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This document contains certain forward-looking statements as defined in the Securities Exchange Act of 1934, some
of which may be identified by the use of terms such as expects, believes, anticipates, intends, judgment, outloc

effort, attempt, achieve, project or other similar expressions. These statements are subject to various uncertainties a
contingencies which could cause actual results to differ materially from those expressed in such statements. See

Forward-Looking Statements and Cautionary Statements Regarding Certain Factors That May Affect Future Results
in Part I, Item 7 Management s Discussion and Analysis of Financial Condition and Results of Operations.

PART I
Item 1. Business
Delphi Financial Group, Inc. (the Company or Delphi, which term includes the Company and its consolidated
subsidiaries unless the context indicates otherwise) is a holding company whose subsidiaries provide integrated
employee benefit services. The Company was organized as a Delaware corporation in 1987 and completed the initial
public offering of its Class A common stock in 1990. The Company manages all aspects of employee absence to
enhance the productivity of its clients and provides the related insurance coverages: long-term and short-term
disability, excess workers compensation, group life, travel accident and dental. The Company s asset accumulation
business emphasizes individual fixed annuity products. The Company offers its products and services in all fifty
states, the District of Columbia and Canada. The Company s two reportable segments are group employee benefit
products and asset accumulation products. See Notes A and Q to the Consolidated Financial Statements included in
this Form 10-K for additional information regarding the Company s segments.
The Company makes available free of charge on its website at www.delphifin.com/financial/secfilings.html its annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and all amendments to these
reports as soon as reasonably possible after such material has been filed with or furnished to the Securities and
Exchange Commission. Additional copies of the Company s annual reports on Form 10-K may be obtained without
charge by submitting a written request to the Investor Relations Department, Delphi Financial Group, Inc., 1105 North
Market Street, Suite 1230, Wilmington, Delaware 19899.
Operating Strategy
The Company s operating strategy is to offer financial products and services which have the potential for significant
growth, which require specialized expertise to meet the individual needs of its customers and which provide the
Company the opportunity to achieve superior operating earnings growth and returns on capital.
The Company has concentrated its efforts within certain niche insurance markets, primarily group employee benefits
for small to mid-sized employers. The Company also markets its group employee benefit products and services to
large employers, emphasizing unique programs that integrate both employee benefit insurance coverages and absence
management services. The Company also operates an asset accumulation business that focuses primarily on offering
fixed annuities to individuals planning for retirement as well as the issuance of funding agreements in connection with
the offering of funding agreement-backed notes to institutional investors.
The Company s primary operating subsidiaries are as follows:
Reliance Standard Life Insurance Company ( RSLIC ), founded in 1907 and having administrative offices
headquartered in Philadelphia, Pennsylvania, and its subsidiary, First Reliance Standard Life Insurance Company
( FRSLIC ), underwrite a diverse portfolio of disability, group life, travel accident and dental insurance products
targeted principally to the employee benefits market. RSLIC also markets asset accumulation products, primarily
fixed annuities, to individuals and groups. The financial strength rating of RSLIC as of February 2009 as assigned by
A.M. Best was A (Excellent). Financial strength ratings are based upon factors relevant to the Company s insurance
subsidiary policyholders and are not directed toward protection of investors in the Company. The Company, through
Reliance Standard Life Insurance Company of Texas ( RSLIC-Texas ), acquired RSLIC and FRSLIC in 1987.
Safety National Casualty Corporation ( SNCC ) focuses primarily on providing excess workers compensation insurance
to the self-insured market. Founded in 1942 and located in St. Louis, Missouri, SNCC is one of the oldest continuous
3
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writers of excess workers compensation insurance in the United States. The financial strength rating of SNCC as of
February 2009 as assigned by A.M. Best was A (Excellent). The Company, through SIG Holdings, Inc. ( SIG ),
acquired SNCC in 1996. In 2001, SNCC formed an insurance subsidiary, Safety First Insurance Company, which also
focuses on selling excess workers compensation products to the self-insured market.
Matrix Absence Management, Inc. ( Matrix ), founded in 1987, provides integrated disability and absence management
services to the employee benefits market across the United States. Headquartered in San Jose, California, Matrix was
acquired by the Company in 1998.
Group Employee Benefit Products
The Company is a leading provider of disability, group life and excess workers compensation insurance products to
small and mid-sized employers, with more than 30,000 policies in force. The Company also offers travel accident,
voluntary accidental death and dismemberment and group dental insurance. The Company markets its group products
to employer-employee groups and associations in a variety of industries. The Company insures groups ranging from 2
to more than 5,000 individuals, although the size of an insured group generally ranges from 10 to 1,000 individuals.
The Company markets its employee benefit products on an unbundled basis and as part of an Integrated Employee
Benefit program that combines employee benefit insurance coverages and absence management services. The
Integrated Employee Benefit program, which the Company believes helps to differentiate itself from competitors by
offering clients improved productivity from reduced employee absence, has enhanced the Company s ability to market
its group employee benefit products to large employers. In 2003, the Company introduced a suite of voluntary
disability, group life and accidental death and dismemberment insurance products that are purchased by employees on
an elective basis at their worksite. This suite of voluntary benefits allows the employees of the Company s clients to
choose, within specified parameters, the type and amount of insurance coverage, the premiums for which are collected
through payroll deductions. The Company also offers a group limited benefit health insurance product which provides
employee-paid coverage for hourly, part-time or other employees with seasonal or other irregular work schedules who
would generally not be eligible for other employer-provided health insurance plans. In underwriting its group
employee benefit products, the Company attempts to avoid concentrations of business in any particular industry
segment or geographic area; however, no assurance can be given that such efforts will be successful.
The Company s group employee benefit products are sold to employers and groups primarily through independent
brokers and agents. The Company s products are marketed to brokers and agents by 163 sales representatives and
managers. RSLIC had 131 group sales representatives and managers located in 31 sales offices nationwide at
December 31, 2008. In addition, RSLIC had 18 sales representatives and managers devoted to its limited benefit
health insurance product at December 31, 2008. At December 31, 2008, SNCC had 13 sales representatives and
managers. The Company s seven administrative offices and 31 sales offices also service existing business.
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The following table sets forth for the periods indicated selected financial data concerning the Company s group
employee benefit products:

Year Ended December 31,
2008 2007 2006
(dollars in thousands)

Insurance premiums:
Core Products:

Disability income $ 572,630 43.7% $ 527,500 43.0% $ 458,130 42.4%
Life 402,928 30.8 364,771 29.7 316,360 29.2
Excess workers
compensation 264,244 20.2 276,252 22.5 260,031 24.0
Travel accident, dental and
other 70,205 5.3 59,411 4.8 47,150 4.4

$1,310,007 100.0% $1,227,934 100.0% $1,081,671 100.0%
Non-Core Products:
Loss portfolio transfers 3,304 14,697 20,911
Other 29,712 24,961 21,544

33,016 39,658 42,455

Total insurance premiums $1,343,023 $1,267,592 $1,124,126
Sales (new annualized
gross premiums):
Core Products:
Disability income $ 121,507 42.1% $ 131,818 45.0% $ 114,622 40.9%
Life 94,681 32.8 87,210 29.8 88,578 31.6
Excess workers
compensation 25,832 8.9 30,092 10.3 57,217 20.4
Travel accident, dental and
other 46,945 16.2 43,662 14.9 19,699 7.1

$ 288,965 100.0% $ 292,782 100.0% $ 280,116 100.0%
Non-Core Products:
Loss portfolio transfers 3,305 3,800 19,758
Other 17,607 14,887 11,561

20,912 18,687 31,319

Total sales $ 309,877 $ 311,469 $ 311,435
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The profitability of group employee benefit products is affected by, among other things, differences between actual

and projected claims experience, the retention of existing customers, product mix and the Company s ability to attract
new customers, change premium rates and contract terms for existing customers and control administrative expenses.
The Company transfers its exposure to a portion of its group employee benefit risks through reinsurance ceded
arrangements with other insurance and reinsurance companies. Under these arrangements, another insurer assumes a
specified portion of the Company s losses and loss adjustment expenses in exchange for a specified portion of policy
premiums. All insurance related revenue is reported by the Company net of the reinsurance premiums paid by the
Company under its reinsurance ceded arrangements. See Reinsurance . The profitability of group employee benefit
products is affected by the amount, cost and terms of reinsurance obtained by the Company. The profitability of those
group employee benefit products for which reserves are discounted; in particular, the Company s disability and excess
workers compensation products, is also significantly affected by the difference between the yield achieved on invested
assets and the discount rate used to calculate the related reserves.

The table below shows the loss and expense ratios as a percent of premium income for the Company s group employee
benefit products for the periods indicated.

Year Ended December 31,
2008 2007 2006
Loss ratio 69.5% 70.3% 70.6%
Expense ratio 22.7 22.1 22.6
Combined ratio 92.2% 92.4% 93.2%

The loss and expense ratios are affected by, among other things, claims development related to insurance policies
written in prior years and the results with respect to the Company s non-core group employee benefit products. Such
ratios can also be affected by changes in the Company s mix of products, such as the level of premium from loss
portfolio transfers ( LPTs ), from year to year. LPTs, which are classified as a non-core product due to their episodic
nature, carry a higher loss ratio and a significantly lower expense ratio as compared to the Company s other group
employee benefit products.

-5-
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Group disability insurance products offered by the Company, principally long-term disability insurance, generally
provide a specified level of periodic benefits for a specified term, typically to the insured s normal retirement age, to a
member of the insured group who, because of a medical condition or injury, is unable to work. The Company s group
long-term disability coverages are spread across many industries. Typically, long-term disability benefits are paid
monthly and are limited for any one insured to two-thirds of the insured s pre-disability earned income up to a
specified maximum benefit. Long-term disability benefits are generally offset by income the claimant is entitled to
receive from other sources, primarily Social Security disability benefits. The Company actively manages its disability
claims, working with claimants in an effort to assist them in returning to work as quickly as possible. When claimants
disabilities prevent them from returning to their original occupations, the Company, in appropriate cases, may provide
assistance in developing new productive skills for an alternative career. Following the initial premium rate guarantee
period for a new policy, typically two years in length, premium rates are generally re-determined annually for a group
disability insurance policy and are based upon expected morbidity and mortality and the insured group s emerging
experience, as well as assumptions regarding operating expenses and future interest rates. In April 2006, RSLIC
purchased substantially all of the assets of a third-party administrator which had previously been administering
business for RSLIC and contributed them to a newly established division of RSLIC, Custom Disability Solutions
( CDS ). In addition, RSLIC hired approximately 100 former employees of the third-party administrator in connection
with the asset acquisition. CDS, the operations of which are based in South Portland, Maine, is focused on expanding
the Company s presence in the turnkey group disability reinsurance market, while also continuing to service existing
clients from an indemnity reinsurance arrangement. Turnkey group disability reinsurance is typically provided to other
insurance companies that would not otherwise have the capability of providing to their clients a group disability
insurance product to complement their other product offerings. Under these reinsurance arrangements, RSLIC
typically assumes through reinsurance, on a quota share basis, a substantial majority in proportionate amount of the
risk associated with the group disability insurance policies issued by such other insurers. CDS provides pricing,
underwriting and claims management services relating to such policies, utilizing the same policies and procedures as
are applied with respect to RSLIC s directly written group disability insurance policies. The Company cedes through
indemnity reinsurance risks in excess of $7,500 in long-term disability benefits per individual per month. See
Reinsurance and Liquidity and Capital Resources Reinsurance in PartIl, Item 7 Management s Discussion and
Analysis of Financial Condition and Results of Operations.
The Company s group life insurance products provide for the payment of a stated amount upon the death of a member
of the insured group. Following the initial premium rate guarantee period for a new policy, typically two years in
length, premium rates are generally re-determined annually for a group life insurance policy and are based upon
expected mortality and morbidity and the insured group s emerging experience, as well as assumptions regarding
operating expenses and future interest rates. Accidental death and dismemberment insurance provides for the payment
of a stated amount upon the accidental death or dismemberment of a member of the insured group. This coverage is
frequently sold in conjunction with group life insurance policies and is included in premiums charged for group life
insurance. The Company cedes through indemnity reinsurance risks in excess of $100,000 per individual for voluntary
group term life insurance policies. Effective January 1, 2008, the Company ceded through indemnity reinsurance risks
in excess of $300,000 (compared to $200,000 previously) per individual and type of coverage for employer-paid
group life insurance policies. See Reinsurance .
Excess workers compensation insurance products provide coverage against workers compensation risks to employers
and groups who self-insure such risks. The coverage applies to losses in excess of the applicable self-insured
retentions ( SIRs or deductibles) of employers and groups, whose workers compensation claims are generally handled
by third-party administrators ( TPAs ). These products are principally targeted to mid-sized companies and other
employers, particularly small municipalities, hospitals and schools. These employers are believed to be less prone to
catastrophic workers compensation exposures and less price sensitive than larger account business. Since claim
payments under the Company s excess workers compensation products do not begin until the self-insured s total loss
payments exceed the SIR, these payments are frequently made over long periods of time, although catastrophic claims
can entail payments by the Company in shorter time frames. On average, over half of the Company s total payments
with respect to claims under these products are made during the period beginning with the sixteenth year following the
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incurrence of the claim. During this period, the payments are primarily for wage replacement, similar to the benefit
provided under long-term disability coverage, and any medical payments tend to be relatively more stable and
predictable in nature than at the inception of the workers compensation claim. This family of products also includes
large deductible workers compensation insurance, which provides coverage similar to excess workers compensation
insurance, and a complementary product, workers compensation self-insurance bonds.

-6-
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The pricing environment and demand for excess workers compensation insurance improved substantially beginning in
2001 and the demand for excess workers compensation insurance products and the rates for such products increased
significantly through 2004. The cumulative effect of these rate increases during 2002 through 2004 was an increase of
57%. SNCC was able to maintain its pricing in its renewals of insurance coverage in 2005 and 2006 and also obtained
significant improvements in contract terms in new and renewal policies written in those years, in particular higher SIR
levels. On average, SIRs increased 6% in 2006, with further modest increases in 2007 and 2008. The Company
continues to benefit from the favorable market conditions which have in recent years prevailed for its excess workers
compensation products as to pricing and other contract terms for these products. However, due primarily to
improvements in the primary workers compensation market resulting in lower premium rates in that market,
conditions relating to growth in premiums and new business production, which represents the amount of new
annualized premium sold, for these products have been less favorable in recent years. In spite of these conditions, due
to various corporate initiatives recently initiated by SNCC, new business production for the important January renewal
season improved substantially to $11.5 million in 2009 from $3.9 million in 2008. For the January 2009 season,
retention of existing customers remained strong, SIR levels on average are up modestly for new and renewal policies
and rates declined slightly. For 2008, 2007 and 2006, new business production for excess workers compensation
products was $25.8 million, $30.1 million and $57.2 million, respectively, and the retention of existing customers was
strong. New business production for 2008, 2007 and 2006 included $0, $3.4 million and $25.8 million, respectively,
from a renewal rights agreement into which SNCC entered in July 2005 (the Renewal Rights Agreement ). Under the
Renewal Rights Agreement, SNCC acquired, among other things, the right to offer renewal quotes to expiring excess
workers compensation policies of a former competitor.
The Company from time to time replaces or modifies its existing reinsurance arrangements for its excess workers
compensation insurance products based on changing reinsurance market conditions. The Company presently cedes
through indemnity reinsurance 100% of its excess workers compensation risks between $10.0 million and
$50.0 million per occurrence, and 85% on a quota share basis of its workers compensation risks between $50.0 million
and $100.0 million per occurrence. Effective October 1, 2008, the Company entered into an indemnity reinsurance
agreement under which it cedes 100% (compared to 75% previously) on a quota share basis of its excess workers
compensation risks between $100.0 million and $150.0 million per occurrence and cedes 30% of its excess workers
compensation risks between $150.0 million and $200.0 million per occurrence. In addition, in March 2008, the
Company entered into an indemnity reinsurance agreement that provides it with up to $10 million of coverage with
respect to workers compensation losses resulting from certain naturally occurring catastrophic events. See
Reinsurance and Liquidity and Capital Resources Reinsurance in PartII, Item 7 Management s Discussion and
Analysis of Financial Condition and Results of Operations.
As a result of the September 11, 2001 terrorist attacks, a number of the Company s reinsurers have excluded coverage
for losses resulting from terrorism. In November 2002, the Terrorism Risk Insurance Act of 2002 (the Terrorism Act )
was enacted and such act is presently scheduled to remain in effect through December 31, 2014. The Terrorism Act
applies to lines of property and casualty insurance directly written by SNCC (as opposed to business assumed by
SNCC through reinsurance), including excess workers compensation. SNCC s surety line of business is not covered
under the Terrorism Act. The federal government would pay 85% of each covered loss and the insurer would pay the
remaining 15%, respectively. Each insurer has a separate deductible before federal assistance becomes available for a
covered act of terrorism. The deductible is 20% of the insurer s direct earned premiums from the previous calendar
year. The maximum after-tax loss to the Company for 2009 within the Terrorism Act deductible from property and
casualty products is approximately 4.3% of the Company s shareholders equity as of December 31, 2008. Any
payments made by the federal government under the Terrorism Act would be subject to recoupment via surcharges to
policyholders when future premiums are billed. The Terrorism Act does not apply to the lines of insurance written by
the Company s life insurance subsidiaries.
Business travel accident and voluntary accidental death and dismemberment group insurance policies pay a stated
amount based on a predetermined schedule in the event of the accidental death or dismemberment of a member of the
insured group. The Company cedes through indemnity reinsurance risks in excess of $150,000 per individual and type
of coverage. Group dental insurance provides coverage for preventive, restorative and specialized dentistry up to a
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stated maximum benefit per individual per year. Under a reinsurance arrangement, the Company ceded 50% of its risk
under dental policies with effective dates prior to 2003, ceded 100% of its risk under dental policies with effective
dates in 2003 through June 30, 2004 and cedes 75% of its risk under dental policies with effective dates after June 30,
2004. See Reinsurance .
The Company s suite of voluntary disability, group life and accidental death and dismemberment insurance products
are sold to employees on an elective basis at the worksite. Trends in the U.S. employment market, particularly the
increasing cost of employer-provided medical benefits, are leading an increasing number of employers to offer new or
additional

-
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benefits on a voluntary basis. The Company s suite of voluntary products allows the employees of the Company s
clients to choose, within specified parameters, the type and amount of insurance coverage, the premiums for which are
collected through payroll deductions. The Company also offers a group limited benefit health insurance product which
provides employee-paid coverage for hourly, part-time or other employees with seasonal or other irregular work
schedules who would generally not be eligible for other employer-provided health insurance plans. Because these
products are convenient to purchase and maintain, the Company believes that they are appealing to employees who
might have little opportunity or inclination to purchase similar coverage on an individual basis. The Company believes
that these products complement the Company s core group employee benefit products and represent a significant
growth opportunity.

Non-core group employee benefit products include certain products that have been discontinued, such as reinsurance
facilities and excess casualty insurance, newer products which have not demonstrated their financial potential,
products which are not expected to comprise a significant percentage of earned premiums and products for which
sales are episodic in nature, such as LPTs. Pursuant to an LPT, the Company, in exchange for a specified one-time
premium payment to the Company, assumes responsibility for making ongoing payments with respect to an existing
block of disability or self-insured workers compensation claims that are in the course of being paid over time. These
products are typically marketed to the same types of clients who have historically purchased the Company s disability
and excess workers compensation products. Non-core group employee benefit products also include primary workers
compensation insurance products, for which the Company primarily receives fee income since a significant portion of
the risks relating to these products is ceded by the Company to third parties through indemnity reinsurance. Excess
casualty insurance consists of a discontinued excess umbrella liability program. This program entails exposure to
excess of loss liability claims from past years, including environmental and asbestos-related claims. Net incurred
losses and loss adjustment expenses relating to this program totaled $8.0 million, $9.0 million and $8.0 million in
2008, 2007 and 2006, respectively. In addition, non-core group employee benefit products include bail bond insurance
and workers compensation assumed reinsurance. See Reinsurance .

Asset Accumulation Products

The Company s asset accumulation products consist mainly of fixed annuities, primarily single premium deferred
annuities ( SPDAs ) and flexible premium annuities ( FPAs ). An SPDA provides for a single payment by an annuity
holder to the Company and the crediting of interest by the Company on the annuity contract at the applicable crediting
rate. An FPA provides for periodic payments by an annuity holder to the Company, the timing and amount of which
are at the discretion of the annuity holder, and the crediting of interest by the Company on the annuity contract at the
applicable crediting rate. Interest credited on SPDAs and FPAs is not paid currently to the annuity holder but instead
is added to the annuity contract s value and accumulates. This accumulation is tax deferred. The crediting rate may be
increased or decreased by the Company subject to specified guaranteed minimum crediting rates, which currently
range from 1.5% to 5.5% per annum. For most of the Company s fixed annuity products, the crediting rate may be
reset by the Company annually, typically on the policy anniversary. The Company s fixed annuity products also
include multi-year interest guarantee products, in which the crediting rate is fixed at a stated rate for a specified period
of years. Such periods range from three to seven years. At December 31, 2008, the weighted average crediting rate on
the Company s fixed annuity products was 4.05%, which includes the effects of the first year crediting rate bonus on
certain newly issued products. Withdrawals may be made by the annuity holder at any time, but withdrawals during
the applicable surrender charge period in a single year that exceed 10% of the annuity value will result in the
assessment of surrender charges, and withdrawals may also result in taxes and/or tax penalties to the holder on the
withdrawn amount. In addition, for annuity products containing a market value adjustment ( MVA ) provision, the
accumulated value of the annuity may be increased or decreased under such provision as a function of decreases or
increases, respectively, in crediting rates for the Company s newly issued annuities if it is surrendered during the
surrender charge period. Under this provision, the accumulated value is guaranteed to be at least equal to the annuity
premium paid, plus credited interest at the specified minimum guaranteed crediting rate.

During the fourth quarter of 2007, the Company introduced an indexed SPDA that permits the annuity holder to elect
that interest be credited to the contract in a manner that is either linked to any positive performance of the Standard &
Poor s 500 Index (the S&P 500 Index ), credited on a fixed interest rate basis, or a mix of both. For the interest
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component that is linked to the S&P 500 Index, credited interest is based, at the annuity holder s election, either on a
percentage, referred to as the participation rate, of the annual index return or on the amount of such return up to a
specified maximum rate, referred to as the cap. The annual index return is based, also at the annuity holder s election,
either on the average monthly return for the year or on an annual point-to-point calculation. The annuity holder may
change the elections as between the participation rate and capped interest crediting methods, and as between the
average monthly return and

-8-

14



Edgar Filing: DELPHI FINANCIAL GROUP INC/DE - Form 10-K

annual point-to-point calculation methods, on an annual basis. The Company may change the levels of the
participation rate and the cap on an annual basis, subject to contractually specified minimums. In the case of interest
credited on a fixed rate basis, the crediting rate may be reset by the Company annually. A minimum guaranteed
accumulation is also provided which applies at maturity or earlier termination of the annuity contract. The guaranteed
accumulation amount presently ranges from 1.5% to 2.0% per annum. The Company purchases S&P 500 Index call
options and other similar derivative instruments that are believed to be correlated to the annuity holders interest
crediting elections in order to fund its obligations based on such elections.

These fixed annuity products are sold predominantly to individuals through networks of independent insurance agents.
In 2008, the Company s SPDA products accounted for $209.0 million of asset accumulation product deposits, of which
$185.8 million was attributable to the MV A annuity and $16.1 million was attributable to the indexed annuity. The
Company s FPA products accounted for $19.0 million of asset accumulation product deposits in 2008, substantially all
of which had an MV A feature. Two networks of independent agents accounted for approximately 23% of the deposits
from these SPDA and FPA products during 2008, with no other network of independent agents accounting for more
than 10% of these deposits. The Company believes that it has a good relationship with these networks.

During the first quarter of 2006, the Company issued $100.0 million in aggregate principal amount of fixed and
floating rate funding agreements with maturities of three to five years in connection with the issuance by an
unconsolidated special purpose vehicle of funding agreement-backed notes in a corresponding principal amount.
During the third quarter of 2008, the Company acquired a block of existing SPDA and FPA policies from another
insurer through an indemnity assumed reinsurance transaction that resulted in the assumption by the Company of
policyholder account balances in the amount of $135.0 million. The Company believes that its funding agreement
program and annuity reinsurance arrangements enhance the Company s asset accumulation business by providing
alternative sources of funds for this business. Deposits from the Company s asset accumulation business are recorded
as liabilities rather than as premiums. The Company s liabilities for its funding agreements and annuity reinsurance
arrangements are recorded in policyholder account balances.

The following table sets forth for the periods indicated selected financial data concerning the Company s asset
accumulation products:

Year Ended December 31,
2008 2007 2006
(dollars in thousands)
Asset accumulation product deposits (sales):

Fixed annuities $ 245,117 $ 107,145 $ 90,741
Funding agreements 100,000
Funds under management (at period end) 1,327,502 1,053,221 1,089,051

At December 31, 2008, funds under management consisted of $1,009.4 million of SPDA liabilities, $217.0 million of
FPA liabilities and $101.1 million of funding agreements. Of the SPDA and FPA liabilities, $812.8 million were
subject to surrender charges averaging 6.31% at December 31, 2008, with the balance of these liabilities not subject to
surrender charges having been in force, on average, for 19 years. $190.8 million of the SPDA and FPA liabilities have
been assumed by the Company under various indemnity reinsurance transactions, including the 2008 transaction
discussed above. The Company s funding agreements cannot be redeemed prior to maturity.

The Company prices its fixed annuity products based on assumptions concerning prevailing and expected interest
rates and other factors that it believes will permit it to achieve a positive spread between its expected return on
investments and the crediting rate. The Company attempts to achieve this spread by active portfolio management
focusing on matching invested assets and related liabilities to minimize the exposure to fluctuations in market interest
rates and by the periodic adjustment of the crediting rate on its fixed annuity products. In response to changes in
interest rates, the Company increases or decreases the crediting rates on its fixed annuity products to the extent
permitted by the terms of the policies. See Asset/Liability Management and Market Risk in Part II, Item 7
Management s Discussion and Analysis of Financial Condition and Results of Operations.
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In light of the annuity holder s ability to withdraw funds and the volatility of market interest rates, it is difficult to
predict the timing of the Company s payment obligations under its SPDAs and FPAs. Consequently, the Company
maintains a portfolio of investments which are readily marketable and expected to be sufficient to satisfy liquidity
requirements. See Investments .

9-
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Other Products and Services
The Company provides integrated disability and absence management services on a nationwide basis through Matrix,
which was acquired in 1998. The Company s comprehensive disability and absence management services are designed
to assist clients in identifying and minimizing lost productivity and benefit payment costs resulting from employee
absence due to illness, injury or personal leave. The Company offers services including event reporting, leave of
absence management, claims and case management and return to work management. These services goal is to enhance
employee productivity and provide more efficient benefit delivery and enhanced cost containment. The Company
provides these services on an unbundled basis or in a unique Integrated Employee Benefit program that combines
these services with various group employee benefit insurance coverages. The Company believes that these integrated
disability and absence management services complement the Company s core group employee benefit products,
enhancing the Company s ability to market these core products and providing the Company with a competitive
advantage in the market for these products.
In 1991, the Company introduced a variable flexible premium universal life insurance policy under which the related
assets are segregated in a separate account not subject to claims of general creditors of the Company. Policyholders
may elect to deposit amounts in the account from time to time, subject to underwriting limits and a minimum initial
deposit of $1.0 million. Both the cash values and death benefits of these policies fluctuate according to the investment
experience of the assets in the separate account; accordingly, the investment risk with respect to these assets is borne
by the policyholders. The Company earns fee income from the separate account in the form of charges for
management and other administrative fees. The Company is not presently actively marketing this product. The
Company reinsures risks in excess of $200,000 per individual under indemnity reinsurance arrangements with various
reinsurance companies. See Reinsurance .
Underwriting Procedures
Premiums charged on insurance products are based in part on assumptions about the incidence, severity and timing of
insurance claims. The Company has adopted and follows detailed underwriting procedures designed to assess and
qualify insurance risks before issuing its policies. To implement these procedures, the Company employs a
professional underwriting staff.
In underwriting group coverage, the Company focuses on the overall risk characteristics of the group to be insured and
the geographic concentration of its new and renewal business. A prospective group client is evaluated with particular
attention paid to factors such as the claims experience of the group with prior carriers, if any, the occupations of the
insureds, the nature of the business of the client, the current economic outlook of the client in relation to others in its
industry and of the industry as a whole, the appropriateness of the benefits or SIR applied for and income from other
sources during disability. The Company s products generally afford it the flexibility, following any initial premium rate
guarantee period, to seek on an annual basis to adjust premiums charged to its policyholders in order to reflect
emerging mortality or morbidity experience.

-10-
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Investments

The Company s management of its investment portfolio is an important component of its profitability since a
substantial portion of its operating income is generated from the difference between the yield achieved on invested
assets and, in the case of asset accumulation products, the interest credited on policyholder funds and, in the case of
the Company s other products for which reserves are discounted, the discount rate used to calculate the related
reserves. The Company s overall investment strategy to achieve its objectives of safety and liquidity, while seeking the
best available return, focuses on, among other things, matching of the Company s interest-sensitive assets and
liabilities and seeking to minimize the Company s exposure to fluctuations in interest rates. Over the second half of
2007 and continuing through 2008 and into 2009, due primarily to the extraordinary decline in housing prices and
highly adverse consequences in the credit markets, particularly the structured mortgage securities market, the financial
markets have been the subject of extraordinary volatility and dramatically widened spreads in numerous sectors. See
Part I, Item 1A Risk Factors. At the same time the overall level of risk-free interest rates has declined substantially.
These market conditions have resulted in substantial declines in the carrying values of certain portions of the
Company s investment portfolio, as well as a significant decrease in its level of net investment income for 2008, due
primarily to the adverse performance of those investments whose changes in value, positive or negative, are included
in the Company s net investment income, such as investment funds organized as limited partnerships and limited
liability companies, trading account securities and hybrid financial instruments. These market conditions may persist
or worsen in the future and may continue to result in significant fluctuations in net investment income, and as a result,
in the Company s results of operations. In an effort to reduce these fluctuations, the Company has repositioned its
investment portfolio to reduce its overall holdings of investments of this type and, in particular, its holdings of such
investments whose performance has demonstrated the highest levels of variability and has increased its investments in
more traditional sectors of the fixed income market such as high credit quality mortgage-backed securities and
municipal bonds, whose present spreads have widened to historically high levels due to the market conditions
discussed above. In addition, in light of the aforementioned market conditions, the Company is presently maintaining
a larger proportion of its portfolio in short-term investments, which totaled $401.6 million at December 31, 2008, as
compared to $286.0 million at December 31, 2007. There can be no assurance as to the impact, positive or negative, of
the Company s investment repositioning on its future net investment income or its effect on the future variability in
such income. In addition, during 2008, the Company has experienced significantly increased levels of realized
investment losses from declines in market value relative to the amortized cost of certain securities that it has
determined to be other than temporary, and in light of the aforementioned market conditions, losses of this type and
magnitude may continue or increase in the future.

For information regarding the composition and diversification of the Company s investment portfolio and
asset/liability management, see Liquidity and Capital Resources in Part II, Item 7 - Management s Discussion and
Analysis of Financial Condition and Results of Operations and Notes A, B and C to the Consolidated Financial
Statements.

The following table sets forth for the periods indicated the Company s pretax investment results:

Year Ended December 31,
2008 2007 2006
(dollars in thousands)
Average invested assets (1) $4,728,126 $4,555,225 $4,038,658
Net investment income 134,850 270,547 255,871
Tax equivalent weighted average annual yield @) 3.2% 6.2% 6.6%

(1) Average
invested assets
are computed by
dividing the
total of invested
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2

3)

assets as
reported on the
balance sheet at
the beginning of
each year plus
the individual
quarter-end
balances by five
and deducting
one-half of net
investment
income.

Consists
principally of
interest and
dividend income
less investment
expenses, along
with the
changes in
value, positive
or negative, of
the Company s
investments in
investment
funds organized
as limited
partnerships and
limited liability
companies,
trading account
securities and
hybrid financial
instruments.

The tax
equivalent
weighted
average annual
yield on the
Company s
investment
portfolio for
each period is
computed by
dividing net
investment
income,
increased, in the
case of tax
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exempt interest
income, to
reflect the level
of the tax
benefit
associated with
such income, by
average invested
assets for the
period. See
Results of
Operations in
Part II, Item 7 -
Management s
Discussion and
Analysis of
Financial
Condition and
Results of
Operations.
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Reinsurance

The Company participates in various reinsurance arrangements both in ceding insurance risks to third parties and in
assuming insurance risks from third parties. Arrangements in which the Company is the ceding insurer afford various
levels of protection against loss by assisting the Company in diversifying its risks and by limiting its maximum loss on
risks that exceed retention limits. Under indemnity reinsurance transactions in which the Company is the ceding
insurer, the Company remains liable for policy claims whether or not the assuming company meets its obligations to
the Company. In an effort to manage this risk, the Company monitors the financial position of its reinsurers,

including, among other things, the companies financial ratings, and in certain cases receives collateral security from
the reinsurer. Also, certain of the Company s reinsurance agreements require the reinsurer to set up security
arrangements for the Company s benefit in the event of certain ratings downgrades. See Group Employee Benefit
Products .

The Company cedes portions of the risks relating to its group employee benefit and variable life insurance products
under indemnity reinsurance agreements with various unaffiliated reinsurers. The terms of these agreements, which
management believes are typical for agreements of this type, provide, among other things, for the automatic
acceptance by the reinsurer of ceded risks in excess of the Company s retention limits stated in the agreements. The
Company pays reinsurance premiums to these reinsurers which are, in general, based upon percentages of premiums
received by the Company on the business reinsured less, in certain cases, ceding commissions and experience refunds
paid by the reinsurer to the Company. These agreements are generally terminable as to new risks by either the
Company or the reinsurer on appropriate notice; however, termination does not affect risks ceded during the term of
the agreement, for which the reinsurer generally remains liable. See Group Employee Benefit Products and Note O to
the Consolidated Financial Statements. As a result of the September 11, 2001 terrorist attacks on the World Trade
Center, a number of the Company s reinsurers have excluded coverage for losses resulting from terrorism. See The
Company s ability to reduce its exposure to risks depends on the availability and cost of reinsurance in Item 1A  Risk
Factors. The Company assumes certain workers compensation risks through reinsurance. In these arrangements, the
Company provides coverage for losses in excess of specified amounts, subject to specified maximums. Coverage for
losses as a result of nuclear, biological, chemical and radiological terrorism is excluded from these reinsurance
treaties. The loss amounts at which the Company s payment obligations attach under these arrangements range from
$250,000 to $825 million, with an average attachment point on a premium-weighted basis of $7.3 million. Aggregate
exposures assumed by the Company under individual workers compensation reinsurance treaties generally range from
$250,000 to $9 million, and the Company s average per-treaty net exposure on a premium-weighted basis is equal to
$3.0 million. The Company underwrites workers compensation reinsurance assumed pursuant to procedures similar to
those utilized in connection with its excess workers compensation products.

During the fourth quarter of 2005, the Company decided to exit its non-core property catastrophe reinsurance
business, due to the volatility associated with such business and other strategic considerations, and has not thereafter
entered into or renewed any assumed property reinsurance contracts. All of the remaining reinsurance contracts
expired prior to the end of the third quarter of 2006; however, the Company remains liable for certain risks assumed
under such contracts prior to their expiration. The Company has classified the operating results of this business as
discontinued operations. See Other Transactions and Note R to the Consolidated Financial Statements.

In the fourth quarter of 2004, the Company entered into an indemnity reinsurance arrangement under which it
assumed certain newly issued group disability insurance policies on an ongoing basis. Under this arrangement, the
Company was responsible for underwriting and claims management with respect to the reinsured business. The
Company provided coverage primarily on a quota share basis up to a maximum Company share of $7,500 in benefits
per individual per month. In April 2006, RSLIC purchased substantially all of the assets of a third-party administrator
which had previously been administering business for RSLIC and contributed them to CDS. In addition, RSLIC hired
approximately 100 former employees of the third-party administrator in connection with the asset acquisition. CDS,
the operations of which are based in South Portland, Maine, is focused on expanding the Company s presence in the
turnkey group disability reinsurance market while also continuing to service existing clients from the indemnity
reinsurance arrangement. Turnkey group disability reinsurance is typically provided to other insurance companies that
would not otherwise have the capability of providing to their clients a group disability insurance product to
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complement their other product offerings. Under these reinsurance arrangements, RSLIC typically assumes through
reinsurance, on a quota share basis, a substantial majority in proportionate amount of the risk associated with the
group disability insurance policies issued by such other insurers. CDS provides pricing, underwriting and claims
management services relating to such policies, utilizing the same policies and procedures as are applied with respect
to RSLIC s directly written group disability insurance policies. Premium income and fees from the Company s turnkey
disability business and the arrangement was $52.2 million, $53.6
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million and $54.3 million in 2008, 2007 and 2006, respectively, and incurred losses were $42.6 million, $36.0 million
and $41.6 million in 2008, 2007 and 2006, respectively.
The Company had in the past participated as an assuming insurer in a number of reinsurance facilities. These
reinsurance facilities generally are administered by TPAs or managing underwriters who underwrite risks, coordinate
premiums charged and process claims. During 1999 and 2000, the Company terminated, on a prospective basis, its
participations in all of these reinsurance facilities. However, the terms of such facilities provide for the continued
assumption of risks by, and payments of premiums to, facility participants with respect to business written in the
periods during which they participated in such facilities. Premiums from all reinsurance facilities were $(1,000),
$2,000 and $(90,000) in 2008, 2007 and 2006, respectively, and incurred losses from these facilities were
$2.6 million, $8.1 million and $4.4 million in 2008, 2007 and 2006, respectively.
Life, Annuity, Disability and Accident Reserves
The Company carries as liabilities actuarially determined reserves for its life, annuity, disability and accident policy
and contract obligations. These reserves, together with premiums to be received on policies in force and interest
thereon at certain assumed rates, are calculated and established at levels believed to be sufficient to satisfy policy and
contract obligations. The Company performs periodic studies to compare current experience for mortality, morbidity,
interest and lapse rates with the anticipated experience reflected in the reserve assumptions to determine future policy
benefit reserves for these products. Reserves for future policy benefits and unpaid claims and claim expenses are
estimated based on individual loss data, historical loss data and industry averages and indices and include amounts
determined on the basis of individual and actuarially determined estimates of future losses. Therefore, the Company s
ultimate liability for future policy benefits and unpaid claims and claim expenses could deviate from the amounts of
the reserves currently reflected in the Consolidated Financial Statements, and such deviation could be significant.
Under United States generally accepted accounting principles ( GAAP ), the Company s policy and claim reserves are
permitted to be discounted to reflect the time value of money, since the payments to which such reserves relate will be
made in future periods. Such reserve discounting, which is common industry practice, is based on interest rate
assumptions reflecting projected portfolio yield rates for the assets supporting the liabilities. See Critical Accounting
Policies and Estimates Future Policy Benefits and Unpaid Claims and Claim Expenses in Part II, Item 7
Management s Discussion and Analysis of Financial Condition and Results of Operations and Note A to the
Consolidated Financial Statements for certain additional information regarding assumptions made by the Company in
connection with the establishment of its insurance reserves. The assets selected to support the Company s insurance
liabilities produce cash flows that are intended to match the timing and amount of anticipated claim and claim expense
payments. Differences between actual and expected claims experience are reflected currently in earnings for each
period.
The life, annuity, disability and accident reserves carried in the Consolidated Financial Statements are calculated
based on GAAP and differ from those reported by the Company for statutory financial statement purposes. These
differences arise primarily from the use of different mortality and morbidity tables and interest assumptions.
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Property and Casualty Insurance Reserves

The Company carries as liabilities actuarially determined reserves for anticipated claims and claim expenses for its
excess workers compensation insurance and other casualty and property insurance products. Reserves for claim
expenses represent the estimated costs of investigating those claims and, when necessary, defending lawsuits in
connection with those claims. Reserves for claims and claim expenses are estimated based on individual loss data in
the case of reported claims, historical loss data and industry averages and indices and include amounts determined on
the basis of individual and actuarially determined estimates of future losses. Therefore, the Company s ultimate
liability could deviate from the amounts of the reserves currently reflected in the Consolidated Financial Statements,
and such deviation could be significant.

Reserving practices under GAAP allow discounting of claim reserves related to excess workers compensation losses
to reflect the time value of money. Reserve discounting for these types of claims is common industry practice, and the
discount factors used are less than the annual tax-equivalent investment yield earned by the Company on its invested
assets. The discount factors utilized by the Company are based on the expected duration and payment pattern of the
claims at the time the claims are settled and the risk free rate of return for U.S. government securities with a
comparable duration. The Company does not discount its reserves for claim expenses.

The following table provides a reconciliation of beginning and ending unpaid claims and claim expenses for the
periods indicated:

Year Ended December 31,
2008 2007 2006
(dollars in thousands)
Unpaid claims and claim expenses, net of reinsurance, beginning of
period $ 850,956 $752,375 $ 643,465

Add provision for claims and claim expenses incurred, net of

reinsurance, occurring during:

Current year 152,069 155,052 136,134
Prior years 27,111 37,443 70,060

Incurred claims and claim expenses, net of reinsurance, during the
current year 179,180 192,495 206,194

Deduct claims and claim expense payments, net of reinsurance,
occurring during:

Current year 1,625 2,950 4,524
Prior years 77,169 90,964 92,760
Total paid 78,794 93,914 97,284

Unpaid claims and claim expenses, net of reinsurance, end of
period 951,342 850,956 752,375
Reinsurance receivables, end of period 109,704 113,018 105,287

Unpaid claims and claim expenses, gross of reinsurance, end of
period (D $1,061,046 $963,974 $ 857,662
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(1) All years

include the

results from the

Company s

discontinued

non-core

property

catastrophe

reinsurance

business. See

Other

Transactions

and Note R to

the

Consolidated

Financial

Statements.
Provisions for claims and claim expenses incurred in prior years, as reflected in the above table, reflect the periodic
accretion of the discount amounts previously established with respect to the claims reserves relating to the Company s
excess workers compensation line of business. During 2008, 2007 and 2006, $38.6 million, $25.2 million and
$29.4 million, respectively, of such discount was accreted. Accordingly, of the Company s provisions for prior years
claims and claim expenses incurred, net of reinsurance, in 2008, 2007 and 2006, $(11.5) million, $12.2 million and
$40.7 million, respectively, of such provisions were made based on new loss experience data that emerged during the
respective years. In 2008, the reduction of such provisions arose primarily from the accrual of additional discount with
respect to prior years excess workers compensation claims reserves, due to a change in the Company s assumptions
regarding the payment pattern for such claims to reflect lengthening in the time periods over which such claims are
paid. This change was made in light of emerging claim payment experience, and the Company believes that such
experience is due in part to the increases in the average SIR having occurred in recent years. These reductions more
than offset the additional
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provisions for the year which related primarily to adverse development on a limited number of large prior year claims.
In 2007 and 2006, the additional provisions arose primarily from adverse loss experience in the Company s excess
workers compensation line, principally due to moderately increased claim frequency, relative to prior periods. In
2007, such adverse loss experience related to policies written during the 2000 to 2002 years. In 2006, such experience
related to policies written during the 1997 to 2003 years. The additional provisions in 2006 and 2007 did not result
from specific changes in the Company s key assumptions used to estimate the reserves since the preceding period end.
Rather, they resulted from the Company s application of the same estimating processes it has historically utilized to

emerging experience data, including premium, loss and expense information, and the impact of these factors on

inception-to-date experience. In each period, the Company makes its best estimate of reserves based on all of the
information available to it at that time, which necessarily takes into account new experience emerging during the

period. See Critical Accounting Policies and Estimates

Future Policy Benefits and Unpaid Claims and Claim

Expenses inPartIl, Item 7 Management s Discussion and Analysis of Financial Condition and Results of Operations.

The effects of the accretion and accrual, as applicable, of discount to reflect the time value of money have been

removed from the amounts set forth in the loss development table which follows in order to present the gross loss
development, net of reinsurance. During 2008, 2007 and 2006, $41.5 million, $25.2 million and $29.4 million,
respectively, of discount was accreted, and $143.6 million, $92.4 million and $84.8 million, respectively, of discount
was accrued. The effects of accretions and accruals of discount are not reflected for these or any of the other years

shown in the following table.

The loss development table below illustrates the development of reserves and is net of reinsurance.

1998

et

$ 422,159

40,815
74,571
33,429
78,981
114,295
154,101

196,599
230,025

1999

2000

2001

$ 434,512 $ 444,061 $ 638,189

40,660
4,020
54,846
94,899
139,949
187,952

223,920
266,415

(29,990)
26,398
71,938

123,330

178,852

221,817

270,792
304,964

61,954
112,639
169,890
231,870
283,783
341,035

382,757

2002

57,235
118,685
187,303
247,487
311,350

361,095

December 31,
2003

2004

(dollars in thousands)

$ 680,835 $ 744,760 $

64,170
134,981
198,133
266,834

323,461

853,515

81,847
149,983
220,440

283,820

2005

$1,011,699

92,760
175,852

241,235

2006

$1,175,979

90,963

163,149

2007

$1,341,764 $

77,170
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269,892 298,579

299,284

410,875 424,187 442,624 636,123 678,535 766,886 908,162 1,072,990 1,198,719 1,366,919
404,559 420,419 442807 634,576 714,303 838,458 1,007,198 1,122,567 1,264,493

401,475 417,868 446,948 678,009 790,941 939,254 1,057,913 1,192,300

396,403 423,425 502,140 754,717 881,073 991,103 1,120,868

399,311 466,975 568,993 832,968 933,259 1,036,718

437,913 522,592 636,007 878,948 975,524

488,849 582,364 670,762 914,362

546,607 611,869 696,812

576,623 633,617

590,437

i) $(168,278) $(199,105) $(252,751) $(276,173) $(294,689) $ (291,958) $ (267,353) $ (180,601) $ (88,514) $ (25,155)

(1) Full years 2000
through 2008
include the
results from the
Company s
discontinued
non-core
property
catastrophe
reinsurance
business. See

Other
Transactions
and Note R to
the
Consolidated
Financial
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Statements.
The Reserve for unpaid claims and claim expenses, net of reinsurance line in the table above shows the estimated
reserve for unpaid claims and claim expenses recorded at the end of each of the periods indicated. These net liabilities
represent the estimated amount of losses and expenses for claims arising in the current year and all prior years that are
unpaid at the end of each period. The Cumulative amount of liability paid lines of the table represent the cumulative
amounts paid with respect to the liability previously recorded as of the end of each succeeding period. The Liability
reestimated lines of the table show the reestimated amount relating to the previously recorded liability and is based
upon experience as of the end of each succeeding period. This estimate may be either increased or decreased as
additional information about the frequency and severity of claims for each succeeding period becomes available and is
reviewed. The Company periodically reviews the estimated reserves for claims and claim expenses and any changes
are reflected currently in earnings for each period. See Critical Accounting Policies and Estimates Future Policy
Benefits and Unpaid Claims and
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Claim Expenses in PartII, Item 7 Management s Discussion and Analysis of Financial Condition and Results of
Operations. The Cumulative deficiency line in the table represents the aggregate change in the net estimated claim
reserve liabilities from the dates indicated through December 31, 2008.

The table below is gross of reinsurance and illustrates the effects of the accretion and accrual of discount, as
applicable, to reflect the time value of money that was removed from the amounts set forth in the loss development
table above.

December 31,
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
(dollars in thousands)
yaid

1ce $ 422,159 § 434512 $ 444,061 $ 638,189 § 680,835 $ 744,760 $ 853,515 $1,011,699 $1,175979 $1,341,76
164,825 179,180 206,704 92,828 95,709 93,030 104,266 103,014 105,287 113,01

t for
oney 180,770 192,220 203,710 224,241 241,688 265,100 311,833 368,234 423,604 490,80

and
ance

406,214 421,472 447,055 506,776 534,856 572,690 645,948 746,479 857,662 963,97
paid

of
- of

008 703,760 762,849 845,521 924,415 947,331 945,188 966,243 976,221 980,538 997,63

ulative
s of
(297,546) (341,377) (398,466) (417,639) (412,475) (372,498) (320,295) (229,742) (122,876) (33,65

f
ange in

129,268 142,272 145,715 141,466 117,786 80,540 52,942 49,141 34,362 8,50

iciency,
9

ce D $(168,278) $(199,105) $(252,751) $(276,173) $(294,689) $(291,958) $(267,353) $ (180,601) $ (88,514) $ (25,15
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(1) Full years 2000

through 2008

include the

results from the

Company s

discontinued

non-core

property

catastrophe

reinsurance

business. See

Other

Transactions

and Note R to

the

Consolidated

Financial

Statements.
The excess workers compensation insurance reserves carried in the Consolidated Financial Statements are calculated
in accordance with GAAP and, net of reinsurance, are approximately $265.0 million less than those reported by the
Company for statutory financial statement purposes at December 31, 2008. This difference is primarily due to the use
of different discount factors as between GAAP and statutory accounting principles and differences in the bases against
which such discount factors are applied. See Critical Accounting Policies and Estimates Future Policy Benefits and
Unpaid Claims and Claim Expenses in Part II, Item 7 Management s Discussion and Analysis of Financial Condition
and Results of Operations and Note A to the Consolidated Financial Statements for certain additional information
regarding reserve assumptions under GAAP.
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Competition

The financial services industry is highly competitive. The Company competes with numerous other insurance and
financial services companies both in connection with sales of insurance and asset accumulation products and
integrated disability and absence management services and in acquiring blocks of business and companies. Many of
these organizations have substantially greater asset bases, higher ratings from ratings agencies, larger and more
diversified portfolios of insurance products and larger sales operations. Competition in asset accumulation product
markets is also encountered from banks, securities brokerage firms and other financial intermediaries marketing
alternative savings products, such as mutual funds, traditional bank investment products and retirement funding
alternatives.

The Company believes that its reputation in the marketplace, quality of service and unique programs which integrate
employee benefit products and absence management services have enabled it to compete effectively for new business
in its targeted markets. The Company reacts to changes in the marketplace generally by focusing on products believed
to provide adequate margins and attempting to avoid those with low margins. The Company believes that its smaller
size, relative to some of its competitors, enables it to more easily tailor its products to the demands of customers.
Regulation

The Company s insurance subsidiaries are regulated by state insurance authorities in the states in which they are
domiciled and the states in which they conduct business. These regulations, among other things, limit the amount of
dividends and other payments that can be made by the Company s insurance subsidiaries without prior regulatory
approval and impose restrictions on the amount and type of investments these subsidiaries may have. These
regulations also affect many other aspects of the Company s insurance subsidiaries business, including, for example,
risk-based capital ( RBC ) requirements, various reserve requirements, the terms, conditions and manner of sale and
marketing of insurance products, claims-handling practices and the form and content of required financial statements.
These regulations are intended to protect policyholders rather than investors. The Company s insurance subsidiaries are
required under these regulations to file detailed annual financial reports with the supervisory agencies in the various
states in which they do business, and their business and accounts are subject to examination at any time by these
agencies. To date, no examinations have produced any significant adverse findings or adjustments. The ability of the
Company s insurance subsidiaries to continue to conduct their businesses is dependent upon the maintenance of their
licenses in these various states.

From time to time, increased scrutiny has been placed upon the insurance regulatory framework, and a number of state
legislatures have considered or enacted legislative measures that alter, and in many cases increase, state authority to
regulate insurance companies. In addition to legislative initiatives of this type, the National Association of Insurance
Commissioners (the NAIC ) and insurance regulators are continuously involved in a process of reexamining existing
laws and regulations and their application to insurance companies.

Furthermore, while the federal government generally does not directly regulate the insurance business, federal
legislation and administrative policies in a number of areas, such as employee benefits regulation, age, sex and
disability-based discrimination, securities and financial services regulation and federal taxation, can significantly
affect the insurance business. In January 2009, the Securities and Exchange Commission ( SEC ) adopted Rule 151A
under the Securities Act of 1933, which, beginning in January 2011, would require indexed SPDA s of the type
presently marketed by the Company (see Asset Accumulation Products ) to be registered as securities under the
Securities Act and be sold exclusively through federally registered broker-dealers. Two lawsuits have been filed in
federal court challenging the SEC s authority to adopt this rule, but it is not possible to predict the outcome of these
lawsuits. Substantially all of the Company s distribution network for its indexed SPDA s consists of insurance agents
rather than registered broker-dealers. Accordingly, unless one of these lawsuits were to prevail, the Company would
be required to establish an alternative distribution network for these products, and there can be no assurance that the
Company will be successful in doing so. It is not possible to predict the future impact of changing regulation on the
operations of the Company and its insurance subsidiaries.

The NAIC s RBC requirements for insurance companies take into account asset risks, insurance risks, interest rate
risks and other relevant risks with respect to the insurer s business and specify varying degrees of regulatory action to
occur to the extent that an insurer does not meet the specified RBC thresholds, with increasing degrees of regulatory
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scrutiny or intervention provided for companies in categories of lesser RBC compliance. The Company believes that
its insurance subsidiaries are adequately capitalized under the RBC requirements and that the thresholds will not have
any significant regulatory effect on the Company. However, were the insurance subsidiaries RBC positions to

materially decline in the
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future, the insurance subsidiaries continued ability to pay dividends and the degree of regulatory supervision or
control to which they are subjected may be affected.

The Company s insurance subsidiaries can also be required, under solvency or guaranty laws of most states in which
they do business, to pay assessments to fund policyholder losses or liabilities of insurance companies that become
insolvent. These assessments may be deferred or forgiven under most solvency or guaranty laws if they would
threaten an insurer s financial strength and, in most instances, may be offset against future state premium taxes. SNCC
did not recognize any expense in 2008, 2007 or 2006 for these types of assessments. None of the Company s life
insurance subsidiaries has ever incurred any significant costs of this nature.

Employees

The Company and its subsidiaries employed approximately 1,700 persons at December 31, 2008. The Company
believes that it enjoys good relations with its employees.

Other Subsidiaries

The Company conducts certain of its investment management activities through its wholly-owned subsidiary, Delphi
Capital Management, Inc. ( DCM ), and makes certain investments through other wholly-owned non-insurance
subsidiaries.

Other Transactions

During the fourth quarter of 2005, the Company decided to exit its non-core property catastrophe reinsurance
business, due to the volatility associated with such business and other strategic considerations, and has not thereafter
entered into or renewed any assumed property reinsurance contracts. A substantial majority of these reinsurance
contracts expired on or before December 31, 2005 and all of the remaining contracts expired during the third quarter
of 2006; however, the Company remains liable for certain risks assumed under such contracts prior to their expiration.
The Company has classified the operating results of this business as discontinued operations. See Note R to the
Consolidated Financial Statements. For the years ended December 31, 2008 and 2007, the effect of this line of
business on the Company s results of operations was not material. For the year ended December 31, 2006, the
Company recognized premium income of $1.2 million and incurred losses of $5.8 million from this line of business,
resulting in operating losses of $2.9 million net of an income tax benefit of $1.6 million. The remaining assets and
liabilities related to the property catastrophe reinsurance business are not material to the Company s consolidated
financial position.

On October 25, 2006, the Company entered into an Amended and Restated Credit Agreement with Bank of America,
N.A. as administrative agent and a group of major banking institutions (the Amended Credit Agreement ). The
Amended Credit Agreement amended and restated the Company s $200 million revolving credit facility dated as of
May 26, 2005. The Amended Credit Agreement provides for a revolving credit facility in an amount of $250 million
with a maturity date of October 25, 2011. On November 8, 2007, the amount of such facility was increased to the
amount of $350 million, and certain financial institutions were added as new lenders, pursuant to a supplement to the
Amended Credit Agreement. The Company had outstanding borrowings of $207.0 million, $74.0 million and

$120.0 million at December 31, 2008, 2007 and 2006, respectively, under the Amended Credit Agreement. Interest on
borrowings under the Amended Credit Agreement is payable, at the Company s election, either at a floating rate based
on LIBOR plus a specified margin which varies depending on the level of the specified rating agencies ratings of the
Company s senior unsecured debt, as in effect from time to time, or at Bank of America s prime rate. Certain
commitment and utilization fees are also payable under the Amended Credit Agreement. The Amended Credit
Agreement contains various financial and other affirmative and negative covenants, along with various representations
and warranties, considered ordinary for this type of credit agreement. The covenants include, among others, a
maximum Company consolidated debt to capital ratio, a minimum Company consolidated net worth, minimum
statutory risk-based capital requirements for RSLIC and SNCC, and certain limitations on investments and subsidiary
indebtedness. As of December 31, 2008, the Company was in compliance in all material respects with the financial
and various other affirmative and negative covenants in the Amended Credit Agreement.

On March 27, 2007, Delphi Funding, L.L.C. ( Delphi Funding ) redeemed the remaining $36.0 million of the total
$100.0 million liquidation amount of 9.31% Capital Securities, Series A (the Capital Securities ) concurrently with the
redemption by the Company of the underlying $37.1 million principal amount of 9.31% junior subordinated deferrable
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interest debentures, Series A, due 2027 (the Junior Debentures ) held by Delphi Funding. The redemption price was
$1,046.55 per Capital Security plus accrued dividends. As a result, the $103.1 million principal amount of the Junior
-18-
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Debentures ceased to be outstanding and dividends on the Junior Debentures ceased to accrue. The Company
recognized a pre-tax loss of $2.2 million in the first quarter of 2007 as a result of the redemption. The Company
utilized borrowings under the Amended Credit Agreement and cash on hand to fund such redemption. See Note H to
the Consolidated Financial Statements.
On May 23, 2007, the Company completed the issuance of $175.0 million aggregate principal amount of
fixed-to-floating rate junior subordinated debentures (the 2007 Junior Debentures ), pursuant to an effective
registration statement. The 2007 Junior Debentures bear interest at a fixed rate of 7.376%, payable quarterly in arrears
until May 15, 2017, at which time the interest rate changes to a variable rate equal to LIBOR for three-month U.S.
dollar deposits plus 3.19%, payable quarterly in arrears. The 2007 Junior Debentures were issued in denominations of
$25 and multiples of $25 and are listed on the New York Stock Exchange under the symbol DFP. The 2007 Junior
Debentures will become due on May 15, 2037, the scheduled maturity date, but only to the extent that the Company
has received sufficient net proceeds from the sale of certain qualifying capital securities, as defined in the indenture
governing the 2007 Junior Debentures. The Company will be required to use its commercially reasonable efforts,
subject to certain market disruption events, to sell a sufficient amount of qualifying securities to permit repayment of
the 2007 Junior Debentures in full on the scheduled maturity date or as soon thereafter as possible. Any remaining
outstanding principal amount will be due on May 1, 2067, the final maturity date. Subject to certain exceptions and
limitations, the Company may elect, on one or more occasions, to defer payment of interest on the 2007 Junior
Debentures. The Company will not be required to settle deferred interest until it has deferred interest for five
consecutive years or, if earlier, has made a payment of current interest during a deferral period. The Company may
defer interest for a period of up to ten consecutive years without giving rise to an event of default. During any such
deferral period, additional interest would accrue on the deferred interest at the same rate as on the 2007 Junior
Debentures and the Company would not be permitted to, among other things, pay dividends on or make certain
repurchases of its common stock. The Company may elect to redeem any or all of the 2007 Junior Debentures at any
time, subject to compliance with a replacement capital covenant (the Replacement Capital Covenant ) for the benefit of
holders of one or more designated series of the Company s indebtedness (which is currently the 8.00% Senior Notes
due 2033). Under the terms of the Replacement Capital Covenant, neither the Company nor any of its subsidiaries will
repay, redeem, defease or purchase the debentures before May 15, 2033, unless, subject to certain limitations, it has
received qualifying proceeds from the sale of replacement capital securities, as defined. In the case of a redemption
before May 15, 2017, the redemption price will be equal to the greater of 100% of the principal amount of the 2007
Junior Debentures being redeemed and the applicable make-whole amount, in each case plus any accrued and unpaid
interest. In the case of a redemption on or after May 15, 2017, the redemption price will be equal to 100% of the
principal amount of the debentures being redeemed plus any accrued and unpaid interest. The proceeds from this
issuance were used primarily to repay the then outstanding borrowings under the Amended Credit Agreement and for
other general corporate purposes. See Note I to the Consolidated Financial Statements.
On August 15, 2008, Delphi Financial Statutory Trust I (the Trust ) redeemed the $20.0 million liquidation amount of
Floating Rate Capital Securities (the 2003 Capital Securities ) in their entirety concurrently with the redemption by the
Company of the underlying $20.6 million principal amount of floating rate junior subordinated deferrable interest
debentures, due 2033 (the 2003 Junior Debentures ) held by the Trust. The redemption price was $1,000.00 per 2003
Capital Security plus accrued dividends. As a result, the $20.6 million principal amount of the 2003 Junior Debentures
ceased to be outstanding and interest on the 2003 Junior Debentures ceased to accrue. The Company recognized a
pre-tax loss of $0.6 million in the third quarter of 2008 as a result of the redemption. The Company utilized
borrowings under its Amended Credit Agreement and cash on hand to fund such redemption. The weighted average
interest rates on the 2003 Junior Debentures were 7.36%, 9.45% and 9.15% for the years ended December 31, 2008,
2007 and 2006, respectively. See Note H to the Consolidated Financial Statements.
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Item 1A. Risk Factors.
The Company s business faces various risks and uncertainties, which include those discussed below and elsewhere in
this document. These risks and uncertainties could have a material adverse effect on the Company s results of
operations, liquidity and financial condition. However, these risks and uncertainties are not necessarily the only ones
the Company faces. Other risks and uncertainties of which the Company is not presently aware, or that it does not now
believe are significant, may adversely impact its business or the trading price of its securities. Investing in the
Company s securities involves risk and the following risk factors, together with the other information contained in this
report and the other reports and documents filed by the Company with the Securities and Exchange Commission,
should be considered carefully.

The current financial crisis has resulted in highly adverse conditions in the capital markets.
Markets in the United States and elsewhere have been experiencing extreme volatility and disruption, due in part to
the extraordinary stresses affecting the banking system, the housing market and the financial markets generally, which
accelerated significantly in the second half of 2008. These conditions have also exerted significant downward pressure
on global stock prices, including the Company s stock price, and reduced access to the capital markets for certain
issuers. As a result, the market for virtually all fixed income instruments other than U.S. government-backed securities
has experienced substantially increased credit spreads and decreased liquidity, and many of such instruments have
experienced credit downgrade events and increased probability of credit loss. Further discussions of the impact of
these conditions on the Company s investment portfolio in 2008, and of certain of the potential future impacts of these
conditions, are contained in the following risk factors and elsewhere in this report.
The U.S. federal government has taken, and may continue to take, initiatives intended to alleviate the crisis. However,
such initiatives may fail to stabilize the financial markets and may also have other unintended consequences, including
material effects on interest rates and inflation, which could materially adversely affect the Company s results of
operations, liquidity and financial condition.

The current recession in the United States economy could adversely affect the Company s ability to achieve
premium growth, as well as its claims experience.
The United States and global economies are presently experiencing a recession that is particularly severe in terms of
its magnitude and anticipated duration. The Company s insurance products are marketed substantially entirely in the
United States. Because the customer base for Company s group employee benefit products consists primarily of
employers and employer associations and the premiums for these products are a function of, among other things,
employee headcount and wage levels for covered employees, the Company s ability to achieve growth in the premiums
for these products may be adversely affected by the downward pressure on employment and wage levels in the current
recession. In addition, these economic conditions may give rise to a higher incidence of claims on the Company s
insurance products; in particular, its disability products. As a result, the Company s results of operations, in addition to
its liquidity and financial condition, may be materially adversely affected.

Reserves established for future policy benefits and claims may prove inadequate.
The Company s reserves for future policy benefits and unpaid claims and claim expenses are estimates that entail
various assumptions and judgments. See Critical Accounting Policies and Estimates Future Policy Benefits and
Unpaid Claims and Claim Expenses in Part II, Item 7 - Management s Discussion and Analysis of Financial Condition
and Results of Operations for a description of the most significant assumptions used in the estimation process. These
estimates are subject to variability, since the factors and events affecting the ultimate liability for claims have not all
taken place, and thus cannot be evaluated with certainty. Moreover, under the Company s actuarial methodologies,
these estimates are subject to reevaluation based on developing trends with respect to the Company s loss experience.
Such trends may emerge over longer periods of time, and changes in such trends cannot necessarily be identified or
predicted at any given time by reference to current claims experience, whether favorable or unfavorable. If the
Company s actual claims experience from its current or discontinued products is less favorable than the Company s
assumptions or estimates, the Company s reserves could be inadequate. In such event, the Company s results of
operations, in addition to its liquidity and financial condition, could be materially adversely affected.
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The Company may be adversely affected by declines in the market values of its investments.

The market values of the Company s investments vary depending on economic and market conditions, including
among other things, credit spreads and interest rates, and such values can decline as a result of changes in such
conditions. Increasing interest rates or a widening in the spread between interest yields available on U.S.
government-backed securities and other types of fixed maturity securities, such as corporate and municipal fixed
maturity securities and non-agency mortgage-backed securities, will typically have an adverse impact on the market
values of a substantial portion of the fixed maturity securities in the Company s investment portfolio. If interest rates
decline, the Company generally achieves a lower overall rate of return on investments of cash generated from the
Company s operations. In addition, in the event that investments are called or mature in a declining interest rate
environment, the Company may be unable to reinvest the proceeds in securities with comparable interest rates. The
Company may also in the future be required to, or determine to, sell certain investments, whether to meet contractual
obligations to its policyholders or otherwise, at a price and a time when the market value of such investments is less
than the book value of such investments, resulting in losses to the Company. In addition, the Company is exposed to
interest rate and market risks associated with the investments of its pension plans. Sustained declines in long-term
interest rates or equity returns are likely to have a negative effect on the funded status of these plans.
Declines in the fair value of investments below the Company s amortized cost that are considered in the judgment of
management to be other than temporary are reported as realized investment losses in the income statement. See

Critical Accounting Policies and Estimates Investments in Part II, [tem 7 Management s Discussion and Analysis of
Financial Condition and Results of Operations, for a description of management s evaluation process in this regard.
Declines that are considered to be temporary are included as a component of accumulated other comprehensive
income or loss, net of the related income tax benefit and adjustment to cost of business acquired, on the Company s
balance sheet. In 2008, the Company experienced significantly increased levels of losses from declines in security
values that it determined to be other than temporary and current market conditions discussed above have substantially
increased the likelihood of additional future losses of this type, which losses may be significant. See Introduction ,

Results of Operations 2008 Compared to 2007 and Liquidity and Capital Resources Investments in Part II, Item 7 -
Management s Discussion and Analysis of Financial Condition and Results of Operations.
In addition, although the Company has reduced the level of its investments in investment funds organized as limited
partnerships and limited liability companies, hybrid financial instruments whose return is based upon the return of
similar types of limited partnerships and limited liability companies and trading account securities, due to their
significant losses in value during 2008, the Company continues to maintain a substantial level of investments of this
type. Investments in such limited partnerships and limited liability companies are reflected in the Company s financial
statements under the equity method, and such hybrid financial instruments and trading account securities are carried in
the financial statements at fair value. The total carrying value of such investments, at December 31, 2008, was
$330.4 million. In all of these cases, positive or negative changes in the value of these investments are included in the
Company s net investment income. Thus, the Company s results of operations, in addition to its liquidity and financial
condition, could be materially adversely affected if these investments were to continue to experience losses in their
values.

The Company s investment strategy exposes the Company to default and other risks.

The management of the Company s investment portfolio is an important component of the Company s profitability
since a substantial portion of the Company s operating income is generated from the difference between the yield
achieved on invested assets and, in the case of asset accumulation products, the interest credited on policyholder funds
and, in the case of the Company s other products for which reserves are discounted, the discount rate used to calculate
the related reserves. See Liquidity and Capital Resources Investments in Part II, Item 7 Management s Discussion and
Analysis of Financial Condition and Results of Operations, for a description of the Company s investment portfolio
and strategy.
The Company is subject to the risk of, among other things, defaults on principal and interest payments under the
corporate and municipal fixed maturity securities and mortgage loans in the Company s investment portfolio. The
current recession in the United States and in the global economy or any of the various other factors that affect
corporate, municipal and governmental issuers abilities to pay or, in the case of structured securities such as
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mortgage-backed securities, the performance and value of the underlying collateral, could result in defaults and, as a
result, losses on such investments. Because the Company s investments consist primarily of fixed maturity securities,
mortgage loans and short-term investments, such defaults could materially adversely affect the Company s results of
operations, liquidity and financial condition. The Company continually monitors its investment portfolio and attempts
to ensure that the risks associated with concentrations of investments in either a particular sector of the market or a
single entity are limited; however, there can be no assurance that such efforts will be successful.
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The Company maintains an investment program in which it participates in a diversified portfolio of private placement
corporate loans, mortgage loans, interests in limited partnerships and limited liability companies and equity securities
managed on its behalf by an independent investment manager, D.B. Zwirn & Co., L.P. ( Zwirn ). The total carrying
value of such portfolio, at December 31, 2008, was $191.9 million. Due to certain alleged accounting irregularities
relating to investment funds managed by Zwirn and the resulting high levels of investor withdrawals from such funds,
the investments of these funds and of the related portfolio managed by Zwirn on the Company s behalf have been
placed into liquidation. In light of the limited liquidity of the investments in this portfolio, which has been exacerbated
by the current financial crisis discussed above, the period over which the Company will realize the proceeds of such
liquidation is likely to extend over a period of years. The Company may ultimately experience losses with respect to
certain of such investments, which losses could be significant and could materially adversely affect the Company s
results of operations, liquidity and financial condition.

The Company is exposed to interest rate risks.

Because the Company s primary assets and liabilities are financial in nature, the Company s consolidated financial
position and earnings are subject to risks resulting from changes in interest rates. The Company seeks to manage this
risk through active portfolio management focusing on minimizing its exposure to fluctuations in interest rates by
matching its invested assets and related liabilities and by periodically adjusting the crediting rates on its annuity
products. See Liquidity and Capital Resources  Asset/Liability Management and Market Risk in Part II, Item 7 -
Management s Discussion and Analysis of Financial Condition and Results of Operations. The profitability of group
employee benefit products for which the reserves are discounted is also affected by the difference between the yield
achieved on invested assets and the discount rate used to calculate the related reserves. The Company manages this

risk by seeking to adjust the prices charged for these products. There can be no assurance that the Company s efforts to
manage these risks will be successful.

The Company s ability to reduce its exposure to risks depends on the availability and cost of reinsurance.
The Company transfers its exposure to some risks through reinsurance ceded arrangements with other insurance and
reinsurance companies. Under the Company s reinsurance ceded arrangements, another insurer assumes a specified
portion of the Company s risks under certain of its insurance policies in exchange for a specified portion of the
premiums received by the Company under such policies. At December 31, 2008 and 2007, the Company had
reinsurance receivables of $376.7 million and $402.8 million, respectively. The availability, amount, cost and terms of
reinsurance varies significantly based on market conditions. Any decrease in the amount of the Company s reinsurance
ceded will increase the Company s risk of loss and premium income, and any increase in the cost of such reinsurance
will, absent a decrease in the reinsurance amount, reduce the Company s premium income. Furthermore, the Company
is subject to credit risk with respect to reinsurance ceded. The Company s reinsurance ceded arrangements generally
consist of indemnity reinsurance transactions in which the Company is liable for the transferred risks whether or not
the reinsurers meet their financial obligations to the Company. Any failures on the part of such reinsurers to meet such
obligations could materially affect the Company s results of operations, in addition to its liquidity and financial
condition.

Since the terrorist events of September 11, 2001, due to various factors, higher prices and less favorable terms and
conditions have been offered in the reinsurance market. These market conditions are reflected in the terms of the
reinsurance arrangements in effect for the Company s excess workers compensation and long-term disability products.
See Liquidity and Capital Resources Reinsurance in PartIl, Item 7 Management s Discussion and Analysis of
Financial Condition and Results of Operations. In the future, the Company s reinsurers may seek price increases or
other unfavorable modifications to the terms, conditions or amounts of their reinsurance coverages, although the
extent of any such actions cannot currently be predicted. In recent years, there has been significantly reduced
availability of reinsurance covering risks such as terrorist and catastrophic events, and the Company has not been able
to obtain such coverages on acceptable terms. There can be no assurance that the Company will be able to do so in the
future. The absence of these coverages would result in the Company bearing a higher portion of losses from such
events if they occur. However, under the Terrorism Act, the federal government will pay 85% of the Company s
covered losses through 2014, relating to acts of domestic and international terrorism from certain property and
casualty products directly written by SNCC above the Company s annual deductible. See Group Employee Benefit

39



Edgar Filing: DELPHI FINANCIAL GROUP INC/DE - Form 10-K

Products inItem 1 Business. The occurrence of a significant terrorist or catastrophic event could have a material
adverse effect on the Company s results of operations, in addition to its liquidity and financial condition.
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The insurance business is a heavily regulated industry.
The Company s insurance subsidiaries, like other insurance companies, are highly regulated by state insurance
authorities in the states in which they are domiciled and the other states in which they conduct business. Such
regulations, among other things, limit the amount of dividends and other payments that can be made by such
subsidiaries without prior regulatory approval and impose restrictions on the amount and type of investments such
subsidiaries may have. These regulations also affect many other aspects of the Company s insurance subsidiaries
businesses, including, for example, RBC requirements, various reserve requirements, the terms, conditions and
manner of sale and marketing of insurance products, claims-handling practices and the form and content of required
financial statements. These regulations are intended to protect policyholders rather than investors. The ability of the
Company s insurance subsidiaries to continue to conduct their businesses is dependent upon the maintenance of their
licenses in these various states.
From time to time, increased scrutiny has been placed upon the insurance regulatory framework, and a number of state
legislatures have considered or enacted legislative measures that alter, and in many cases increase, state authority to
regulate insurance companies. In addition to legislative initiatives of this type, the NAIC and insurance regulators are
continuously involved in a process of reexamining existing laws and regulations and their application to insurance
companies. Furthermore, while the federal government generally does not directly regulate the insurance business,
federal legislation and administrative policies (and court interpretations thereof) in a number of areas, such as
employee benefits regulation, age, sex and disability-based discrimination, securities and financial services regulation
and federal taxation, can significantly affect the insurance business. It is not possible to predict the future impact of
changing regulation on the operations of the Company and those of its insurance subsidiaries.
The Company s insurance subsidiaries can also be required, under solvency or guaranty laws of most states in which
they do business, to pay assessments to fund policyholder losses or liabilities of insurance companies that become
insolvent.

The Company s financial position and results of operations may be adversely impacted by changes in
accounting rules and in the interpretations of such rules.
The Company s financial position and results of operations are reported in accordance with GAAP, in the case of the
Company, and in accordance with statutory accounting principles, in the case of the statutory financial statements of
its insurance subsidiaries. Changes in the applicable GAAP or statutory accounting rules, or in the interpretations of
such rules, may adversely affect the Company s and such subsidiaries reported financial positions and results of
operations.

The financial services industry is highly competitive.
The Company competes with numerous other insurance and financial services companies. Many of these
organizations have substantially greater assets, higher ratings from rating agencies, larger and more diversified
portfolios of insurance products and larger agency sales operations than the Company. Competition in asset
accumulation product markets is also encountered from banks, securities brokerage firms and other financial
intermediaries marketing alternative savings products, such as mutual funds, traditional bank investments and
retirement funding alternatives.

The Company may be adversely impacted by a decline in the ratings of its insurance subsidiaries or its own
credit ratings.
Ratings with respect to claims-paying ability and financial strength have become an increasingly important factor
impacting the competitive position of insurance companies. The financial strength ratings of RSLIC as of
February 2009 as assigned by A.M. Best, Fitch, Moody s and Standard & Poor s were A (Excellent), A (Strong), A3
(Good) and A (Strong), respectively. The financial strength ratings of SNCC as of February 2009 as assigned by A.M.
Best, Fitch, Moody s and Standard & Poor s were A (Excellent), A (Strong), A3 (Good) and A (Strong), respectively.
These ratings are significantly influenced by the RBC ratios and levels of statutory capital and surplus of these
subsidiaries. In addition, these rating agencies may implement changes to their internal models that have the effect of
increasing or decreasing the amount of capital these subsidiaries must hold in order to maintain these ratings. Each of
the rating agencies reviews its ratings of companies periodically and there can be no assurance that current ratings will
be maintained in the future. In October 2008, Standard & Poor s revised the outlook on its ratings relating to RSLIC
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and SNCC, as well as the Company, to negative from stable. In December 2008, A.M. Best revised the outlook on its
ratings relating to RSLIC and SNCC, as well as the Company, to negative from stable. Claims-paying and financial
strength ratings relating to the Company s insurance subsidiaries are based upon factors relevant to the policyholders
of such subsidiaries and are not directed toward protection of investors in the Company. Downgrades in the ratings of
the Company s insurance subsidiaries could adversely affect sales of their products, increase policyholder withdrawals
and could have a material adverse effect on the results of the Company s operations. In addition, downgrades in the

Company s credit ratings, which are based on factors
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similar to those considered by the rating agencies in their evaluations of its insurance subsidiaries, could materially
adversely affect its ability to access the capital markets and could increase the cost of its borrowings under the
Amended Credit Agreement. The Company s senior unsecured debt ratings as of February 2009 from A.M. Best, Fitch,
Moody s and Standard & Poor s were bbb, BBB, Baa3 and BBB+, respectively. The ratings for the Company s 2007
Junior Debentures as of February 2009 from A.M. Best, Fitch, Moody s and Standard & Poor s were bb+, BBB-, Bal
and BBB-, respectively. The ratings for RSLIC s funding agreements as of February 2009 from A.M. Best, Moody s
and Standard & Poor s were a, A3, and A, respectively.

Robert Rosenkranz has the power to vote all of Delphi s Class B Common Stock, and his interests may differ
from those of other Delphi securityholders.
Each share of Delphi s Class A Common Stock entitles the holder to one vote per share and each share of Delphi s
Class B Common Stock entitles the holder to a number of votes per share equal to the lesser of (1) the number of votes
such that the aggregate of all outstanding shares of Class B Common Stock will be entitled to cast 49.9% of all of the
votes represented by the aggregate of all outstanding shares of Class A Common Stock and Class B Common Stock or
(2) ten votes. Each share of Class B Common Stock is convertible at any time into one share of Class A Common
Stock. The holders of the Class A Common Stock vote as a separate class to elect one director of Delphi. As of
February 13, 2009, Mr. Robert Rosenkranz, Delphi s Chairman and Chief Executive Officer, by means of beneficial
ownership of the general partner of Rosenkranz & Company, L.P. and direct or beneficial ownership, had the power to
vote all of the outstanding shares of Class B Common Stock, which as of such date represented 49.9% of the
aggregate voting power of the Common Stock. Mr. Rosenkranz also beneficially owned or had the power to vote
321,172 shares of Class A Common Stock on such date. Holders of a majority of the aggregate voting power of our
Class A Common Stock and Class B Common Stock have the power to elect all of the members of our Board of
Directors (other than a single director separately elected by the holders of Class A Common Stock) and to determine
the outcome of fundamental corporate transactions, including mergers and acquisitions, consolidations and sales of all
or substantially all of our assets. Mr. Rosenkranz is party to an agreement with Delphi not to vote or cause to be voted
certain shares of Class A or Class B Common Stock, as applicable, if and to the extent that such shares would cause
him and Rosenkranz & Company, L.P., collectively, to have more than 49.9% of the combined voting power of
Delphi s stockholders. The Company is a party to consulting and other arrangements with certain affiliates of
Mr. Rosenkranz under which various fees are paid to such affiliates, and which are expected to continue in accordance
with their terms. As such, his interests may differ from those of other securityholders of Delphi.
Item 1B. Unresolved Staff Comments.
None.
Item 2. Properties
The Company leases its principal executive office at 1105 North Market Street, Suite 1230, Wilmington, Delaware
under an operating lease expiring in October 2009. RSLIC leases its administrative office at 2001 Market Street,
Suite 1500, Philadelphia, Pennsylvania, under an operating lease expiring in December 2015. SNCC owns its home
office building at 1832 Schuetz Road, St. Louis, Missouri, which consists of approximately 140,000 square feet.
SNCC also owns land located at 1832 Schuetz Road, St. Louis, Missouri as well as its former home office building at
2043 Woodland Parkway, Suite 200, St. Louis, Missouri, which consists of approximately 58,000 square feet. DCM
and FRSLIC leases its administrative office at 590 Madison Avenue, New York, New York on the 29t and 30t floors
under an operating lease expiring in November 2016. Matrix leases its principal office at 5225 Hellyer Avenue,
Suite 210, San Jose, California under an operating lease expiring in December 2010. The Company also maintains
sales and administrative offices throughout the country to provide nationwide sales support and service existing
business. The Company believes that its properties and facilitates are suitable and adequate for current operations.
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Item 3. Legal Proceedings
A putative class action, Moore v. Reliance Standard Life Insurance Company, was filed in the United States District
Court for the Northern District of Mississippi in July 2008 against the Company s subsidiary, RSLIC. The action
challenges RSLIC s ability to pay certain insurance policy benefits through a mechanism commonly known in the
insurance industry as a retained asset account and contains related claims of breach of fiduciary duty and prohibited
transactions under the federal Employee Retirement Income Security Act of 1974. While this action is in its
preliminary stage, the Company believes that it has substantial defenses to this action and intends to defend it
vigorously. Although it is not possible to predict the outcome of any litigation matter with certainty, the Company
does not believe that the ultimate resolution of this action will have a material adverse effect on its financial condition.
In the course of its business, the Company is a party to other litigation and other proceedings, primarily involving its
insurance operations. In some cases, these proceedings entail claims against the Company for punitive damages and
similar types of relief. The ultimate disposition of such pending litigation and proceedings is not expected to have a
material adverse effect on the Company s results of operations, liquidity or financial condition.

25-

44



Edgar Filing: DELPHI FINANCIAL GROUP INC/DE - Form 10-K

Item 4. Submission of Matters to a Vote of Security Holders

None.

Executive Officers of the Company

The table below presents certain information concerning each of the executive officers of the Company:

Name Age Position

Robert Rosenkranz 66 Director of the Company; Chairman of the Board and
Chief Executive Officer of the Company; Chairman of the
Board of RSLIC

Donald A. Sherman 58 Director and President and Chief Operating Officer of the
Company

Robert M. Smith, Jr. 57 Director and Executive Vice President of the Company

Chad W. Coulter 46 Senior Vice President, Secretary and General Counsel of

the Company; Vice President, General Counsel and
Assistant Secretary of RSLIC

Thomas W. Burghart 50 Senior Vice President and Treasurer of the Company and
Senior Vice President and Treasurer of RSLIC
Lawrence E. Daurelle 57 Director of the Company and President and Chief

Executive Officer of RSLIC
Mr. Rosenkranz has served as Chief Executive Officer of the Company since May 1987 and as Chairman of the Board
of Directors of the Company since April 1989. He served as President of the Company from May 1987 to April 2006.
He also serves as Chairman of the Board or as a Director of the Company s principal subsidiaries. Mr. Rosenkranz, by
means of beneficial ownership of the general partner of Rosenkranz & Company, L.P. and direct or beneficial
ownership, has the power to vote all of the outstanding shares of Class B Common Stock, which represent 49.9% of
the aggregate voting power of the Company s common stock as of February 13, 20009.
Mr. Sherman has served as the President and Chief Operating Officer of the Company since April 2006 and has
served as a Director of the Company since August 2002. Mr. Sherman served as Chairman and Chief Executive
Officer of Waterfield Mortgage Company, Inc. ( Waterfield ) since 1999 and as President of Waterfield from 1989 to
1999. Prior to his service at Waterfield, Mr. Sherman served as President of Hyponex Corporation and was previously
a partner in the public accounting firm of Coopers and Lybrand. Mr. Sherman also serves as a Director of the
Company s principal subsidiaries.
Mr. Smith has served as Executive Vice President of the Company and DCM since November 1999 and as a Director
of the Company since January 1995. He has also served as the Chief Investment Officer of RSLIC and FRSLIC since
April 2001. From July 1994 to November 1999, he served as Vice President of the Company and DCM. Mr. Smith
also serves as a Director of the Company s principal subsidiaries.
Mr. Coulter has served as Senior Vice President and General Counsel of the Company since February 2007. He served
as Vice President and General Counsel of the Company from January 1998 to February 2007, and has served as
Secretary of the Company since May 2003. He has served as Vice President, General Counsel and Assistant Secretary
of RSLIC, FRSLIC and RSLIC-Texas since January 1998, and has served as Secretary of the Company since
May 2003. He also served for RSLIC in similar capacities from February 1994 to August 1997, and in various
capacities from January 1991 to February 1994. From August 1997 to December 1997, Mr. Coulter was Vice
President and General Counsel of National Life of Vermont.
Mr. Burghart has served as Senior Vice President and Treasurer of the Company since April 2008 and as Senior Vice
President and Treasurer of RSLIC, FRSLIC and RSLIC-Texas since February 2008. From April 2001 to March 2008,
he served as the Vice President and Treasurer of the Company. He served as Vice President and Treasurer of RSLIC,
FRSLIC and RSLIC-Texas from October 2000 to February 2008. From March 1992 to September 2000, he served as
the Second Vice President of RSLIC.
Mr. Daurelle has served as a Director of the Company since August 2002. He also has served as President and Chief
Executive Officer of RSLIC, FRSLIC and RSLIC-Texas since October 2000. He served as Vice President and
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Treasurer of the Company from August 1998 to April 2001. He also serves on the Board of Directors of RSLIC,
FRSLIC and RSLIC-Texas. From May 1995 to October 2000, Mr. Daurelle was Vice President and Treasurer of
RSLIC, FRSLIC and RSLIC-Texas.
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PART II
Item 5. Market for the Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities.
The closing price of the Company s Class A Common Stock was $14.74 on February 13, 2009. There were
approximately 2,500 holders of record of the Company s Class A Common Stock as of February 13, 2009.
The Company s Class A Common Stock is listed on the New York Stock Exchange under the symbol DFG. The
following table sets forth the high and low sales prices for the Company s Class A Common Stock and the cash
dividends paid per share for the Company s Class A and Class B Common Stock.

High Low Dividends
2007: First Quarter $42.00 $38.07 $0.08
Second Quarter 45.08 39.97 0.09
Third Quarter 47.79 36.60 0.09
Fourth Quarter 43.66 34.70 0.09
2008: First Quarter $35.15 $25.92 $0.09
Second Quarter 30.95 22.26 0.10
Third Quarter 38.50 20.17 0.10
Fourth Quarter 31.00 7.58 0.10

In 2001, the Company s Board of Directors approved the initiation of a quarterly cash dividend payable on the
Company s Class A Common Stock and Class B Common Stock. Since then the Company has paid dividends in each
quarter. During the second quarter of 2008, the Company s Board of Directors increased the cash dividend by 11% to
$0.10 per share. In the first quarter of 2009, the cash dividend declared by the Company s Board of Directors was
$0.10 per share, and will be paid on the Company s Class A Common Stock and Class B Common Stock on March 11,
2009. The continuing declaration and payment of such dividends, including the amount and frequency of such
dividends, is at the discretion of the Board and depends upon many factors, including the Company s consolidated
financial position, liquidity requirements, operating results and such other factors as the Board may deem relevant.
Cash dividend payments are permitted under the respective terms of the Amended Credit Agreement, the 2007 Junior
Debentures and the 2033 Senior Notes.
In addition, dividend payments by the Company s insurance subsidiaries to the Company are subject to certain
regulatory restrictions. See Liquidity and Capital Resources inItem 7 Management s Discussion and Analysis of
Financial Condition and Results of Operations and Regulation in Part, Item 1 Business.
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Performance Graph
In order to assist stockholders in analyzing the performance of Company s cumulative return on Class A Common

Stock, a graph comparing the total return on the Company s Class A Common Stock to the total return on the common
stock of the companies included in the Standard & Poor s 500 Index ( S&P 500 Index ) and the Standard & Poor s 500
Insurance Index ( S&P Insurance Index ) has been provided. The S&P 500 Insurance Index includes companies in the
life/health, multi-line and property-casualty insurance businesses, and insurance brokers. The graph reflects a $100
investment in the Company s Class A Common Stock and the indices reflected therein as of December 31, 2003, and
reflects the value of that investment, assuming the reinvestment of all dividends, on various dates through

December 31, 2008. The historical information set forth below is not necessarily indicative of future performance.

2003 2004 2005 2006 2007 2008
Delphi 100 129 130 173 152 81
S&P 500 Index 100 111 116 134 142 59
S&P Insurance Index 100 107 132 136 127 80
28-
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Item 6. Selected Financial Data

The selected financial data below should be read in conjunction with Item 7 Management s Discussion and Analysis
of Financial Condition and Results of Operations and the Consolidated Financial Statements and related notes.

Income Statement Data(D:
Insurance premiums and fee
income:

Core group employee benefit
products

Non-core group employee benefit

products®
Asset accumulation products
Other

Net investment income®

Net realized investment (losses)
gains®

Loss on redemption of junior
subordinated deferrable interest
debentures )

Total revenue

Income from continuing
operations (©)

Net income ©

Basic Results Per Share@ ©);
Income from continuing
operations

Net income

Weighted average shares
outstanding

Diluted Results Per Share® (6);
Income from continuing
operations

Net income

Weighted average shares
outstanding

Other Data:
Cash dividends paid per share(”)
Diluted book value per share®)

2008

(dollars and shares in thousands, except per share data)

$1,310,007
33,016
1,918
39,949

1,384,890
134,850

(88,177)

(598)

1,430,965

36,683

36,683

$ 0.76
0.76

48,278

$ 0.75
0.75

48,963

$ 0.39
18.41

Year Ended December 31,

2007

$1,227,934

39,658
2,666
33,903

1,304,161
270,547

(1,897)

(2,192)

1,570,619

164,512

164,512

$ 3.27
3.27

50,269

$ 3.19
3.19

51,579

$ 0.35
23.57

2006

$1,081,671

42,455
3,438
29,014

1,156,578
255,871

(858)

1,411,591

145,003

142,068

$ 292
2.86

49,631

$ 2.85
2.79

50,939

$ 0.31
23.70

2005

$ 936,244
24,918
3,220
25,829

990,211
223,569

9,003

1,222,783

126,684

113,334

$ 2.58
2.31

49,008

$ 2.52
2.25

50,267

$ 0.24
20.97

2004

$ 784,990
16,066
3,335
23,686

828,077
202,444

15,460

1,045,981

121,400

123,543

$ 2.53
2.58

47,928

$ 2.46
2.50

49,412

$ 0.20
19.57
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2008

Balance Sheet Data:

Total investments

Total assets

Corporate debt

Junior subordinated
debentures ¥

Junior subordinated
deferrable interest debentures
underlying
company-obligated
mandatorily redeemable
capital securities issued by
unconsolidated subsidiaries
Shareholders equity!®
Corporate debt to total
capitalization ratio (1)

$4,654,923
5,953,873
350,750

175,000

820,579
26.1%

(1) During the
fourth quarter of
2005, the
Company
decided to exit
its non-core
property
catastrophe
reinsurance
business, due to
the volatility
associated with
such business
and other
strategic
considerations,
and has not
thereafter
entered into or
renewed any
assumed
property
reinsurance
contracts. A
substantial
majority of
these
reinsurance
contracts
expired on or

2007

$4,987,868
6,094,810
217,750

175,000

20,619
1,141,390

14.0%

December 31,
2006
(dollars in thousands)

$4,483,380

5,670,475
263,750

59,762
1,174,808

17.6%

2005

$3,912,604
5,276,170
234,750

59,762
1,033,039

17.7%

2004

$3,541,076
4,829,467
157,750

59,762
939,848

13.6

%
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before
December 31,
2005 and all of
the remaining
contracts
expired prior to
the end of the
third quarter of
2006; however,
the Company
remains liable
for certain risks
assumed under
such contracts
prior to their
expiration. The
Company has
classified the
operating results
of this business
as discontinued
operations. See
Other
Transactions in
Part I, Item 1 -
Business and
Note R to the
Consolidated
Financial
Statements.
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Net income includes (loss) income from discontinued operations, net of federal income tax (benefit) expense, as
follows:

Year Ended December 31,
2008 2007 2006 2005 2004
(dollars in thousands, except per share data)
(Loss) income from discontinued
operations, net of income tax

(benefit) expense $ $ $(2,935) $(13,350) $2,143
Basic per share amount (0.06) 0.27) 0.05
Diluted per share amount (0.06) 0.27) 0.04

(2) Non-core group
employee benefit
products include
LPTs, primary
workers
compensation
insurance, bail
bond insurance,
workers
compensation
reinsurance and
reinsurance
facilities.
Premiums from
non-core group
employee benefit
products include
premiums from
LPTs, which are
episodic in
nature, of
$3.3 million,
$14.7 million,
$20.9 million,
$10.4 million and
$5.3 million in
2008, 2007, 20006,
2005 and 2004,
respectively. See

Group Employee
Benefit Products
and Reinsurance
in Part I, Item 1-
Business.

(3) Extraordinary
volatility in the



)

®)

investment
markets in 2008
resulted in a
significant
decrease in net
investment
income. See
Introduction in
Part I, Item 7
Management s
Discussion and
Analysis of
Financial
Condition and
Results of
Operations.

In 2008, 2007,
2006, 2005 and
2004, the
Company
recognized
pre-tax losses of
$78.6 million,
$4.1 million,
$4.2 million,
$4.2 million and
$3.9 million,
respectively, due
to the other than
temporary
declines in the
market values of
certain securities,
which are
reported as net
realized
investment
losses.

In the first quarter
of 2007, the
Company
redeemed

$36.0 million of
junior
subordinated
deferrable interest
debentures and
recognized a
pre-tax loss of
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(6)

$2.2 million in
connection with
this redemption.
During the third
quarter of 2008,
the Company
redeemed

$20.6 million of
floating rate
junior
subordinated
deferrable interest
debentures and
recognized a
pre-tax loss of
$0.6 million in
connection with
this redemption.

During the
second half of
2004, the
Company s
income taxes
payable was
reduced by $6.6
million primarily
from the
favorable
resolution of
Internal Revenue
Service ( IRS )
audits of the 1998
through 2002 tax
years. This
reduction
represented the
release of
previous accruals
for potential audit
adjustments
which were
subsequently
settled or
eliminated and
the further
refinement of
existing tax
exposures.
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Income from
continuing
operations and
net income
include realized
investment
(losses) gains, net
of federal income
tax

(benefit) expense
and the loss on
redemption of
junior
subordinated
deferrable interest
debentures, net of
federal income
tax benefit, as
follows:

Net realized investment

(losses) gains, net of income tax
(benefit) expense

Basic per share amount

Diluted per share amount

Loss on redemption of junior
subordinated deferrable interest
debentures, net of income tax benefit
Basic per share amount

Diluted per share amount

(7) In 2001, the Company s Board
of Directors approved the
initiation of a quarterly cash
dividend payable on the
Company s outstanding Class A
and Class B Common Stock and
has subsequently increased the
dividend rate from time to time.
The quarterly cash dividend was
$0.03 per share during 2004. In
the first quarter of 2005, the
Company s Board of Directors
increased the cash dividend to
$0.06 per share. In the first
quarter of 2006, the Company s
Board of Directors increased the

2008

$(57,315)
(1.19)
(1.17)

$ (389)
(0.01)
(0.01)

Year Ended December 31,
2007 2006

2005
(dollars in thousands, except per share data)

$(1,233) $ (558) $5,852
(0.03) (0.01) 0.11
(0.02) (0.01) 0.12
$(1,425) $ $
(0.03)
(0.03)

2004

$10,049
0.21
0.21
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cash dividend to $0.07 per share
and subsequently increased it to
$0.08 per share in the second
quarter of 2006. During the
second quarter of 2007, the
Company s Board of Directors
increased the cash dividend to
$0.09 per share. During the
second quarter of 2008, the
Company s Board of Directors
further increased the cash
dividend to $0.10 per share.
During 2008, 2007, 2006, 2005
and 2004, the Company paid
cash dividends on its capital
stock in the amount of

$18.4 million, $17.2 million,
$15.0 million, $11.6 million and
$10.1 million, respectively. See
Note J to the Consolidated
Financial Statements.

Diluted book value per share is
calculated by dividing
shareholders equity (as
determined in accordance with
GAAP), as increased by the
proceeds and tax benefit from
the assumed exercise of
outstanding in-the-money stock
options, by total shares
outstanding, also increased by
shares issued upon the assumed
exercise of the options and
deferred shares.

In May 2007, the Company
issued $175.0 million of 2007
Junior Debentures. See Other
Transactions in Part I, Item 1
Business and Note I to the
Consolidated Financial
Statements.

As of January 1, 2007, the
Company adopted American
Institute of Certified Public
Accountants Statement of
Position ( SOP ) 05-1,
Accounting by Insurance
Enterprises for Deferred
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Acquisition Costs in Connection
With Modifications or
Exchanges of Insurance
Contracts, which provides
accounting guidance for
deferred policy acquisition costs
associated with internal
replacements of insurance and
investment contracts not
addressed by previous guidance,
including group insurance
contracts. Internal replacement
transactions that are determined
to result in substantial changes
to the replaced contracts are
accounted for as
extinguishments of the replaced
contracts, and any unamortized
deferred acquisition costs and
other balances related to the
replaced contracts are
immediately recognized as
expense in the income
statement. The Company made
a reduction to its retained
earnings at January 1, 2007, the
date of adoption of SOP 05-1, in
the amount of $82.6 million, net
of an income tax benefit of
$44.5 million, which represents
the net reduction in the deferred
policy acquisition cost from
internal replacements included
in cost of business acquired on
the consolidated balance sheet.
See Note A to the Consolidated
Financial Statements under the
caption Cost of Business
Acquired .

The corporate debt to total
capitalization ratio is calculated
by dividing long-term corporate
debt by the sum of the
Company s long-term corporate
debt, junior subordinated
debentures, junior subordinated
deferrable interest debentures
underlying company-obligated
mandatorily redeemable capital
securities issued by
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unconsolidated
subsidiaries/company-obligated
mandatorily redeemable capital
securities of subsidiaries and
shareholders equity.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

Introduction

The Company, through its subsidiaries, underwrites a diverse portfolio of group employee benefit products, primarily
disability, group life and excess workers compensation insurance. Revenues from this group of products are primarily
comprised of earned premiums and investment income. The profitability of group employee benefit products is
affected by, among other things, differences between actual and projected claims experience, the retention of existing
customers, product mix and the Company s ability to attract new customers, change premium rates and contract terms
for existing customers and control administrative expenses. The Company transfers its exposure to a portion of its
group employee benefit risks through reinsurance ceded arrangements with other insurance and reinsurance
companies. Accordingly, the profitability of the Company s group employee benefit products is affected by the
amount, cost and terms of reinsurance it obtains. The profitability of those group employee benefit products for which
reserves are discounted; in particular, the Company s disability and primary and excess workers compensation
products, is also significantly affected by the difference between the yield achieved on invested assets and the
discount rate used to calculate the related reserves. The Company continues to benefit from the favorable market
conditions which have in recent years prevailed for its excess workers compensation products as to pricing and other
contract terms for these products; however, due primarily to improvements in the primary workers compensation
market resulting in lower premium rates in that market, conditions relating to new business production and growth in
premiums for these products have been less favorable in recent years. In addition, the Company is presently
experiencing more competitive market conditions, particularly as to pricing, for its other group employee benefit
products. These conditions may impact the Company s ability to achieve levels of new business production and growth
in premiums for these products commensurate with those achieved in prior years. For these products, the Company is
continuing to enhance its focus on the small case niche (insured groups of 10 to 500 individuals), including employers
which are first-time providers of these employee benefits, which the Company believes to offer opportunities for
superior profitability. The Company is also emphasizing its suite of voluntary group insurance products, which
includes, among others, its group limited benefit health insurance product. The Company markets its other group
employee benefit products on an unbundled basis and as part of an integrated employee benefit program that combines
employee benefit insurance coverages and absence management services. The integrated employee benefit program,
which the Company believes helps to differentiate itself from competitors by offering clients improved productivity
from reduced employee absence, has enhanced the Company s ability to market its other group employee benefit
products to large employers.

The Company also operates an asset accumulation business that focuses primarily on offering fixed annuities to
individuals. In addition, during the first quarter of 2006, the Company issued $100 million in aggregate principal
amount of fixed and floating rate funding agreements with maturities of three to five years in connection with the
issuance by an unconsolidated special purpose vehicle of funding agreement-backed notes in a corresponding
principal amount. Also, during the third quarter of 2008, the Company acquired a block of existing SPDA and FPA
policies from another insurer through an indemnity assumed reinsurance transaction with such insurer that resulted in
the assumption by the Company of policyholder account balances in the amount of $135.0 million. The Company has
the right under this transaction to recommend to such insurer on an ongoing basis the interest rates to be credited with
respect to the reinsured annuity policies, subject to the minimum crediting rates specified in such policies. The
Company believes that its funding agreement program and annuity reinsurance arrangements enhance the Company s
asset accumulation business by providing alternative sources of funds for this business. The Company s liabilities for
its funding agreements and annuity reinsurance arrangements are recorded in policyholder account balances. Deposits
from the Company s asset accumulation business are recorded as liabilities rather than as premiums. Revenues from
the Company s asset accumulation business are primarily comprised of investment income earned on the funds under
management. The profitability of asset accumulation products is primarily dependent on the spread achieved between
the return on investments and the interest credited with respect to these products. The Company sets the crediting rates
offered on its asset accumulation products in an effort to achieve its targeted interest rate spreads on these products,
and is willing to accept lower levels of sales on these products when market conditions make these targeted spreads
more difficult to achieve.
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As noted above and elsewhere in this report, the management of the Company s investment portfolio is an important
component of its profitability. Over the second half of 2007 and continuing through 2008 and into 2009, due primarily
to the extraordinary stresses affecting the banking system, the housing market and the financial markets generally,
particularly the structured mortgage securities market, the financial markets have been the subject of extraordinary
volatility and dramatically widened credit spreads in numerous sectors. See Part I, Item 1A Risk Factors. At the same
time the overall level of risk-free interest rates has declined substantially. These market conditions resulted in a
significant
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decrease in the Company s level of net investment income for 2008, due primarily to the adverse performance of those
investments whose changes in value, positive or negative, are included in the Company s net investment income, such
as investment funds organized as limited partnerships and limited liability companies, trading account securities and
hybrid financial instruments. These market conditions may persist or worsen in the future and may continue to result
in significant fluctuations in net investment income, and as a result, in the Company s results of operations. In addition,
during 2008, the Company experienced substantial declines in the carrying values of certain portions of its investment
portfolio, as well as significantly increased levels of realized investment losses from declines in market value relative
to the amortized cost of certain securities that it determined to be other than temporary. In light of the aforementioned
market conditions, losses of this type and magnitude may continue or increase in the future.

In an effort to reduce fluctuations in its net investment income, the Company has repositioned its investment portfolio
to reduce its overall holdings of those investments whose changes in value are included in net investment income and,
in particular, its holdings of such investments whose performance has demonstrated the highest levels of variability.
As part of this effort, the Company has increased its investments in more traditional sectors of the fixed income
market such as high credit quality mortgage-backed securities and municipal bonds, whose present spreads have
widened to historically high levels due to the market conditions discussed above. In addition, in light of the
aforementioned market conditions, the Company is presently maintaining a larger proportion of its portfolio in
short-term investments, which totaled $401.6 million at December 31, 2008, as compared to $286.0 million at
December 31, 2007. There can be no assurance as to the impact, positive or negative, of the Company s investment
repositioning on its future net investment income or its effect on the future variability in such income.

The following discussion and analysis of the results of operations and financial condition of the Company should be
read in conjunction with the Consolidated Financial Statements and related notes included in this report. The
preparation of financial statements in conformity with GAAP requires management, in some instances, to make
judgments about the application of these principles. The amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period could differ materially

from the amounts reported if different conditions existed or different judgments were utilized. A discussion of how
management applies certain critical accounting policies and makes certain estimates is presented below in the Critical
Accounting Policies and Estimates section and should be read in conjunction with the following discussion and
analysis of results of operations and financial condition of the Company. In addition, discussions of certain of the
uncertainties and contingencies which can affect actual results and could cause future results to differ materially from
those expressed in certain forward-looking statements contained in this Management s Discussion and Analysis of
Financial Condition and Results of Operations can be found in Part I, Item 1A Risk Factors. See Forward-Looking
Statements And Cautionary Statements Regarding Certain Factors That May Affect Future Results .

Results of Operations

2008 Compared to 2007

Summary of Results. Net income was $36.7 million, or $0.75 per diluted share, in 2008 as compared to $164.5 million,
or $3.19 per diluted share, in 2007. Net income in 2008 and 2007 included net realized investment losses, net of the
related income tax benefit, of $57.3 million, or $1.17 per diluted share, and $1.2 million, or $0.02 per diluted share,
respectively. Net income in 2008 benefited from growth in income from the Company s core group employee benefit
products, and, due to the market conditions discussed above, was adversely impacted by realized investment losses
and a significant decrease in net investment income. See Introduction . Core group employee benefit products include
disability, group life, excess workers compensation, travel accident and dental insurance. See Group Employee
Benefit Products in Part [, Item 1  Business. Premiums from these core group employee benefit products increased 7%
in 2008 and the combined ratio (loss ratio plus expense ratio) for group employee benefit products was 92.2% in 2008
and 92.4% in 2007. Realized investment losses in 2008 and 2007 included losses, net of the related income tax

benefit, of $51.1 million, or $1.04 per diluted share, and $2.7 million, or $0.05 per diluted share, respectively, due to
the other than temporary declines in the market values of certain fixed maturity and other securities. Net investment
income decreased in 2008 from 2007 due to a lower tax equivalent weighted average annual yield on invested assets
of 3.2% in 2008 as compared to 6.2% in 2007.
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Premium and Fee Income. Premium and fee income in 2008 was $1,384.9 million as compared to $1,304.2 million in
2007, an increase of 6%. Premiums from core group employee benefit products increased 7% to $1,310.0 million in
2008 from $1,227.9 million in 2007. This increase reflects normal growth in employment and salary levels for the
Company s existing customer base, price increases and new business production. Premiums from excess workers
compensation
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insurance for self-insured employers were $264.2 million in 2008 as compared to $276.2 million in 2007. Excess
workers compensation premiums in 2007 included $3.5 million of 2006 policy year premiums from Canadian policies
assumed by SNCC in the first quarter of 2007 under the renewal rights agreement into which SNCC entered in 2005
(the Renewal Rights Agreement ), pursuant to Canadian regulatory approval received in the first quarter of 2007.
Under the Renewal Rights Agreement, SNCC acquired, among other things, the right to offer renewal quotes to
expiring excess workers compensation policies of a former competitor. Excess workers compensation new business
production, which represents the amount of new annualized premium sold, was $25.8 million in 2008 as compared to
$30.1 million in 2007, which included new business production of $3.4 million from the Renewal Rights Agreement.
The retention of existing excess workers compensation customers in 2008 remained strong. SNCC s rates declined
modestly on its January 2009 renewals and SIRs on average are up modestly in 2009 for new and renewal policies.
Excess workers compensation new business production for the January 2009 renewal season was $11.5 million as
compared to $3.9 million for the January 2008 season.

Premiums from the Company s other core group employee benefit products increased 10% to $1,045.8 million in 2008
from $951.7 million in 2007, primarily reflecting a 9% increase in premiums from the Company s group disability
products, a 10% increase in premiums from the Company s group life products, new business production, and a
decrease in premiums ceded by the Company to reinsurers for these products. During 2008, premiums from the
Company s group life products increased to $402.9 million from $364.8 million in 2007, primarily reflecting new
business production and a decrease in premiums ceded by the Company to reinsurers. During 2008, premiums from

the Company s group disability products increased to $572.6 million from $527.5 million in 2007, primarily reflecting
new business production. Premiums from the Company s turnkey disability business were $50.3 million and

$49.8 million in 2008 and 2007, respectively. New business production for the Company s other core group employee
benefit products was $263.1 million in 2008 as compared to $262.7 million in 2007. New business production

includes only directly written business, and does not include premiums from the Company s turnkey disability
business. The level of production achieved from these other core group employee products also reflects the Company s
focus on the small case niche (insured groups of 10 to 500 individuals) which resulted in a 7% increase in production
based on the number of cases sold as compared to 2007. The Company continues to implement price increases for
certain existing group disability and group life insurance customers.

Non-core group employee benefit products include LPTs, primary workers compensation, bail bond insurance,
workers compensation reinsurance and reinsurance facilities. See Group Employee Benefit Products and Reinsurance
inPart I, Item 1  Business. Premiums from non-core group employee benefit products were $33.0 million in 2008 as
compared to $39.7 million in 2007, primarily due to a lower level of premium from LPTs, which are episodic in

nature.

Deposits from the Company s asset accumulation products were $245.1 million in 2008 as compared to $107.1 million
in 2007. This increase in deposits is primarily due to increased sales of the Company s multi-year rate guarantee
products. Deposits from the Company s asset accumulation products, consisting of new annuity sales and issuances of
funding agreements, are recorded as liabilities rather than as premiums. The Company is continuing to maintain its
discipline in setting the crediting rates offered on its asset accumulation products in 2009 in an effort to achieve its
targeted interest rate spreads on these products.

Net Investment Income. Net investment income in 2008 was $134.9 million as compared to $270.5 million in 2007.
This decrease reflects a decrease in the tax equivalent weighted average annual yield on invested assets to 3.2% in
2008 from 6.2% in 2007. This decrease in yield was primarily due to declines in value totaling $107.4 million in the
Company s investments in investment funds organized as limited partnerships and limited liability companies, trading
account securities and hybrid financial instruments which resulted from adverse market conditions for financial assets
during 2008. See Introduction . This adverse performance was partially offset by a 4% increase in average invested
assets to $4,728.1 million in 2008 from $4,555.2 million in 2007.

Net Realized Investment Losses. Net realized investment losses were $88.2 million in 2008 as compared to

$1.9 million in 2007. The Company monitors its investments on an ongoing basis. When the market value of a

security declines below its amortized cost, the decline is included as a component of accumulated other

comprehensive income or loss, net of the related income tax benefit and adjustment to cost of business acquired, on
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the Company s balance sheet, and if management judges the decline to be other than temporary, the decline is reported
as a realized investment loss. Due to the adverse market conditions for financial assets during 2008, the Company
recognized $78.6 million of losses due to the other than temporary declines in the market values of certain fixed
maturity and other securities in 2008 as compared to $4.1 million of such losses in 2007. See Introduction . The
Company s investment strategy results in periodic sales of securities and, therefore, the recognition of realized
investment gains and losses. During 2008 and 2007, the Company recognized $(9.6) million and $2.2 million,
respectively, of net (losses) gains on the sales of securities.
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The Company may recognize additional losses due to other than temporary declines in security market values in the
future, and such losses may be significant, particularly if the adverse financial market conditions described above were
to persist or worsen. See Part I, Item 1A -Risk Factors and Introduction . The extent of such losses will depend on,
among other things, future developments in the global economy, financial and credit markets, credit spreads, interest
rates, the outlook for the performance by the issuers of their obligations under such securities and changes in security
values. The Company continuously monitors its investments in securities whose fair values are below the Company s
amortized cost pursuant to its procedures for evaluation for other than temporary impairment in valuation. See Critical
Accounting Policies and Estimates for a description of these procedures, which take into account a number of factors.
It is not possible to predict the extent of any future changes in value, positive or negative, or the results of the future
application of these procedures, with respect to these securities. For further information concerning the Company s
investment portfolio, see Liquidity and Capital Resources Investments .

Loss on Redemption of Junior Subordinated Deferrable Interest Debentures. During 2008, the Company recognized a
pre-tax loss of $0.6 million on the redemption of the 2003 Junior Debentures underlying the 2003 Capital Securities of
the Trust. On August 15, 2008, the Trust redeemed the $20.0 million liquidation amount of 2003 Capital Securities
concurrently with the redemption by the Company of the underlying 2003 Junior Debentures held by the Trust. The
redemption price was $1,000.00 per 2003 Capital Security plus accrued dividends. As a result, the $20.6 million
principal amount of the 2003 Junior Debentures ceased to be outstanding and dividends on the 2003 Junior
Debentures ceased to accrue.

During 2007, the Company recognized a pre-tax loss of $2.2 million from the redemption of the Junior Debentures
underlying the Capital Securities of Delphi Funding. On March 27, 2007, Delphi Funding redeemed the remaining
$36.0 million liquidation amount of Capital Securities concurrently with the redemption by the Company of the
underlying Junior Debentures held by Delphi Funding. The redemption price was $1,046.55 per Capital Security plus
accrued dividends. As a result, the $103.1 million principal amount of the Junior Debentures ceased to be outstanding
and dividends on the Capital Securities ceased to accrue.

Benefits and Expenses. Policyholder benefits and expenses were $1,366.9 million in 2008 as compared to

$1,310.6 million in 2007. This increase primarily reflects the increase in premiums from the Company s group
employee benefit products discussed above. The combined ratio (loss ratio plus expense ratio) for the Company s
group employee benefits products decreased to 92.2% in 2008 from 92.4% in 2007. Amortization of cost of business
acquired was decelerated by $10.9 million during 2008, primarily due to the decrease in the Company s tax equivalent
weighted average annual yield on invested assets. See Critical Accounting Policies and Estimates Deferred
Acquisition Costs . The weighted average annual crediting rate on the Company s asset accumulation products, which
reflects the effects of the first year bonus crediting rate on certain newly issued products, was 4.3% in 2008 and 2007.
Interest Expense. Interest expense was $31.6 million in 2008 as compared to $27.5 million in 2007, an increase of
$4.1 million. This increase primarily resulted from interest payments on the 2007 Junior Debentures issued by the
Company in the second quarter of 2007 and an increase in the weighted average borrowings under the Amended
Credit Agreement. This increase was partially offset by a decrease in the interest rate on the weighted average
borrowings under the Amended Credit Agreement and from the redemption of 2003 Junior Debentures in the third
quarter of 2008. See Liquidity and Capital Resources General .

Income Tax (Benefit) Expense. Income tax (benefit) expense was $(4.2) million in 2008 as compared to $68.0 million
in 2007 primarily due to the lower level of the Company s operating income. The Company s effective tax rate was
13.1% in 2008 as compared to 29.3% in 2007 primarily due to the significantly higher proportion of net investment
income represented by tax-exempt interest income.

2007 Compared to 2006

Summary of Results. Net income was $164.5 million, or $3.19 per diluted share, in 2007 as compared to

$142.1 million, or $2.79 per diluted share, in 2006. Net income in 2007 and 2006 included net realized investment
losses, net of the related income tax benefit, of $1.2 million, or $0.02 per diluted share, and $0.6 million, or $0.01 per
diluted share, respectively. Net income in 2007 benefited from growth in income from the Company s core group
employee benefit products, increased investment spreads on the Company s asset accumulation products and an
increase in net investment income, and was adversely impacted by an increase in interest expense and by a loss on the
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redemption of junior subordinated deferrable interest debentures. Core group employee benefit products include
disability, group life, excess workers compensation, travel accident and dental insurance. See Group Employee
Benefit Products in Part I, Item 1 -
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Business. Premiums from these core group employee benefit products increased 14% in 2007 and the combined ratio
(loss ratio plus expense ratio) for group employee benefit products decreased to 92.4% in 2007 from 93.2% in 2006.
Net investment income in 2007, which increased 6% from 2006, primarily reflects a 13% increase in average invested
assets. The increase in interest expense was primarily due to interest payments on the 2007 Junior Debentures, which
the Company issued in the second quarter of 2007.

Premium and Fee Income. Premium and fee income in 2007 was $1,304.2 million as compared to $1,156.6 million in
2006, an increase of 13%. Premiums from core group employee benefit products increased 14% to $1,227.9 million in
2007 from $1,081.7 million in 2006. This increase reflects normal growth in employment and salary levels for the
Company s existing customer base, price increases, new business production and improved persistency. Premiums
from excess workers compensation insurance for self-insured employers increased 6% to $276.2 million in 2007 from
$260.0 million in 2006. This increase was primarily due to the continuing substantial level of demand for this product.
Excess workers compensation premiums in 2007 included $3.5 million of 2006 policy year premiums from Canadian
policies assumed by SNCC in the first quarter of 2007 under the aforementioned Renewal Rights Agreement. Excess
workers compensation new business production, which represents the amount of new annualized premium sold, was
$30.1 million in 2007, including $3.4 million from the Renewal Rights Agreement, compared to $57.2 million in
2006, including $25.8 million from such agreement. The retention of existing customers in 2007 remained strong.
Premiums from the Company s other core group employee benefit products increased 16% to $951.7 million in 2007
from $821.6 million in 2006, primarily attributable to a 15% increase in premiums from the Company s group
disability products, new business production, improved retention of existing customers and a decrease in premiums
ceded by the Company to reinsurers for these products. During 2007, premiums from the Company s group disability
products increased to $527.5 million from $458.1 million in 2006, primarily reflecting new business production.
Premiums from the Company s turnkey disability business were $49.8 million and $54.3 million in 2007 and 2006,
respectively. New business production for the Company s other core group employee benefit products increased 18%
to $262.7 million in 2007 from $222.9 million in 2006 reflecting growth in the Company s integrated employee
benefits program and its suite of voluntary group insurance products, which includes, among others, its group limited
benefit health insurance product. New business production includes only directly written business, and does not
include premiums from the Company s turnkey disability business. The level of production achieved from these other
core group employee products also reflects the Company s focus on the small case niche (insured groups of 10 to 500
individuals).

Non-core group employee benefit products include LPTs, primary workers compensation, bail bond insurance,
workers compensation reinsurance and reinsurance facilities. See Group Employee Benefit Products and Reinsurance
inPart I, Item 1  Business. Premiums from non-core group employee benefit products were $39.7 million in 2007 as
compared to $42.5 million in 2006, primarily due to a lower level of premium from LPTs, which are episodic in
nature.

Deposits from the Company s asset accumulation products were $107.1 million in 2007 as compared to $190.7 million
in 2006. This decrease in deposits primarily reflects the issuance of $100.0 million of fixed and floating rate funding
agreements during the first quarter of 2006 pursuant to a program of the Company under which funding
agreement-backed notes are issued to institutional investors by an unconsolidated special purpose vehicle which uses
the proceeds to purchase from the Company funding agreements having terms substantially similar to those of the
notes. Deposits from the Company s asset accumulation products, consisting of new annuity sales and issuances of
funding agreements, are recorded as liabilities rather than as premiums.

Net Investment Income. Net investment income in 2007 was $270.5 million as compared to $255.9 million in 2006, an
increase of 6%. The level of net investment income in the 2007 period reflects a 13% increase in average invested
assets to $4,555.2 million in 2007 from $4,038.7 million in 2006. The tax equivalent weighted average annual yield on
invested assets was 6.2% and 6.6% in 2007 and 2006, respectively.

Net Realized Investment Losses. Net realized investment losses were $1.9 million in 2007 as compared to $0.9 million
in 2006. The Company monitors its investments on an ongoing basis. When the market value of a security declines
below its amortized cost, the decline is included as a component of accumulated other comprehensive income or loss,
net of the related income tax benefit and adjustment to cost of business acquired, on the Company s balance sheet, and
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if management judges the decline to be other than temporary, the decline is reported as a realized investment loss. In
2007 and 2006, the Company recognized $4.1 million and 4.2 million, respectively, of losses due to the other than
temporary declines in the market values of various fixed maturity and other securities. The Company s investment
strategy results in periodic sales of securities and, therefore, the recognition of realized investment gains and losses.
During 2007 and 2006, the Company recognized $2.2 million and $3.3 million, respectively, of net gains on the sales
of securities.
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Loss on Redemption of Junior Subordinated Deferrable Interest Debentures. During 2007, the Company recognized a
pre-tax loss of $2.2 million from the redemption of the Junior Debentures underlying the Capital Securities of Delphi
Funding. On March 27, 2007, Delphi Funding redeemed the remaining $36.0 million liquidation amount of Capital
Securities concurrently with the redemption by the Company of the underlying Junior Debentures held by Delphi
Funding. The redemption price was $1,046.55 per Capital Security plus accrued dividends. As a result, the

$103.1 million principal amount of the Junior Debentures ceased to be outstanding and dividends on the Capital
Securities ceased to accrue.

Benefits and Expenses. Policyholder benefits and expenses were $1,310.6 million in 2007 as compared to

$1,178.2 million in 2006, an increase of 11%. This increase primarily reflects the increase in premiums from the
Company s group employee benefit products discussed above, and also reflects additions to reserves for prior years
claims and claim expenses in the amount of $11.6 million due to adverse loss experience, primarily arising from the
Company s excess workers compensation line, due principally to moderately increased claim frequency, relative to
prior periods, relating to policies written during the period from 2000 to 2002. The combined ratio (loss ratio plus
expense ratio) for the Company s group employee benefits products decreased to 92.4% in 2007 from 93.2% in 2006.
The weighted average annual crediting rate on the Company s asset accumulation products, which reflects the effects
of the first year bonus crediting rate on certain newly issued products, was 4.3% and 4.5% in 2007 and 2006,
respectively.

Interest Expense. Interest expense was $27.5 million in 2007 as compared to $25.4 million in 2006, an increase of
$2.1 million. This increase primarily resulted from interest payments on the 2007 Junior Debentures issued by the
Company in the second quarter of 2007. See Liquidity and Capital Resources General . This increase was offset by a
decrease in the weighted average borrowings under the Company s revolving credit facility.

Income Tax Expense. Income tax expense was $68.0 million in 2007 as compared to $63.0 million in 2006. The
Company s effective tax rate was 29.3% in 2007 and 30.3% in 2006.

Liquidity and Capital Resources

General. The Company s current liquidity needs include principal and interest payments on outstanding borrowings
under the Amended Credit Agreement and interest payments on the 2033 Senior Notes and 2007 Junior Debentures,
as well as funding its operating expenses and dividends to stockholders. The 2033 Senior Notes mature in their
entirety in May 2033 and are not subject to any sinking fund requirements. The 2007 Junior Debentures will become
due on May 15, 2037, but only to the extent that the Company has received sufficient net proceeds from the sale of
certain specified qualifying capital securities. Any remaining outstanding principal amount will be due on May 1,
2067. The 2033 Senior Notes and 2007 Junior Debentures contain certain provisions permitting their early redemption
by the Company. For descriptions of these provisions, see Notes E and I to the Consolidated Financial Statements
included in this Form 10-K.

As a holding company that does not conduct business operations in its own right, substantially all of the assets of the
Company are comprised of its ownership interests in its insurance subsidiaries. In addition, the Company held
approximately $30.1 million of financial resources at the holding company level at December 31, 2008, primarily
comprised of investments in fixed maturity securities available for sale, short-term investments and in investment
subsidiaries whose assets are primarily invested in investment funds organized as limited partnerships and limited
liability companies. Financial resources available at the holding company level have decreased by $85.9 million since
December 31, 2007, due primarily to the utilization of such resources during the fourth quarter of 2008 to make
capital contributions to the Company s insurance subsidiaries, and a substantial portion of the remaining resources
consists of investments having significantly limited liquidity. Other sources of liquidity at the holding company level
include dividends paid from subsidiaries, primarily generated from operating cash flows and investments. During
2009, the Company anticipates that its insurance subsidiaries will be permitted, without prior regulatory approval, to
make dividend payments totaling $104.0 million. See Regulation in PartI, Item 1 Business. However, the level of
dividends that could be paid consistent with maintaining the insurance subsidiaries RBC and other measures of capital
adequacy at levels consistent with its current claims-paying and financial strength ratings from rating agencies is
likely to be substantially lower than such amount. In general, dividends from the Company s non-insurance
subsidiaries are not subject to regulatory or other restrictions. In addition, the Company is categorized as a well known
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seasoned issuer under Rule 405 of the Securities Act. As such, the Company has the ability to file automatically
effective shelf registration statements for unspecified amounts of different securities, allowing for immediate,
on-demand offerings.
In October 2006, the Company entered into an Amended and Restated Credit Agreement with Bank of America, N.A.
as administrative agent, and a group of major banking institutions (the Amended Credit Agreement ), which, among
other things, increased the maximum borrowings available to $250 million, improved the pricing terms and extended
the
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maturity date from May 2010 to October 2011. On November 8, 2007, the amount of the facility was increased to the
amount of $350 million, and certain financial institutions were added as new lenders, pursuant to a supplement to the
Amended Credit Agreement. Borrowings under the Amended Credit Agreement bear interest at a rate equal to the
LIBOR rate for the borrowing period selected by the Company, which is typically one month, plus a spread which
varies based on the Company s Standard & Poor s and Moody s credit ratings. Based on the current levels of such
ratings, the spread is currently equal to 62.5 basis points. The Amended Credit Agreement contains various financial
and other affirmative and negative covenants, along with various representations and warranties, considered ordinary
for this type of credit agreement. The covenants include, among others, a maximum Company consolidated debt to
capital ratio, a minimum Company consolidated net worth, minimum statutory risk-based capital requirements for
RSLIC and SNCC, and certain limitations on investments and subsidiary indebtedness. As of December 31, 2008, the
Company was in compliance in all material respects with the financial and various other affirmative and negative
covenants in the Amended Credit Agreement. At December 31, 2008, the Company had $207.0 million of outstanding
borrowings and $143.0 million of borrowings remaining available under the Amended Credit Agreement.
During the third quarter of 2008, the Company recognized a pre-tax loss of $0.6 million on the redemption of the 2003
Junior Debentures underlying the 2003 Capital Securities of the Trust. On August 15, 2008, the Trust redeemed the
$20.0 million liquidation amount of 2003 Capital Securities concurrently with the redemption by the Company of the
underlying 2003 Junior Debentures held by the Trust. The redemption price was $1,000.00 per 2003 Capital Security
plus accrued dividends. As a result, the $20.6 million principal amount of the 2003 Junior Debentures ceased to be
outstanding and dividends on the 2003 Junior Debentures ceased to accrue. The Company utilized borrowings under
its Amended Credit Agreement and cash on hand to fund such redemption.
The following table summarizes the Company s significant contractual obligations at December 31, 2008 and the
future periods in which such obligations are expected to be settled in cash. The 2033 Senior Notes and 2007 Junior
Debentures are assumed to be repaid on their respective maturity dates. Additional details regarding these obligations
are provided in the notes to the Consolidated Financial Statements, as referenced in the table:

Contractual Obligations

Payments Due by Period
Less than 1-3 3-5 More than
Total 1 Year Years Years 5 Years

(dollars in thousands)
Other long-term liabilities ()

Life $1,457,528 $ 352,671 $ 292,469 $ 190,580 $ 621,808
Casualty 1,653,986 127,682 229,454 203,753 1,093,097
Annuity 1,762,005 237,122 459,002 407,430 658,451
Corporate debt (Note E) 350,750 207,000 143,750
Interest on corporate debt (Note E)

@ 283,478 12,070 23,444 23,778 224,186
Advances from Federal Home Loan

Bank (Note F) 55,000 55,000
Interest on advances from Federal

Home Loan Bank (Note F) 46,954 4,106 8,211 8,211 26,426
Junior subordinated debentures

(Note I) 175,000 175,000
Interest on junior subordinated

debentures (Note I) ® 367,806 12,908 25,816 25,816 303,266
Pension and other postretirement

benefits 29,987 6,237 4,667 5,029 14,054
Operating lease obligations (Note L) 77,642 11,462 23,299 21,384 21,497
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Total contractual obligations $6,260,136 $971,258 $ 1,066,362 $ 885,981 $3,336,535

(1) Other long-term
liabilities
consist of future
policy benefits
and unpaid
claims and
claim expenses
relating to the
Company s
insurance
products, as
well as
policyholder
account
balances.
Substantially all
of the amounts
reflected in this
table with
respect to such
liabilities
consist of
estimates by the
Company s
management
based on
various actuarial
and other
assumptions
relating to the
Company s
insurance
products and, as
to policyholder
account
balances, the
periods for
which the
related annuity
and other
contracts will
remain in force
and the
crediting rates
to be applied
thereto in the
future. In
accordance with
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(@)

3)

GAAP, a
substantial
portion of such
liabilities, as
they relate to the
Company s
insurance
products, are
carried on a
discounted basis
on its
consolidated
balance sheet;
however, the
amounts
contained in this
table are
presented on an
undiscounted
basis. The actual
payments
relating to these
liabilities will
differ, both in
amount and
timing, from
those indicated
in this table and
such differences
are likely to be
significant. See
Critical
Accounting
Policies and
Estimates
Future Policy
Benefits and
Unpaid Claims
and Claim
Expenses .

Primarily
includes interest
on the 2033
Senior Notes.

Interest on the
2007 Junior
Debentures is
fixed at 7.376%
until May 15,
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Sources of liquidity available to the Company on a parent company-only basis, including the undistributed earnings of
its subsidiaries and additional borrowings available under the Amended Credit Agreement, are expected to exceed the
Company s current and long-term cash requirements. The Company from time to time engages in discussions with
respect to acquiring blocks of business and insurance and financial services companies, any of which could, if
consummated, be material to the Company s operations.

The principal liquidity requirements of the Company s insurance subsidiaries are their contractual obligations to
policyholders and other financing sources and operating expenses. The primary sources of funding for these
obligations, in addition to operating earnings, are the marketable investments included in the investment portfolios of
these subsidiaries. The Company actively manages its investment portfolio in an effort to match its invested assets and
related liabilities. The Company regularly analyzes the results of its asset/liability matching through cash flow
analysis and duration matching under multiple interest rate scenarios. See Asset/Liability Management and Market
Risk. Therefore, the Company believes that these sources of funding will be adequate for its insurance subsidiaries to
satisfy on both a short-term and long-term basis these contractual obligations throughout their estimated or stated
period. However, if such contractual obligations were to arise more rapidly or in greater amounts than anticipated in
the Company s asset/liability matching analysis, the Company could be required to sell securities earlier than
anticipated, potentially resulting in the realization of capital losses, particularly in light of the adverse market
conditions described above (see Part I, Item 1A  Risk Factors and Introduction ), or to borrow funds from available
credit sources, in order to fund the payment of such obligations. In any of such events, the Company s results of
operations, liquidity and financial condition could be materially adversely affected.

Cash Flows. Operating activities increased cash by $396.3 million, $383.3 million and $402.9 million in 2008, 2007
and 2006, respectively. Net investing activities used $704.1 million of cash during 2008 primarily for the purchase of
securities. Financing activities provided $320.3 million of cash during 2008, principally from the net increase in
deposits to policyholder accounts and additional borrowings under the Amended Credit Agreement, partially offset by
the redemption of the 2003 Junior Debentures and acquisition of treasury stock. During 2007, financing activities used
$16.1 million of cash, principally for the repayment of outstanding borrowings under the Amended Credit Agreement,
the redemption of the Junior Debentures held by Delphi Funding, and the repurchase of the Company s Class A
Common Stock, partially offset by proceeds from the issuance of the 2007 Junior Debentures.

Share Repurchase Program. On November 7, 2007, the Company s Board of Directors authorized a new share
repurchase program under which up to 1,500,000 shares of the Company s Class A Common Stock may be
repurchased. This program replaced the share repurchase program previously in effect. On February 22, 2008, the
Company s Board of Directors authorized a 1,000,000 share increase in such new share repurchase program and on
May 7, 2008, the Company s Board of Directors authorized a further 1,000,000 share increase in such program. Share
repurchases are effected by the Company in the open market or in negotiated transactions in compliance with the safe
harbor provisions of Rule 10b-18 under the Securities Exchange Act of 1934. Execution of the share repurchase
program is based on management s assessment of market conditions for its common stock and other potential uses of
and requirements for capital. In 2008, the Company repurchased 1,533,800 shares of its Class A Common Stock at a
total cost of $42.7 million with a volume weighted average price of $27.86 per share. In 2007, the Company
repurchased 695,500 and 966,200 shares of its Class A Common Stock under its former and new share repurchase
program, respectively, at a total cost of $62.4 million with a volume weighted average price of $37.56 per share. At
December 31, 2008, the repurchase of 1,000,000 shares remained authorized under the new share repurchase program.
Investments. The Company s overall investment strategy emphasizes safety and liquidity, while seeking the best
available return, by focusing on, among other things, managing the Company s interest-sensitive assets and liabilities
and seeking to minimize the Company s exposure to fluctuations in interest rates. The Company s investment portfolio,
which totaled $4,654.9 million at December 31, 2008, consists primarily of investments in fixed maturity securities,
short-term investments, mortgage loans and equity securities. The Company s investment portfolio also includes
investments in investment funds organized as limited partnerships and limited liability companies, trading account
securities and hybrid financial instruments, which collectively totaled $330.4 million at December 31, 2008. This
amount reflects the Company s repositioning of its investment portfolio during 2008 so as to reduce its holdings of
these types of investments. See Introduction . During 2008, the market value of the Company s investment portfolio, in
relation to its amortized cost, decreased by $511.5 million from year-end 2007, before the related increase in the cost

75



Edgar Filing: DELPHI FINANCIAL GROUP INC/DE - Form 10-K

of business acquired of $46.2 million and an increase in the income tax provision of $165.8 million. At December 31,
2008, gross unrealized appreciation and gross unrealized depreciation, before the related income tax expense or
benefit and the related adjustment to cost of business acquired, with respect to the fixed maturity securities in the
Company s portfolio totaled $78.5 million (of which $77.3 million was attributable to investment grade securities) and
$627.1 million (of which $535.2 million was attributable to investment grade securities), respectively. In addition, the
Company recognized pre-tax
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net investment losses of $88.2 million in 2008. The weighted average credit rating of the securities in the Company s
fixed maturity portfolio having ratings by nationally recognized statistical rating organizations was AA at

December 31, 2008. While ratings of this type are intended to address credit risk, they do not address other risks, such
as prepayment and extension risks, which are discussed below. See Forward-Looking Statements and Cautionary
Statements Regarding Certain Factors That May Affect Future Results and Part I, Item 1A  Risk Factors for a
discussion of various risks relating to the Company s investment portfolio.

At December 31, 2008, approximately 27% of the Company s total invested assets were comprised of corporate fixed
maturity securities. Eighty-three percent of the Company s corporate fixed maturity portfolio, based on fair values, has
been rated investment grade by nationally recognized statistical rating organizations. Investment grade corporate fixed
maturity securities are distributed among the various rating categories as follows: AAA 5%, AA 21%,A 25%, and
BBB 32%. Corporate fixed maturity securities subject the Company to credit risk and, to a lesser extent, interest rate
risk. To manage its exposure to corporate credit risk, the Company attempts to diversify its investments across
economic sectors, industry classes and issuers.

Mortgage-backed securities comprised 26% of the Company s total invested assets at December 31, 2008.
Ninety-seven percent of the Company s mortgage-backed securities portfolio, based on fair values, has been rated as
investment grade by nationally recognized statistical rating organizations. Mortgage-backed securities subject the
Company to a degree of interest rate risk, including prepayment and extension risk, which is generally a function of

the sensitivity of each security s underlying collateral to prepayments under varying interest rate environments and the
repayment priority of the securities in the particular securitization structure, and can subject the Company to credit

risk, depending on the nature of the underlying collateral, the characteristics of the underlying borrowers and such
repayment priority. The Company seeks to manage this risk by emphasizing the more predictable payment classes and
securities with stable collateral. However, due to, among other things, the adverse market conditions described above
and adverse performance within the credit-sensitive portion of the Company s mortgage-backed securities portfolio,
the Company experienced significant declines in value of such portfolio during 2008. See Part I, Item 1A  Risk
Factors and Introduction . At December 31, 2008, the market value of this portfolio was $1,224.9 million, as compared
with a total amortized cost of $1,411.2 million.

At December 31, 2008, municipal fixed maturity securities represented approximately 26% of the Company s total
invested assets, of which approximately 75% were insured by third-party financial guarantors. See Note B to the
Consolidated Financial Statements included herein. As part of its investment portfolio repositioning discussed above,
the Company has recently been increasing the portfolio s allocation to municipal securities. See Introduction . Due in
particular to the impacts that the current economic recession has had and may in the future have on the finances of

state and local governments, and the uncertainties associated with the abilities of the financial guarantors to meet their
insurance obligations, these securities subject the Company to a degree of credit risk. The extent of this risk may
increase in the future if the recessionary environment continues or worsens. The Company s municipal securities had a
weighted average credit rating of AA at December 31, 2008. For insured municipal fixed maturity securities having
ratings by nationally recognized statistical rating organizations without giving effect to the credit enhancement
provided by the insurance the weighted average credit rating at December 31, 2008 by such organizations was AA .
The Company, through its insurance subsidiaries, maintains a program in which investments are financed using
advances from various Federal Home Loan Banks. The Company has utilized this program to manage the duration of
its liabilities and to earn spread income, which is the difference between the financing cost and the earnings from the
investments purchased with those funds. At December 31, 2008, the Company had an outstanding advance of

$55.0 million. The advance was obtained at a fixed rate and has a term to maturity of 11.5 years. In addition, the
Company has from time to time utilized reverse repurchase agreements, futures and option contracts and interest rate
and credit default swaps in connection with its investment strategy. These transactions may require the Company to
maintain securities or cash on deposit with the applicable counterparty as collateral. As the market value of the
collateral or contracts changes, the Company may be required to deposit additional collateral or be entitled to have a
portion of the collateral returned to it.

The types and amounts of investments made by the Company s insurance subsidiaries are subject to the insurance laws
and regulations of their respective states of domicile. Each of these states has comprehensive investment regulations.
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In addition, the Company s Amended Credit Agreement also contains limitations, with which the Company is currently
in compliance in all material respects, on the composition of the Company s investment portfolio. The Company also
continually monitors its investment portfolio and attempts to ensure that the risks associated with concentrations of
investments in either a particular sector of the market or a single entity are limited.
Asset/Liability Management and Market Risk. Because the Company s primary assets and liabilities are financial in
nature, the Company s consolidated financial position and earnings are subject to risks resulting from changes in
interest rates. The Company seeks to manage this risk by active portfolio management focusing on minimizing its
exposure to fluctuations in interest rates by matching its invested assets and related liabilities and by periodically
adjusting the
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crediting rates on its annuity products and the discount rate used to calculate reserves on the Company s other
products. In its asset/liability matching process, the Company determines and monitors on a quarterly basis the
duration of its insurance liabilities in the aggregate and the duration of the investment portfolio supporting such
liabilities in order to ensure that the difference between such durations, or the duration gap, remains below an
internally specified maximum, and similarly determines and monitors the duration gap as between its interest-sensitive
liabilities, substantially all of which relate to its asset accumulation products, and the components of its investment
portfolio supporting such liabilities in relation to a separate internally specified maximum. As of December 31, 2008,
the Company maintained these duration gaps within these maximums. In addition, the Company, at times, has utilized
futures and option contracts and interest rate or credit default swap agreements primarily to reduce the risk associated
with changes in the value of its fixed maturity portfolio. At December 31, 2008, the Company had no material
outstanding futures or option contracts or interest rate or credit default swap agreements. The Company, at times, may
also invest in foreign currency denominated fixed maturity securities that expose it to fluctuations in foreign currency
rates, and therefore, may hedge such exposure by using currency forward contracts. The Company s investment in
foreign currency denominated fixed maturity securities during 2008 was less than 0.4% of total invested assets.
The Company regularly analyzes the results of its asset/liability matching through cash flow analysis and duration
matching under multiple interest rate scenarios. These analyses assist the Company in estimating the potential gain or
loss in fair value of its interest-rate sensitive financial instruments due to hypothetical changes in interest rates. Based
on these analyses, if interest rates were to immediately increase by 10% from their year-end levels, the fair value of
the Company s interest-sensitive assets, net of corresponding changes in the fair value of cost of business acquired and
insurance and investment-related liabilities, would decline by approximately $68.0 million at December 31, 2008 as
compared to a decline of approximately $89.7 million at December 31, 2007. These analyses incorporate numerous
assumptions and estimates and assume no changes in the composition of the Company s investment portfolio in
reaction to such interest rate changes. Consequently, the results indicated by these analyses will likely be materially
different from the actual changes in the value of the Company s assets that will be experienced under given interest
rate scenarios.
The Company manages the composition of its borrowed capital by considering factors such as the ratio of borrowed
capital to total capital, its and its insurance subsidiaries current and future capital requirements, the interest rate
environment and other market conditions. At December 31, 2008, a hypothetical 10% decrease in market interest rates
would cause a corresponding $1.5 million increase in the fair value of the Company s fixed-rate corporate debt which
matures in 2033 as compared to an increase of $7.6 million at December 31, 2007. Because interest expense on the
Company s floating-rate corporate debt that was outstanding at December 31, 2008 would have fluctuated as
prevailing interest rates changed, changes in market interest rates would not have materially affected its fair value.
Reinsurance. The Company cedes portions of the risks relating to its group employee benefit products and variable
life insurance products under indemnity reinsurance agreements with various unaffiliated reinsurers. The Company
pays reinsurance premiums which are generally based upon specified percentages of the Company s premiums on the
business reinsured. These agreements expire at various intervals as to new risks, and replacement agreements are
negotiated on terms believed appropriate in light of then-current market conditions. Reductions in the Company s
reinsurance coverages will decrease the reinsurance premiums paid by the Company under these arrangements and
thus increase the Company s premium income, and will also increase the Company s risk of loss with respect to the
relevant policies. Generally, increases in the Company s reinsurance coverages will increase the reinsurance premiums
paid by the Company under these arrangements and thus decrease the Company s premium income, and will also
decrease the Company s risk of loss with respect to the relevant policies. See Group Employee Benefit Products and

Reinsurance in Part I, Item 1 - Business.
Off-Balance Sheet Arrangements
The Company has no off-balance sheet arrangements (as defined in the rules and regulations of the Securities and
Exchange Commission) that have or are reasonably likely to have a material current or future effect on its financial
condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital expenditures or
capital resources.
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Critical Accounting Policies and Estimates

The preparation of financial statements in conformity with GAAP requires the Company s management, in some
instances, to make judgments about the application of these principles. The amounts of assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period could differ
materially from the amounts reported if different conditions existed or different judgments were utilized.

Management s judgment is most critical in the estimation of its liabilities for future policy benefits and unpaid claims
and claim expenses and its assets for cost of business acquired and in the valuation of its investments. A discussion of
how management applies these critical accounting policies follows.

Future Policy Benefits and Unpaid Claims and Claim Expenses. The Company establishes reserves that are intended
to be sufficient to fund the future policy benefits and unpaid claims and claim expenses relating to its insurance
products. These reserves, which totaled $2,574.1 million at December 31, 2008, represent management s best estimate
of future policy benefits and unpaid claims and claim expenses. The reserves are calculated using various generally
recognized actuarial methodologies and are based upon assumptions and estimates that management believes are
appropriate and which vary by type of product. Annually, external actuarial experts also review the Company s
property and casualty reserve methodologies, assumptions and the resulting reserves. The Company s projected
ultimate insurance liabilities and associated reserves are estimates, which are subject to variability. This variability
arises because the factors and events affecting the ultimate liability for claims have not all taken place, and thus
cannot be evaluated with certainty. As a result, actual future ultimate losses will not develop exactly as projected and
may vary significantly from the projections. The estimation process is complex and involves information obtained
from company-specific and industry-wide data, as well as general economic information. The Company s insurance
reserves are based upon management s informed estimates and judgments using currently available data. As additional
experience emerges and other data become available, these estimates and judgments are reviewed and may be revised.
The methods and assumptions used to establish the Company s insurance reserves are continually reviewed and
updated based on current circumstances, and any resulting adjustments may result in reserve increases or decreases
that would be reflected in the Company s results of operations for the periods in which such revisions are made. As
discussed above, the Company assumptions with regard to the claims payment pattern for its excess workers
compensation insurance products were modified in 2008; otherwise, no material changes in the current year in the
actuarial methods and/or assumptions from those used in the previous periods were made. See Property and Casualty
Insurance Reserves in Part], Item 1 Business.

The most significant assumptions made in the estimation process for future policy benefits and unpaid claims and
claim expenses for the Company s disability and accident products relate to mortality, morbidity, claim termination
and discount rates. Mortality and morbidity assumptions are based on various actuarial tables that are generally
utilized in the industry, modified as believed to be necessary for possible variations. The claim termination rate
represents the probability that a disability claim will close or change due to maximum benefits being paid under the
policy, the recovery or death of the claimant, or a change in status in any given period. Establishing claim termination
rates is complex and involves many factors, including the cause of disability, the claimant s age and the type of
contractual benefits provided. The Company uses its extensive claim experience database to develop its claim
termination rate assumptions, which are applied as an average to its large population of active claims. A one percent
increase or decrease in the group long-term disability claim termination rate established by the Company, which the
Company believes is a reasonable range of variance in this regard, would have decreased or increased, respectively,
the reserves established for claims incurred in 2008 by approximately $1.1 million, which would in turn have
increased or decreased, respectively, its 2008 net income by $0.7 million. Disability reserves are discounted using
interest rate assumptions based upon projected portfolio yield rates for the assets supporting the liabilities. The
Company s discount rate assumptions are discussed in further detail below.

The Company s reserves for unpaid claims and claim expenses for its disability, accident and property and casualty
products are determined on an individual basis for reported claims, for which case reserves are established, and
estimates of incurred but not reported ( IBNR ) losses are developed on the basis of past experience. The unpaid claims
and claim expense reserves carried for the Company s casualty insurance products represent the difference between the
selected ultimate loss amount and the loss amount paid to date. The unpaid claims and claim expense reserves carried
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for the Company s disability and accident insurance products are established by the incurred loss development method
(as described below) utilizing various mathematic tools in order to project future loss experience based on the
Company s historical loss experience. The difference between total unpaid claims and claim expense reserves and case
unpaid claims and claim expense reserves represent the IBNR reserve.
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The following table summarizes the composition of the Company s total reserves for disability, accident and property
and casualty claims and claim expenses, split between case and IBNR reserves, as of December 31, 2008 (dollars in
millions):

Balance, net of reinsurance:
Case reserves:

Disability and accident $ 8014
Property and casualty 287.0
IBNR reserves:

Disability and accident 225.0
Property and casualty 664.3
Total reserves 1,977.7
Reinsurance receivables 225.7
Balance, gross of reinsurance $2,203.4

Balance Sheets:
Future policy benefits:

Disability and accident $ 7437

Unpaid claims and claim expenses:

Disability and accident 398.7

Property and casualty 1,061.0
$2,203.4

The most significant assumptions made in the estimation process for unpaid claims and claim expenses for the
Company s property and casualty insurance products are the trend in loss costs, the expected frequency and severity of
claims, the expected timing of claims payments, changes in the timing of the reporting of losses from the loss date to
the notification date, and expected costs to settle unpaid claims. Other assumptions include that the coverages under
these insurance products will not be expanded by future legislative action or judicial interpretation and that
extraordinary classes of losses not previously in existence will not arise in the future. The assumptions vary based on
the year in which the claim is incurred. At December 31, 2008, disability and primary and excess workers
compensation reserves for unpaid claims and claim expenses with a carrying value of $1,312.0 million have been
discounted at a weighted average rate of 5.4%, with the rates ranging from 3.7% to 7.5%. Disability reserves for
unpaid claims and claim expenses are discounted using interest rate assumptions based upon projected portfolio yield
rates for the assets supporting the liabilities. The assets selected to support these liabilities produce cash flows that are
intended to match the timing and amount of anticipated claim and claim expense payments. Excess and primary
workers compensation claim reserves are discounted using interest rate assumptions based on the risk-free rate of
return for U.S. Government securities with a duration comparable to the expected duration and payment pattern of the
claims. The rates used to discount reserves are determined annually. The level of the rate utilized to discount reserves
in a particular period directly impacts the level of the reserves established for such period. For example, a 25 basis
point increase in the discount rates the Company applied to disability and primary and excess workers compensation
claims incurred in 2008 would have decreased the amount of the reserves it established with respect to such claims by
approximately $5.1 million, and a 25 basis point decrease in such rates would have increased the amount of such
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reserves by the same amount. In both cases, discount rate changes of this type and magnitude would be intended to
reasonably reflect corresponding changes in market interest rates. These levels of change to the Company s discount
rate would have increased, in the first case, or decreased, in the second, its 2008 net income by $3.3 million.
The primary actuarial methods used to establish the Company s reserves for unpaid claims and claim expenses for its
property and casualty insurance products are the incurred loss development method and the Bornhuetter-Ferguson
expected loss method. Under the incurred loss development method, various mathematic tools are utilized in order to
project future loss experience based on the Company s historical loss experience. This method is utilized for accident
years as to which management believes a sufficient level of historical loss experience exists. For more recent years for
which this level of experience does not exist, management utilizes the Bornhuetter-Ferguson expected loss method to
establish loss reserves. Under this method, in addition to historical loss experience, the Company also takes into
account an expected loss ratio based on information determined during the initial pricing of the business, including,
among other factors, changes in rates and terms and conditions.
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The Company s actuaries select an ultimate loss reserve amount for its property and casualty insurance products by
reviewing the results of the actuarial methods described above, as well as other tertiary methods which serve to
provide supplemental data points, and applying judgments to achieve a point estimate for the ultimate loss amount,
rather than calculating ranges around the reserves. Reserves for unpaid claims and claim expenses for such products
represent management s best estimate and are based upon this actuarially derived point estimate. In reviewing and
determining the adequacy of this estimate, management considers numerous factors such as historical results, changes
to policy pricing, terms and conditions, deductibles, SIR levels and attachment points, claims-handling staffing,
practices and procedures, effects of claim inflation, industry loss trends, reinsurance coverages, underwriting
initiatives, and changes in state legislative and regulatory environments.

For the Company s property and casualty insurance products, a review of the ten most recent years historical loss
development variation reflects an annual range of 3.4% to + 6.6%. The average annual increase reflected in such
review was +3.7% and the average decrease was 1.7%. If the Company were to assume subsequent loss development
of +3.7% or 1.7%, each of which are within historical variation, the estimated unpaid claims and claims expense
reserves, net of reinsurance, established for such products as of December 31, 2008 would be increased by

$35.5 million in the first case, which would have decreased its 2008 net income by $23.0 million, or decreased by
$16.0 million in the second, which would have increased its 2008 net income by $10.4 million. Management believes
that while fluctuations of this magnitude could have a material impact on the Company s results of operations, they
would not be likely to materially affect its financial condition or liquidity. However, it is possible that, using other
assumptions or variables that are outside of the range of historical variation, the level of the Company s unpaid claims
and claim expenses could be changed by an amount that could be material to the Company s results of operations,
financial condition and liquidity.

For the reasons described above, if the Company s actual loss experience from its current or discontinued products is
less favorable than the Company s assumptions or estimates, the Compan