouri, focus on providing individual life 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. Premiums average about $16 per policy per month. Permanent policies are offered primarily on a
non-participating, guaranteed-cost basis. Approximately 79% of the Life and Health Insurance segment’s premium
revenues are generated by the Kemper Home Service Companies.

The Kemper Home Service Companies employ nearly 2,600 career agents to distribute their 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. These career
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agents also distribute certain property insurance products for the Kemper Home Service Companies.
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Customers of the Kemper Home Service Companies generally are families with annual incomes of less than $25,000.
According to the U.S. Bureau of the Census, in 2010, there were approximately 29 million households in the United
States with less than $25,000 of annual income, representing approximately 24.9% of all U.S. households.

Reserve National

Reserve National, based in Oklahoma City, Oklahoma, is licensed in 35 states throughout the south, southwest and
midwest, and specializes in the sale of Medicare Supplement insurance and limited health insurance coverages such as
fixed indemnity, dental and vision, and accident-only plans, primarily to individuals in rural areas who often do not
have access to a broad array of accident and health insurance products and services tailored to meet their individual
and family needs. See MD&A, “Life and Health Insurance,” Note 5, “Goodwill,” to the Consolidated Financial
Statements, “Regulation” under this Item 1 beginning on page 14 and Item 1A., “Risk Factors,” under the caption “The
adaption of Reserve National’s business model in response to American health care reform may be unsuccessful,” for a
discussion of the impact of American health care reform on Reserve National.

Reserve National has approximately 275 independent agents appointed to market and distribute its products. These
agents typically represent only Reserve National.

Reinsurance

Consistent with insurance industry practice, the Company’s life and health insurance companies utilize reinsurance
arrangements to limit their maximum loss, provide greater diversification of risk and minimize exposures on larger
risks. Included among the segment’s reinsurance arrangements is excess of loss reinsurance coverage specifically
designed to protect against losses arising from catastrophic events under the property insurance policies distributed by
the Kemper Home Service Companies’ agents and written by Kemper’s subsidiaries, United Casualty, Union National
Fire and Mutual Savings Fire, and reinsured by Kemper’s subsidiary, Trinity Universal Insurance Company (“Trinity”),
or written by Capitol County Mutual Fire Insurance Company (“Capitol”), a mutual insurance company owned by its
policyholders, and its subsidiary, Old Reliable Casualty Company (“ORCC”), and reinsured by Trinity. The annual
catastrophe reinsurance program for the Kemper Home Service Companies, Capitol and ORCC is described above in
the discussion of “Reinsurance” under “Property and Casualty Insurance Business” of this Item 1 beginning on page 10.
Also see MD&A “Catastrophes” and Note 20, “Catastrophe Reinsurance,” to the Consolidated Financial Statements for
additional information pertaining to the segment’s catastrophe reinsurance program.

Lapse Ratio

The lapse ratio is a measure of a life insurer’s loss of existing business. 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
and Health Insurance segment’s lapse ratio for individual life insurance was 9%, 8% and 9% in 2011, 2010 and 2009,
respectively.

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 high volume of new policies.

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 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 of such higher expenses, incurred claims as a percentage of
earned premiums tend to be lower for companies utilizing this method of distribution 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,

26



Edgar Filing: KEMPER Corp - Form 10-K

necessitating frequent rate increases, most of which are subject to approval by state regulatory agencies.
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Competition

Based on the most recent data published by A.M. Best as of the end of 2010, there were 421 life and health insurance
company groups in the United States. The Company’s Life and Health Insurance segment ranked in the top 25% of life
and health insurance company groups, as measured by admitted assets (82nd), net premiums written (91st) and capital
and surplus (90th).

Kemper’s life and health insurance subsidiaries generally compete by using appropriate pricing, selling to selected
markets, 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 and mortgages where
the value of the underlying real estate exceeds the amount of the loan.

The Company employs a total return investment strategy, with an emphasis on yield, while maintaining liquidity to
meet both its short and long-term insurance obligations primarily through the combination of investment-grade fixed
maturity investments and, to a lesser extent, equity securities with the potential for long-term price appreciation. See
the discussions of the Company’s investments under the headings “Investment Results,” “Investment Quality and
Concentrations,” “Investments in Limited Liability Investment 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

Insurance Regulation

Kemper is subject to the insurance holding company laws of a number of states. Certain dividends and distributions by
an insurance subsidiary are subject to approval by the insurance regulators of the state of incorporation of such
subsidiary. Other significant transactions between an insurance subsidiary and its holding company or other
subsidiaries of the holding company may require approval by insurance regulators in the state of incorporation of each
of the insurance subsidiaries participating in such transactions.

Kemper’s insurance subsidiaries are subject to extensive regulation in the states in which they do business. Such
regulation pertains to a variety of matters, including, but not limited to, policy forms, premium rate plans, licensing of
agents, licenses to transact business, trade practices, claims practices, investments and solvency. The majority of
Kemper’s insurance operations are in states requiring prior approval by regulators before proposed rates for property,
casualty, or health insurance policies may be implemented. However, rates proposed for life insurance generally
become effective immediately upon filing with a state, even though the same state may require prior rate approval for
other types of insurance. Insurance regulatory authorities perform periodic examinations of an insurer’s market conduct
and other affairs. Kemper’s health insurance subsidiaries are also subject to certain regulation by the federal
government. For example, the Health Care Acts, and the regulations promulgated thereunder, have already established
or will establish minimum loss ratios, rating restrictions, mandates for essential health benefit coverages, and
restrictions or prohibitions on pre-existing condition exclusions and annual and lifetime policy limits for health
insurance policies.

Insurance companies are required to report their financial condition and results of operation in accordance with
statutory accounting principles prescribed or permitted by state insurance regulators in conjunction with the National
Association of Insurance Commissioners (the “NAIC”). State insurance regulators also prescribe the form and content of
statutory financial statements, perform periodic financial examinations of insurers, set minimum reserve and loss ratio
requirements, establish standards for the types and amounts of investments and require minimum capital and surplus
levels. Such statutory capital and surplus requirements include risk-based capital (“RBC”) rules promulgated by the
NAIC. These RBC standards are intended to assess the level of risk inherent in an insurance company’s business and
consider items such as asset risk, credit risk, underwriting risk and other business risks relevant to its operations. In
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accordance with RBC formulas, a company’s RBC requirements are calculated and compared to its total adjusted
capital to determine whether regulatory intervention is warranted. At December 31, 2011, the total adjusted capital of
each of Kemper’s insurance subsidiaries exceeded the minimum levels required under RBC rules.
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Kemper’s insurance subsidiaries are required under the guaranty fund laws of most states in which they transact
business to pay assessments up to prescribed limits to fund policyholder losses or liabilities of insolvent insurance
companies. Kemper’s insurance subsidiaries also are 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 in proportion to their voluntary writings of related lines of business in such states.
In addition to the regulatory requirements described above, a number of legislative and regulatory measures pending
or recently approved may significantly affect the insurance business in a variety of ways. In particular, the NAIC
adopted extensive modifications to its Model Insurance Holding Company System Regulatory Act and related
regulation in December 2010. At least three states have already adopted legislation that incorporates the principal
aspects of the NAIC’s proposed revisions, and it is reasonable to assume that the various other state legislatures and
regulators will enact conforming revisions into law to maintain their accredited status with the NAIC. These
modifications will, among other things, substantially expand the oversight and examination powers of state insurance
regulators not only with respect to licensed insurance companies, but also with respect to their presently unregulated
non-insurance affiliates, and impose new reporting requirements on the ultimate controlling persons of such insurance
companies in respect of, among other things, enterprise risk to the organization as a whole, affiliated transactions, and
any divestiture of controlling interests in an insurer. Other significant measures enacted in recent years include, among
other things, tort reform, the Health Care Acts, the Dodd-Frank Act, consumer privacy requirements, credit score
regulation, producer compensation regulations, corporate governance requirements and financial services deregulation
initiatives.

State insurance laws intended primarily for the protection of policyholders contain certain requirements that must be
met prior to any change of control of an insurance company or insurance holding company that is domiciled or, in
some cases, an insurance company having such substantial business that it is deemed commercially domiciled, in that
state. 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 in either Alabama, California, Illinois, Louisiana, Missouri, New York,
Oklahoma, Oregon, Texas or 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 the insurance
regulatory authorities in each state in which Kemper’s insurance subsidiaries are domiciled or deemed to be
commercially domiciled, including those in Alabama, while acquisitions subject to the 5% threshold generally would
require the prior approval of only Alabama regulatory authorities. In addition, many states require pre-acquisition
notification to the state insurance regulators of a change of control of an insurance company licensed in that state if
specific market concentration thresholds would be triggered by the acquisition. While those pre-acquisition
notification statutes generally do not authorize the state insurance regulators to disapprove the change of control, they
do 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 insurance regulatory requirements may deter,
delay or prevent transactions effecting control of the Company or the ownership of Kemper’s voting securities,
including transactions that could be advantageous to Kemper’s shareholders.

Dodd-Frank Act

In July 2010, the Dodd-Frank Act (the “DFA”) was enacted into law. The DFA effects a profound increase in the
regulation of the financial services industry. Among other things, the DFA forms within the Treasury Department a
Federal Insurance Office that is charged with monitoring all aspects of the insurance industry, gathering data, and
conducting a study on methods to modernize and improve the insurance regulatory system in the United States. A
report on this study is required to be delivered to Congress within 18 months after enactment of the DFA and could be
influential in reshaping the current state-based insurance regulatory system and/or introducing a direct federal role in
such regulation.
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Item 1A. Risk Factors.

Most issuers, including Kemper, are 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 more specific to the Company. In addition to those described below, the Company’s business, financial
condition and results of operation could be materially affected by other factors not presently known by, or considered
material to, the Company. Readers are advised to consider these factors along with the other information included in
this 2011 Annual Report, and to consult any further disclosures Kemper makes on related subjects in its filings with
the SEC.

Catastrophe losses, whether resulting from natural disasters, terrorism or other man-made events, and reinsurance
risks could adversely affect the Company’s results of operations, liquidity 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, hail storms, 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 area affected by the event and the severity of the event.
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 can not be predicted and are difficult to estimate.

Kemper’s insurance subsidiaries seek to reduce their exposure to catastrophe losses through underwriting strategies
and the purchase of catastrophe reinsurance. Reinsurance does not relieve Kemper’s insurance subsidiaries of their
direct liability to their policyholders. As long as the reinsurers meet their obligations, the net liability for Kemper’s
insurance subsidiaries is limited to the amount of risk that they retain. While the Company’s 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 with Kemper’s insurance subsidiaries could
have a material adverse effect on 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 insurance subsidiaries may purchase. A decrease in the amount of reinsurance protection that
Kemper’s insurance subsidiaries purchase generally should decrease their cost of reinsurance, but increase their risk of
loss. An increase in the amount of reinsurance protection that Kemper’s insurance subsidiaries purchase generally
should increase their cost of reinsurance, but decrease their risk of loss. However, if the amount of available
reinsurance is reduced, Kemper’s insurance subsidiaries could pay more for the same level, or a lower level, of
reinsurance coverage. Accordingly, the Company may be forced to incur additional expenses for reinsurance or may
not be able to obtain sufficient reinsurance on acceptable terms, which could adversely affect the ability of Kemper’s
insurance subsidiaries to write future insurance policies or result in their retaining more risk with respect to such
insurance policies.

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 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. See MD&A, “Critical Accounting Estimates,” under the caption “Property and
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Casualty Insurance Reserves for Losses and Loss Adjustment Expenses” beginning on page 57 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.
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As the process of estimating property and casualty insurance reserves is inherently uncertain, the reserves established
by the Company are not precise estimates of liability and could prove to be inadequate to cover its ultimate losses and
expenses for insured events that have occurred. The process of estimating loss reserves is complex and imprecise. 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 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.

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.

The Direct segment may not reach profitability or an adequate rate of return.

The Direct segment reported significant operating losses in 2011 and 2009 and operated slightly below break-even in
2010. The Company has taken a number of actions intended to improve Direct’s operating results including, but not
limited to, implementing premium rate increases in most states, non-renewing policies in certain states, subject to
regulatory restrictions, improving insurance risk selection and retention, reducing marketing spending, modifying its
direct marketing program to target a better response rate and introducing new products and a new brand. However,
there is no assurance that Direct will be profitable or reach an adequate rate of return in future years.

The adaption of Reserve National’s business model in response to American health care reform may be unsuccessful.
Reserve National’s business model, which focuses on providing limited health insurance coverages to persons who
lack access to traditional private options, is likely to be adversely affected by the Health Care Acts. In response,
Reserve National has begun adapting its business model by placing emphasis on designing and selling supplemental
health insurance products that are not subject to the Health Care Acts and ceasing to issue health insurance products
that are subject to the Health Care Acts. In particular, Reserve National has ceased issuing health insurance products
that are subject to certain provisions that establish minimum loss ratios for health insurance policies significantly
above the levels historically experienced by Reserve National. While this action is likely to mitigate Reserve
National’s risk, the minimum loss provisions could adversely impact its ability to achieve an adequate return on its
renewal book of such health insurance products. If Reserve National’s sales of supplemental health insurance products
that are not subject to the Health Care Acts are insufficient to offset the loss of business subject to the Health Care
Acts, a significant loss of business for Reserve National may result. A significant loss of business could have a
material adverse effect on the financial condition, the results of operations and the valuation of Reserve National.
Kemper is dependent on receiving dividends from its subsidiaries to service its debt and to pay dividends to its
shareholders.

As a holding company with no business operations of its own, Kemper depends on the dividend income that it
receives from its subsidiaries as the primary source of funds to pay interest and principal on its outstanding debt
obligations and to pay dividends to its shareholders. Kemper’s insurance subsidiaries are subject to significant
regulatory restrictions under state insurance laws and regulations which 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. The inability of one or more of Kemper’s insurance subsidiaries to pay sufficient dividends to
Kemper may materially affect Kemper’s ability to timely pay its debt obligations or to pay dividends to its
shareholders.

A significant downgrade in the ratings of Kemper or its insurance subsidiaries could adversely affect the Company.
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Third-party ratings agencies, such as A.M. Best, assess the financial strength and rate the claims-paying ability of
insurance companies based on criteria established by the ratings 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. A significant downgrade by a recognized ratings agency in the ratings of Kemper’s insurance
subsidiaries, particularly those that market their products through independent agents, affinity relationships or the
internet or other direct marketing channels, could result in a
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substantial loss of business if agents or policyholders of such subsidiaries move to other companies with higher
claims-paying and financial strength ratings. Any substantial loss of business could have a material adverse effect on
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 access the capital markets for general corporate purposes or refinance existing debt.

Kemper’s insurance subsidiaries are subject to significant regulation by state insurance departments.

Kemper’s insurance subsidiaries are subject to extensive regulation in the states in which they do business. Current
regulations encompass a wide variety of matters, including policy forms, premium rates, licensing, trade practices,
claims practices, investment standards, statutory capital and surplus requirements, reserve and loss ratio requirements,
restrictions on transactions among affiliates and consumer privacy.

Insurance regulatory agencies conduct periodic examinations of Kemper’s insurance subsidiaries and require the filing
of annual and other reports relating to financial condition, holding company issues and other matters. If an insurance
company fails to obtain required licenses or approvals, or if any of Kemper’s insurance subsidiaries fail to comply with
other regulatory requirements, the regulatory agencies can suspend or delay their operations or licenses, require
corrective action, and impose penalties or other remedies available under the applicable laws and regulations.

These laws and regulations, and their interpretation by the various regulatory agencies and courts, are undergoing
continual revision and expansion. The regulatory structures in the financial services industry have come under intense
scrutiny as a result of the turmoil experienced by the financial markets. While it is not possible to predict how new
legislation or regulations or new interpretations of existing laws and regulations may impact the operations of
Kemper’s subsidiaries, two recent developments have the potential to significantly impact such operations.

In July 2010, the DFA was enacted into law. For more information about the potential impact of the DFA on the
Company’s operations, see “Dodd-Frank Act” under “Regulation” in Item 1, beginning on page 15.

In addition, the NAIC adopted extensive modifications to its Model Insurance Holding Company System Regulatory
Act and related regulation in December 2010. At least three states have already adopted legislation that incorporates
the principal aspects of the NAIC’s proposed revisions, and it is reasonable to assume that the various other state
legislatures and regulators will enact conforming revisions into law to maintain their accredited status with the NAIC.
These modifications will, among other things, substantially expand the oversight and examination powers of state
insurance regulators, not only with respect to licensed insurance companies, but also with respect to their presently
unregulated non-insurance affiliates, and will impose new reporting requirements on the ultimate controlling persons
of such insurance companies with respect to, among other things, enterprise risk to the organization as a whole,
affiliated transactions, and any divestiture of controlling interests in an insurer.

These new developments (including regulations that have been or that are required to be promulgated under the DFA),
as well as significant changes in, or new interpretations of, existing laws and regulations could make it more
expensive for Kemper’s subsidiaries to conduct their businesses and could materially affect the profitability of their
operations and the Company’s financial results. See the discussion in the risk factor above entitled “The adaption of
Reserve National’s business model in response to American health care reform may be unsuccessful” regarding the
potential effect of the Health Care Acts on Reserve National’s business model. For a more detailed discussion of the
regulations applicable to Kemper’s subsidiaries, see “Insurance Regulation” under “Regulation” in Item 1, beginning on
page 14.

The Company is subject to interest rate risk and credit risk in its fixed maturity investment portfolio.

One of the Company’s primary market risk exposures is to changes in interest rates. A decline in market interest rates
could have an adverse effect on 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 market interest rates could also have an
adverse effect on the value of the Company’s investment portfolio, for example, by decreasing the fair values of the
fixed income securities that comprise a substantial majority of its investment portfolio.
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The Company’s fixed maturity investment portfolio is subject to credit risk from the issuers of the securities in the
portfolio. Deterioration in the financial conditions of the issuers could result in a decline in the fair value of the
Company’s fixed maturity investment portfolio. Deterioration in the financial conditions of the issuers could also result
in issuer defaults and impact the Company’s ability to recover the reported value of its fixed maturity investment
portfolio. Accordingly, deterioration in the credit quality of the Company’s investment portfolio could adversely affect
the Company’s operating results and financial position.

The Company’s investments in limited liability investment companies and limited partnerships are concentrated in
companies and partnerships that invest in distressed and mezzanine debt and secondary transactions.

At December 31, 2011, Kemper’s insurance subsidiaries had $306.3 million invested in 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 and secondary transactions. In
addition, Kemper’s insurance subsidiaries had unfunded commitments to invest an additional $132.2 million at
December 31, 2011, including $78.8 million of unfunded commitments related to investments reported as Other
Equity Interests and included in Equity Securities in the Consolidated Balance Sheet, in limited liability investment
companies and limited partnerships. Such unfunded commitments generally may be used to fund additional
investments made, or losses incurred, by such limited liability investment companies and limited partnerships. The
underlying investments of such limited liability investment companies and limited partnerships generally provide
opportunities for higher returns, but at a higher risk than investment-grade investments. General economic swings
influence the performance of the underlying investments in distressed and mezzanine debt and secondary transactions.
Kemper’s insurance subsidiaries have also made direct investments in the same or similar distressed and mezzanine
debt securities of certain issuers in which such limited liability investment companies and limited partnerships have
made investments, which could exacerbate any losses attributable to poor performance of any such investments. A
severe and continued downturn in the economy may result in deterioration in the business prospects of the issuers of
the underlying investments that could adversely affect the Company’s operating results and financial position.

The insurance industry is highly competitive.

The Company’s insurance businesses face significant competition, and its ability to compete is affected by a variety of
issues relative to others in the industry, such as product pricing, service quality, 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;

Selection of agents, web portals and other business partners;

Compensation paid to agents;

Underwriting discipline;

Selectiveness of sales markets;

Effectiveness of marketing materials;

Product and technological innovation;

Ability to detect and prevent fraudulent insurance claims;

Ability to control operating expenses;

Adequacy of ratings from A.M. Best; and

Quality of services provided to agents and policyholders.

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 adversely affect the future results and financial condition of the
Company.

The Company is in the process of re-branding its operations under the Kemper name. While the Company believes
that the Kemper name has more name recognition than the names used in some of its operations, there can be no
assurance that such re-branding efforts will be successful. See “Change in Name of Company and Re-branding” in Item
1 of Part I beginning on page 3.

See “Competition” in Item 1 of Part I beginning on page 12 and page 14, 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.

38



19

Edgar Filing: KEMPER Corp - Form 10-K

39



Edgar Filing: KEMPER Corp - Form 10-K

The effects of an evolving legal and regulatory landscape on Kemper’s insurance subsidiaries are uncertain.

The legal and regulatory landscape within which the Company and its subsidiaries conduct their businesses is often
unpredictable. As industry practices and regulatory, judicial, political, social and other conditions change, unexpected
and unintended issues may emerge. These emerging practices, conditions and issues could adversely affect Kemper’s
insurance subsidiaries in a variety of ways, including by expansion of coverages beyond their underwriting intent, by
increasing the number or size of claims or accelerating the payment of claims. Industry practices that were considered
legally-compliant and reasonable for years may suddenly be deemed unacceptable by virtue of an unexpected court or
regulatory ruling or changes in regulatory enforcement policies and practices. Anticipating such shifts in the law and
the impact they may have on the Company and its operations is a difficult task and there can be no assurances that the
Company will not encounter such shifts in the future. The effects of such changes are hard to predict, but could
materially affect the financial results of the Company.

Legal and regulatory proceedings are unpredictable.

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 the Company or one or more of its subsidiaries, while others may pertain to business practices in the
industry in which the Company 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 raise difficult factual and legal issues and are subject to uncertainties and complexities, and 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 deemed to be remote using traditional legal analysis, juries sometimes can and do
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 which could have a material adverse effect on the Company’s consolidated financial
results for any given period.

For information about the Company’s pending litigation, see Item 3, “Legal Proceedings,” beginning on page 21.
Managing technology initiatives to address business developments and increasing data security regulations and risks
present significant challenges to the Company.

While technological developments can streamline many business processes and ultimately reduce the cost of
operations, technology initiatives can present short-term cost and implementation risks. In addition, projections of
expenses, implementation schedules and utility of results may be inaccurate and can escalate over time. The financial
services industry is highly regulated, and the Company faces rising costs and competing time constraints in meeting
compliance requirements of new and proposed regulations. Companies operating in the financial services industry
obtain and store vast amounts of personal data. The expanding volume and sophistication of computer viruses, hackers
and other external hazards may increase the vulnerability of the Company’s data systems, including, but not limited to,
the personal data used in and stored on such systems, to security breaches. These increased risks and expanding
regulatory requirements, including requirements related to personal data security, expose the Company to potential
data loss and damages and significant increases in compliance and litigation costs.

In addition, non-compliance with the Payment Card Industry Data Security Standard, an information security standard
for organizations that handle cardholder information for the major debit, credit, prepaid, e-purse, ATM and
point-of-sale cards, could result in fines from such organizations or the inability to transact business with customers
using these cards.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties.

Owned Properties

The Company owns the 41-story office building at One East Wacker Drive, Chicago, Illinois, that houses the
executive offices of Kemper and the home office of its Direct operations, which together occupy approximately
52,000 square feet of the 527,000 rentable square feet in the building. In addition, Kemper’s subsidiaries together own
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and occupy 13 buildings located in 7 states consisting of approximately 42,000 square feet in the aggregate. Kemper’s
subsidiaries hold additional properties solely for investment purposes that are not utilized by Kemper or its
subsidiaries.
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Leased Facilities

Preferred leases facilities with an aggregate square footage of approximately 195,000 at 9 locations in 9 states. The
latest expiration date of the existing leases is in September of 2018.

Specialty leases facilities with an aggregate square footage of approximately 107,000 at 3 locations in 3 states. The
latest expiration date of the existing leases is in September of 2018.

Direct leases facilities with an aggregate square footage of approximately 199,000 at 6 locations in 5 states. The latest
expiration date of the existing leases is in October of 2016.

Preferred, Specialty and Direct share leased facilities with an aggregate square footage of approximately 138,000 at 15
locations in 8 states. The latest expiration date of the existing leases is in September of 2018.

Kemper’s Life and Health Insurance segment leases facilities with aggregate square footage of approximately 508,000
at 125 locations in 26 states. The latest expiration date of the existing leases is in October of 2019.

Kemper’s corporate data processing operation leases facilities with aggregate square footage of approximately 36,000
square feet at 2 locations in 2 states. The latest expiration date of the existing leases is in September of 2018.

Fireside Bank leases facilities with an aggregate square footage of approximately 63,000 at 2 locations in 2 states. The
latest expiration date of the existing leases is in August of 2014.

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

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

Item 4. (Removed and Reserved)

21

42



Edgar Filing: KEMPER Corp - Form 10-K

PART II

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 New York Stock Exchange (the “NYSE”) under the symbol of “KMPR.”
Quarterly information pertaining to market prices of Kemper common stock in 2011 and 2010 is presented below.

Item 5

Three Months Ended Year Ended
DOLLARS PER SHARE Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
2011 2011 2011 2011 2011
Common Stock Market Prices:
High $31.11 $31.69 $30.11 $29.71 $31.69
Low 30.68 27.80 22.25 22.07 22.07
Close 30.88 29.67 23.96 29.21 29.21
Three Months Ended Year Ended
DOLLARS PER SHARE Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
2010 2010 2010 2010 2010
Common Stock Market Prices:
High $28.71 $31.12 $28.23 $26.03 $31.12
Low 21.63 24.39 22.70 22.81 21.63
Close 28.05 25.60 24.39 24.54 24.54

Holders

As of January 19, 2012, the number of record holders of Kemper’s common stock was approximately 4,950.
Dividends

Quareterly information pertaining to payment of dividends on Kemper's common stock is presented below.

Three Months Ended Year Ended
DOLLARS PER SHARE Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
2011 2011 2011 2011 2011
Cash Dividends Paid to Shareholders (per $0.24 $0.24 $0.24 $0.24 $0.96
share)
Three Months Ended Year Ended
Mar 31, Jun 30, Sep 30, Dec 31, Dec 31,
DOLLARS PER SHARE 2010 2010 2010 2010 2010
Cash Dividends Paid to Shareholders (per $0.22 $0.22 $0.22 $0.22 $0.88

share)
Kemper’s insurance subsidiaries are subject to various state insurance laws that restrict the ability of these insurance
subsidiaries to pay dividends without prior regulatory approval. In addition, Kemper’s automobile finance subsidiary,
Fireside Bank, is subject to certain risk-based capital regulations having the effect of limiting the amount of dividends
that may be paid by Fireside Bank. See MD&A, “Liquidity and Capital Resources” and Note 9, “Shareholders' Equity,” to
the Consolidated Financial Statements for information on Kemper’s ability and intent to pay dividends.
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Issuer Purchases of Equity Securities
Information pertaining to purchases of Kemper common stock for the three months ended December 31, 2011
follows.

Total Maximum
Number of Dollar Value of
Shares Shares
Average Purchased as that May Yet Be
Part
Total Price of Publicly Purchased Under
Number of Paid per Announced the Plans or
Shares Plans Programs
. (Dollars in
Period Purchased (1)  Share or Programs (1) Millions)
October 1 - October 31, 2011 — N/A — $278.3
November 1 - November 30, 2011 — N/A — $278.3
December 1 - December 31, 2011 203,545 $27.67 203,545 $272.7

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

The preceding table does not include shares withheld or surrendered, either actually or constructively, to satisfy the
exercise price and/or tax withholding obligations relating to the exercise of stock options or stock appreciation rights
under Kemper’s long-term equity-based compensation plans or shares withheld to satisfy tax withholding obligations
on the vesting of restricted stock awards under Kemper’s long-term equity-based compensation plans. There were 921
shares withheld or surrendered, either actually or constructively, to satisfy the exercise price and/or tax withholding
obligations relating to the exercise of stock options or stock appreciation rights under Kemper’s long-term equity-based
compensation plans during the quarter ended December 31, 2011. No restricted stock awards vested under Kemper’s
long-term equity-based compensation plans during the quarter ended December 31, 2011.

Kemper Common Stock Performance Graph

The following graph assumes $100 invested on December 31, 2006 in (i) Kemper common stock, (ii) the S&P
MidCap 400 Index and (iii) the S&P Composite 1500 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.

Company / Index 2006 2007 2008 2009 2010 2011
Kemper Corporation $100.00  $99.57 $35.44 $52.88 $60.99 $75.12
S&P MidCap 400 Index 100.00 107.98 68.86 94.60 119.80 117.72
S&P Composite 1500 Insurance Index 100.00 93.25 43.60 48.31 56.05 52.18
23
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Item 6. Selected Financial Data.

Selected financial information as of and for the years ended December 31, 2011, 2010, 2009, 2008 and 2007 is

presented below.

DOLLARS IN MILLIONS, EXCEPT PER SHARE

AMOUNTS

FOR THE YEAR

Earned Premiums

Net Investment Income

Other Income

Net Realized Gains on Sales of Investments

Net Impairment Losses Recognized in Earnings

Total Revenues

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

Per Unrestricted Share:

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

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

Dividends Paid to Shareholders (per share)
AT YEAR END

Total Assets

Insurance Reserves

Unearned Premiums

Certificates of Deposits

Notes Payable

All Other Liabilities

Total Liabilities

Shareholders’ Equity

Total Liabilities and Shareholders’ Equity
Book Value Per Share

24

2011

$2,173.6
298.0

1.0

33.7

(11.3 )
$2,495.0
$70.9

12.8

$83.7

$1.17
0.21
$1.38

$1.17
0.21

$1.38
$0.96

$8,085.9
$4,131.8
666.2
610.6
461.2
5,869.8
2,216.1
$8,085.9
$36.78

2010

$2,289.4
325.7

1.3

42.6

(16.5 )
$2,642.5
$169.1
15.5
$184.6

$2.73
0.25
$2.98

$2.73
0.25

$2.98
$0.88

$8,358.5
$4,182.4
678.6
3214
609.8
452.9
6,245.1
2,1134
$8,358.5
$34.61

2009

$2,455.5
319.9

2.5

24.6

(50.4 )
$2,752.1
$167.5

(2.8 )
$164.7

$2.69
(0.05 )
$2.64

$2.69
(0.05 )
$2.64
$1.07

$8,573.5
$4,239.3
724.9
682.4
561.4
4479
6,655.9
1,917.6
$8,573.5
$30.75

2008

$2,376.6
208.5

4.1

59.2

1529 )
$2,495.5
$(15.7 )
139 )
$29.6 )

$0.25 )
(0.22 )
$047 )

$0.25 )
(0.22 )
$047 )
$1.88

$8,818.8
$4,241.3
733.5
1,110.8
560.8
523.8
7,170.2
1,648.6
$8,818.8
$26.46

2007

$2,286.9
284.9
35

95.5
(33.0
$2,637.8
$216.9
(11.5
$205.4

$3.30
0.17
$3.13

$3.28
0.17

$3.11
$1.82

$9,394.4
$3,855.9
722.2
1,274.3
560.1
690.9
7,103.4
2,291.0
$9,394.4
$35.65

)

)
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Index to

Management’s Discussion and Analysis of

Financial Condition and Results of Operations

Summary of Results

Catastrophes

Non-GAAP Financial Measures

Preferred

Specialty

Direct

Life and Health Insurance

Investment Results

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

Income Taxes

Liquidity and Capital Resources

Off-Balance Sheet Arrangements
Contractual Obligations

Critical Accounting Estimates

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

SUMMARY OF RESULTS

Net Income was $83.7 million ($1.38 per unrestricted common share) for the year ended December 31, 2011,
compared to $184.6 million ($2.98 per unrestricted common share) for the year ended December 31, 2010. Income
from Continuing Operations was $70.9 million ($1.17 per unrestricted common share) in 2011, compared to $169.1
million ($2.73 per unrestricted common share) in 2010.

Catastrophe losses and LAE from continuing operations (excluding loss and LAE reserve development from prior
accident years) were $163.8 million before tax for the year ended December 31, 2011, compared to $79.3 million for
2010, an increase of $84.5 million. Preferred contributed $74.1 million to the increase in catastrophe losses and LAE
before tax, with the Direct and Life Health Insurance segments contributing $4.9 million and $4.6 million,
respectively, to the increase. The Company reported Income from Discontinued Operations of $12.8 million and $15.5
million for the years ended December 31, 2011 and 2010, respectively.

A reconciliation of Total Segment Net Operating Income to Net Income for the years ended December 31, 2011, 2010
and 2009 is presented below:

2011 2010
DOLLARS IN MILLIONS 2011 2010 Increase 2009 Increase
(Decrease) (Decrease)
Segment Net Operating Income (Loss):
Preferred $(16.6 ) $50.6 $672 ) $63.7 $(13.1 )
Specialty 18.3 20.2 (1.9 ) 23.5 (3.3 )
Direct 27.1 ) (1.1 ) (26.0 ) (8.3 ) 4.2
Life and Health Insurance 108.5 94.9 13.6 112.1 (17.2 )
Total Segment Net Operating Income 83.1 164.6 (81.5 ) 194.0 (29.4 )
Unallocated Net Operating Loss (26.8 ) (12.7 ) (14.1 ) (9.7 ) (3.0 )
Consolidated Net Operating Income 56.3 151.9 (95.6 ) 184.3 (324 )
Net Income (Loss) From:
Net Realized Gains on Sales of Investments 21.9 27.9 6.0 ) 16.0 11.9
Net Impairment Losses Recognized in Earnings (7.3 ) (10.7 ) 3.4 (32.8 ) 22.1
Income from Continuing Operations 70.9 169.1 (98.2 ) 167.5 1.6
Income (Loss) from Discontinued Operations 12.8 15.5 2.7 ) (2.8 ) 18.3
Net Income $83.7 $184.6 $(1009 ) $164.7 $19.9

Earned Premiums were $2,173.6 million in 2011, compared to $2,289.4 million in 2010, a decrease of $115.8 million.
Earned Premiums decreased by $59.7 million, $29.7 million and $28.2 million in the Direct, Specialty and Preferred
segments, respectively.

Net Investment Income decreased by $27.7 million in 2011 due primarily to $39.2 million of lower net investment
income from Equity Method Limited Liability Investments, partially offset by $9.2 million of higher dividends from
Investments in Equity Securities and $2.8 million of higher interest from Investments in Fixed Maturities.

Net Realized Gains on Sales of Investments, reported in the Consolidated Statement of Income, were $33.7 million in
2011, compared to $42.6 million in 2010. Net Impairment Losses Recognized in Earnings for the years ended
December 31, 2011 and 2010 were $11.3 million and $16.5 million, respectively. The Company cannot predict when
or if similar investment gains or losses may occur in the future. Other Comprehensive Investment Gains, which are
not reported in the Consolidated Statement of Income, but rather are reported in the Consolidated Statement of
Comprehensive Income, were $201.6 million in 2011, compared to $179.4 million in 2010. The net comprehensive
investment gain for the year ended December 31, 2011 was largely due to lower overall interest rates, partially offset
by a decrease in the fair value of equity securities. The net comprehensive investment gain for the year ended
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December 31, 2010 was largely due to lower overall interest rates and an appreciation in the fair value of equity
securities.

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 various primary catastrophe reinsurance
programs for its property
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CATASTROPHES (Continued)

and casualty insurance businesses. Coverage for each primary catastrophe reinsurance program is provided in various
layers (see Note 20, “Catastrophe Reinsurance,” to the Consolidated Financial Statements for further discussion of these
programs). In addition to these programs, the Preferred segment purchases reinsurance for catastrophe losses in North
Carolina at retentions lower than the Company’s primary catastrophe reinsurance programs (“the Preferred NC
Program”). The Company purchases reinsurance from the FHCF for hurricane losses in Florida at retentions lower than
the Company’s primary catastrophe reinsurance programs.

Catastrophe reinsurance premiums for the Company’s primary reinsurance programs, the Preferred NC Program and
the FHCF reduced earned premiums for the years ended December 31, 2011, 2010 and 2009 by the following:

DOLLARS IN MILLIONS 2011 2010 2009
Preferred $20.0 $21.9 $22.4
Specialty 0.1 0.3 0.3
Direct 0.8 0.8 1.5
Life and Health Insurance 2.3 3.6 43
Total Ceded Catastrophe Reinsurance Premiums $23.2 $26.6 $28.5

Ceded Catastrophe Reinsurance Premiums for the Life and Health Insurance segment for the year ended

December 31, 2011 in the preceding table includes a reduction of $0.2 million in the Company’s estimate for
reinsurance reinstatement premiums for certain hurricanes that occurred in prior years. Ceded Catastrophe
Reinsurance Premiums for the Life and Health Insurance segment in the preceding table includes reinsurance
reinstatement premiums of $0.6 million and $0.7 million for the years ended December 31, 2010 and 2009 to reinstate
coverage following certain hurricanes.

Catastrophe losses and LAE (excluding loss and LAE reserve development from prior accident years) from continuing
operations were $163.8 million, $79.3 million and $61.6 million for the years ended December 31, 2011, 2010 and
2009, respectively. Catastrophe losses and LAE (excluding loss and LAE reserve development) by business segment
for the years ended December 31, 2011, 2010 and 2009 are presented below:

DOLLARS IN MILLIONS 2011 2010 2009
Preferred $144.2 $70.1 $47.6
Specialty 3.8 2.9 4.1
Direct 6.7 1.8 3.2
Life and Health Insurance 9.1 4.5 6.7
Total Catastrophe Losses and LAE $163.8 $79.3 $61.6

Total Catastrophe loss and LAE reserves, net of reinsurance recoverables, developed favorably by $6.4 million, $1.2
million and $18.1 million for the years ended December 31, 2011, 2010 and 2009, respectively. The Preferred
segment reported favorable catastrophe reserve development of $5.5 million, $4.9 million and $18.3 million for the
years ended December 31, 2011, 2010 and 2009, respectively. The Life and Health Insurance segment reported
favorable catastrophe reserve development of $1.5 million and $0.1 million for the years ended December 31, 2011
and 2009, respectively, and adverse catastrophe reserve development of $3.4 million for the year ended December 31,
2010.

In the second quarter of 2011, the United States experienced a high volume of spring storms, including a record level
of tornadoes in April. These storms contributed significantly to the increase in the Company’s catastrophe losses and
LAE in 2011, compared to 2010. In the third quarter of 2011, the Company also incurred claims related to Hurricane
Irene. Catastrophe losses and LAE for the year ended December 31, 2011 includes $22.1 million related to Hurricane
Irene, of which $21.2 million is included in the Preferred segment. No major hurricanes that significantly impacted the
Company made landfall in the United States during 2010.

For the year ended December 31, 2010, compared to 2009, the Preferred segment experienced a higher severity of
catastrophe losses, excluding development, due in part to a catastrophe loss of $12.9 million resulting from damage
caused by hail in the state of Arizona in the fourth quarter of 2010. No major hurricanes that significantly impacted
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the Company made landfall in the United States during 2010 or 2009.
Insurance Expenses for the year ended December 31, 2009 includes a reduction of expense of $2.8 million due to a

decrease in the Company’s estimate of its share of assessments from the Texas Windstorm Insurance Association
(“TWIA”).
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Loss and LAE Reserve Development

Increases (decreases) in the Company’s property and casualty loss and LAE reserves for the years ended December 31,
2011, 2010 and 2009 to recognize adverse (favorable) loss and LA