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President’s Letter to Shareholders

am pleased to report that 2007 was a year of significant
accomplishment for Delphi Financial. We expanded the leadership
positions our insurance businesses have built in their profitable niche

markets and successfully implemented strategic initiatives to extend our
product offerings and distribution.  Delphi’s solid financial position grew
even stronger, and we took advantage of our financial strength to invest in
our insurance businesses and at the same time return value to shareholders. 

One of the achievements I’m most proud of is the continued strengthening
of our management team.  We are excited this April to welcome Harry Ilg,
our most senior insurance executive with over 30 years experience at
Safety National, to Delphi’s management team.  In his newly-created role
of Executive Vice President, Business Development, Harry will be an
integral part of our overall efforts to take Delphi to the next stage of
growth. I’m confident that Delphi’s combination of high quality
management, market-leading businesses and excellent financial flexibility
has positioned us extremely well for achieving future growth and creating
long-term shareholder value.  

Reliance Standard Life
Reliance Standard achieved a 16% increase in core group employee benefits premiums and an 18% increase in core
production in 2007, boosted by strong contributions from our focus on two areas where we believe we have competitive
advantages: voluntary products and Integrated Employee Benefits. We also maintained our leading market position in
the small case niche of companies with less than 500 employees, which has historically been our most profitable
market segment.  This small case focus has helped boost our underwriting margins and enabled Reliance Standard to
make a strong contribution to the improved combined ratio of Delphi’s group employee benefits insurance segment.
Reliance Standard continued to reap the benefits of the investments we’ve made in expanding our sales force and
providing them with advanced technology and training to improve productivity. The size of our sales force calling on
group employee benefits brokers, which has grown at a
compounded annual rate of 9% over the past seven years, reached
129 reps at the end of 2007. We also increased our number of
regional sales offices from 26 to 31.  

Voluntary products represented 17% of Reliance Standard’s core
production in 2007, up from 10% in 2006. In 2007, Reliance
Standard was recognized for the second year in a row as one of
the three fastest-growing companies in the voluntary market by
Eastbridge Consulting, a leading industry research firm. Reliance
Standard benefited from the investments we’ve made in designing effective voluntary products, training our sales
force in these products and improving the enrollment process for employers. We expect voluntary products to
continue increasing in importance as employers seek to control costs while still expanding benefits.  

“We maintained our leading
market position in the small

case niche...which has
historically been our most

profitable market segment.”
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In 2007, we included in our core production for the first time a voluntary product called RSL BasicCare, which is a group
limited benefit health insurance product for hourly, part-time or other employees with seasonal or irregular work schedules.
Target markets include the retail, hotel and restaurant industries, where many employees are generally not eligible for
employer-provided health insurance plans.  Limited benefit plans have been around for more than 25 years, but their

popularity has grown in the last few years as attention is focused on
the growing number of uninsured Americans. According to the
Census Bureau, more than 45 million people, or about 15 percent of
the U.S. population, do not have health insurance. Employers are
increasingly turning to limited benefit plans and one million people
today are estimated to have this type of coverage. Reliance Standard
launched BasicCare in 2005 and built a separate sales force to market
this product to group employee benefits brokers.  In 2007, we
achieved $18 million in production from this product, and we’re
expanding the BasicCare sales force and expect continued growth as
we gain increased traction in the marketplace.  

Reliance Standard continues to focus on the under-penetrated small
case segment of the group employee benefits market.  According to
industry research firm LIMRA, about half of companies with less

than 100 employees do not offer group long-term disability to their employees.  We continue to get about 20% of our new
sales from first-time buyers of our products, which boosts our margins since these smaller companies tend to be less price-
sensitive and have more conservative plan designs. Our average premium per case excluding Integrated Employee Benefits
clients was $19,000 in 2007, which was unchanged from 2006 but down from $23,000 in 2003.    

In addition to our traditional broker distribution channel, Reliance Standard had a solid contribution in 2007 from our
turnkey disability division, Custom Disability Solutions, or CDS.  The CDS division had premiums of $50 million in 2007,
essentially flat with 2006 premiums, which were boosted by one-time items related to our purchase of the assets of IDR’s
Portland, Maine-based claims management operation and subsequent formation of the CDS division. Our premium growth
in 2007 was impacted by some customer losses resulting from the transition.  The CDS division added several major new
turnkey partners in 2007 and is working to attract additional partners, which involves a long sales cycle.  We continue to be
excited about the long-term growth opportunity at CDS, which provides us with significant alternative distribution to the
small case market.

Matrix/Integrated Employee Benefits

Delphi had a strong contribution to our premium and profit growth in
2007 from our unique Integrated Employee Benefits program for
larger companies, in which we bundle our insurance coverage with
absence management services from Matrix Absence Management.
Total revenues from the Integrated Employee Benefits program, of
which about 90% are insurance premiums, rose 36% in 2007 to $214
million. This growth represents a significant achievement when
compared to the $5 million of revenues we realized from this program
in 1998, when we completed the strategic acquisition of Matrix.
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New sales of insurance products to Integrated Employee Benefits clients, which are primarily Reliance Standard
products, rose 77% to $57 million, accounting for 19% of Delphi’s core production in 2007.  Demand for return-to-
work and leave management services among larger companies is growing and Delphi continues to have a unique
offering for this market.  We believe Delphi is the only company that has under one umbrella the services component,
which we provide through Matrix, along with the ability to provide both disability and workers’ compensation
insurance through our own companies. This program allows us to differentiate our insurance products and maintain
attractive margins by avoiding purely price-driven competition that is more typical in the large-case market. 

Safety National
Safety National continued to capitalize on a firm market in 2007 for our core product, excess workers’ compensation
for self-insured employers.  Premiums in this product line grew to a record $276 million, an increase of 6% over the
prior year, which was boosted by the influx of premiums from our Employers Re renewal rights purchase in 2005.
Despite this being the seventh year of the hard market that began in 2001, rates were essentially flat and we achieved
low single digit increases in our average self-insured retention, the important attachment point where the risk shifts
from our client to us. Most importantly, since the end of 2001 both rates and self-insured retentions have risen
cumulatively by approximately 60%.  We’ve been able to raise the average attachment point to $500,000, up from an
average of $300,000 in 2001.  As a result, the average deferral period before we make a payment on a known open
claim is now about 15 years, because the self-insured client makes all payments until the attachment point is reached.  

Due to the long buildup of our insurance reserves and the investment income that results, excess workers’
compensation remains Delphi’s most profitable insurance line.  In 2007, this line represented 22% of premiums in
our group employee benefits insurance segment and 44% of operating profits from this segment. We also benefited

from improved underwriting margins as we began to see the impact
on our loss ratio from having taken in more premiums for less risk
since 2001. As actual results continue to come in over the next few
years from the business written in the hard market, we believe this
trend should persist.      

The excess workers’ compensation market has begun to flatten out
in early 2008, but we do not expect it to soften significantly any time
soon. In the important January renewals, when Safety National
typically writes about 30% of our business, rates declined slightly
and we continued to achieve modest increases in the average self-
insured retention.  New sales declined from the same period last year
as we maintained our pricing and underwriting discipline, however
we had a near record percentage of renewals on our existing policies,
which we believe demonstrates the strength of Safety National’s

market position. Almost two-thirds of Safety National’s customer base is in government entities, health care and
education, sectors that are not economically sensitive. The competitive environment remains favorable as there
continue to be meaningful barriers to profitable entry, including our proprietary database and underwriting expertise.  

One of Safety National’s major competitive advantages is the extensive experience of our underwriting staff and
management, who have forged strong relationships with brokers and third-party administrators in our niche market.
We are pleased that Safety National has implemented a management succession plan that keeps in place an
experienced team that is excited and energized by the opportunity to continue Safety National’s valuable contributions
to Delphi’s growth. The four senior executives all have more than 23 years of experience with Safety National and
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they are aided by a very deep bench. In addition, Safety National bolstered our management strength in November with
the addition of Steve Luebbert to the newly created position of Senior Vice President, Business Development. Steve has
over 30 years of industry experience, including the past 17 years as chief marketing officer of a broker/third party
administrator. We believe his experience will help Safety National continue to build on our great reputation and
relationships and at the same time help identify opportunities to expand our product offerings and distribution. 

Asset Accumulation
Operating profits in our asset accumulation segment rose 4% to $31.5 million, due to slower growth in investment
income from assets allocated to this segment. Funds under management at year-end 2007 of $1.1 billion were
basically flat with 2006, which included $100 million from institutional funding agreements issued that year. New
sales of fixed annuities were $107 million in 2007, an increase of 18% from an unusually low $91 million in 2006.  

Our asset accumulation business at Reliance Standard has historically focused on traditional individual fixed annuities,
which have experienced a challenging sales environment in the past several years. We are continually seeking new ways
to gather assets, such as our entry into the institutional funding agreement market in 2006.  In the annuity market, we’ve
been asked many times to develop additional products by our network of independent wholesalers that contract with
retail agents focusing primarily on the retiree market.  In the fourth quarter of 2007, we introduced a new indexed
annuity product called Keystone, which is a fixed annuity that credits interest based in part on the performance of the
S&P 500 index.  The response from our wholesalers has
been very positive and we expect Keystone to make a
strong contribution to our annuity sales once we get
established in the market.  We are excited about the market
potential, since sales of indexed annuities represent about
60% of the total market for fixed annuities, compared to
about 20% for sales of our traditional fixed annuities with
no equity index component. 

From a margin standpoint, we expect the spreads on the
new indexed annuity product to be similar to the spreads
on our traditional fixed annuities, which have averaged 150 to 250 basis points.  We have put in place a very strong
hedging program to hedge out the equity market component of the annuity credits.  In addition, we continue to have the
advantage of being opportunistic in this business due to the minimal overhead of our distribution. The development
process for this new product was very intensive and is another good example of Delphi’s ability to capitalize on
attractive growth opportunities in our markets.

Investments and Capital Structure
Delphi’s investment income in 2007 rose 6% to $270.5 million, which was below our expectations due to exceptional
turbulence in the markets and the continued low interest rate environment. An 11% increase in invested assets to $5
billion at the end of 2007 was offset by a decline in the tax-equivalent yield on our investment portfolio to 6.2% from
6.6% for the prior year.  

Extreme market volatility in the third quarter impacted Delphi’s trading account portfolio, which invests primarily in equities
using a variety of investing strategies. This portfolio, which was $145 million at year-end, had losses in the third quarter that
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“The development process for our
new annuity product is another

good example of Delphi’s ability
to capitalize on attractive growth

opportunities in our markets.”

 



flowed through investment income. Our trading account has otherwise been a solid contributor to investment income for
many years and results in the fourth quarter showed improvement, making a small positive contribution.  

Delphi’s investment returns were helped by our modest exposure to asset classes that were in the spotlight in 2007,
including mortgage-backed securities with exposure to subprime and Alt-A collateral.  The credit quality of our
investment portfolio remained very high, with an average credit rating of AA and just 6% of our portfolio in non-
investment grade securities at the end of December.  

We strengthened our capital structure in May when Delphi issued $175 million of Junior Subordinated Debentures,
also known as hybrid securities.  We used the proceeds to pay down our short-term bank facility, which is in line with
our practice of funding longer-term capital needs with
longer-term capital sources.  The hybrid securities had
the advantage of receiving significant equity treatment
from the rating agencies and as a result, Delphi’s debt-
to-capital ratio declined to 14% at the end of 2007 from
18% the prior year.  The initial fixed rate coupon of
7.376% for the hybrid securities compares to the 8%
coupon on senior notes we issued in 2003,
demonstrating the tangible benefits we’ve realized from
the improvement in Delphi’s credit ratings over the past
three years. These improvements include an upgrade we
received in May from Standard & Poor’s, raising our
senior debt rating to BBB+. We hope to have more
opportunities to refinance higher-cost debt at more
attractive rates and terms as additional capital securities
and senior debt become callable over the next two years.

Delphi’s balance sheet at the end of 2007 was very strong, with $116 million of financial assets at the holding
company and unused borrowing capacity of $276 million on our $350 million bank line.  We have excellent
financial flexibility to support the growth of our insurance businesses, explore additional growth opportunities and

return value to shareholders through higher dividends and share
repurchases.  Our cash dividend increased by 12.5% in 2007, which
was the sixth increase since we instituted a cash dividend in 2001.  We
took advantage of weakness in the equity markets to repurchase 1.7
million shares, with 1.6 million of those shares purchased in the
fourth quarter. In February 2008, we increased our size of our
existing share repurchase authorization by one million shares, and

Delphi clearly has the financial capacity to make significant repurchases in 2008 if equity markets remain weak.
Our management team is committed to building long-term shareholder value and I remain confident in the future
outlook for our businesses and our ability to achieve our long-term growth targets.  

Respectfully submitted,

Donald A. Sherman
President and Chief Operating Officer
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