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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF INCOME
(Dollarsin Thousands, Except Per Share Data)

(Unaudited)

Revenue:

Premium and fEE INCOME..........cueieeeie et e et ar e e s s e e e s eaae e s snes
NEL INVESIMENT INCOMIB......eviiiiteiie ettt e e et e e s er e e s s bbe e s s st e e e sssesesssbbeessssbenesannes
Net realized INVESIMENT IOSSES .........viiiieiee ettt e s st eae e e s s

Loss on redemption of junior subordinated deferrable interest
debentures underlying company-obligated redeemable capital

securities issued by unconsolidated SubSIdiaries...........coooveieiererierene e

Benefits and expenses:

Benefits, claims and interest credited to policyholders........cooooeviiniecieicne e,
COMMISSIONS ...ttt ettt sttt re ettt b et b e bt st b e s e e e bt s e e e e bt ne e eb e b e e st s n e enis
Amortization of cost of buSINESS ACUITED ........ccuereriieiiiie e
Other OPErating EXPENSES ... .cveivirtirierieeeereerie ettt se et b besbe e se e e beseesbesae e

OPEratiNg INCOME.......euiiterieeieeeeiesie ettt sttt sbe st e e e e e sbesbeseesbesaeeneeneeneas

Interest expense:

(@a]g oo = (=X 0 = o SO USSR
Junior subordinated AEDENTUIES..........ccouiiiieeie e aeeas

Junior subordinated deferrable interest debentures underlying company-obligated

redeemable capital securitiesissued by unconsolidated subsidiaries......................

Income before iNComMe tax EXPENSE. ......ccoiiriri e
[NCOME TAX EXPIEINSE. ... eeeteeteete ettt ettt ettt ae e e bt et e et e e be e e e saeesae e saeesaeeaneeanesanenneanes

[NLS 1o 0] (ST

Basic results per share of common stock:

LS AT e0) 0L T TR

Diluted results per share of common stock:

INEL INCOMIB ...ttt ettt e e ettt e e st e e e s st e e e s sbeee s s bbeesssabasessssnessabbnessasbenesannes

Dividends paid per share of coOmMmMON SEOCK ..........coiriieririieriee e

See notes to consolidated financial statements.
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Three Months Ended
March 31,

2008 2007
$ 342,290 $ 322,247
32,337 71,303
(6,436) (382)
- (2,192)
368,191 390,976
242,912 238,212
21,267 19,711
16,423 20,892
52,203 49,948
332,805 328,763
35,386 62,213
4,224 5,054
3,240 -
404 1,284
7,868 6,338
27,518 55,875
6,374 16,681
$ 21,144 $ 39,194
$ 043 $ 078
$ 0.42 $ 0.76
$ 0.09 $ 0.08



DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Dollarsin Thousands, Except Per Share Data)

March 31, December 31,
2008 2007
Assets:

Investments:

Fixed maturity securities, available for sale........ccccoeveivecicecececeee e $ 3,634,611  $ 3,691,694

Short-tErM INVESEMENES ..ot e e 436,947 286,033

Other INVESIMENES ..ottt 767,563 1,010,141

4,839,121 4,987,868

0 L o T 41,429 51,240
Cost Of BUSINESS BCAUITE........ccueeeeieieciesie ettt eneeneens 193,361 174,430
ReINSUraNCe reCaIVANIES.........ciieiiieree s 391,955 402,785
€700 0 111 1 | S 93,929 93,929
(@131 S (TSR 298,452 260,602
Assets held in SEParate aCCOUNE .........cceeeeierierie ettt ens 118,022 123,956

QIO = 5= $5976,269 $ 6,094,810

Liabilities and Shareholders Equity:

Future policy benefits:

S $ 294151 $ 290,775

Disability and aCCIANt........cceviieiecece e 708,001 688,023
Unpaid claims and claim expenses:

TS 73,657 69,161

Disability and aCCIdeNt........cccovvieieeece e 353,250 341,442

L@ S TSR 989,775 963,974
Policyholder account BalanCeS ..........ecieeeieere s 1,109,886 1,083,121
(@05 o011 (=0 = o SN 243,750 217,750
Junior subordinated dEDENLUIES...........coireiririeereere s 175,000 175,000
Junior subordinated deferrable interest debentures underlying

company-obligated mandatorily redeemable capital

securities issued by unconsolidated subsidiaries...........coovveveceecieresesce v, 20,619 20,619
Other liabilities and policyholder funds..........cccveveveiii s 812,083 979,599
Liabilities related to SEparate aCCOUNL .........ccccvevuereerereesieeeeeeseesee e e see e 118,022 123,956

LIz I = 1 =R 4,898,194 4,953,420
Shareholders' equity:

Preferred Stock, $.01 par; 50,000,000 shares authorized, noneissued............... - -

Class A Common Stock, $.01 par; 150,000,000 shares authorized;

48,831,865 and 48,717,899 shares issued and outstanding, respectively ...... 488 487
Class B Common Stock, $.01 par; 20,000,000 shares authorized;

5,934,183 sharesissued and outstanding.........ccceveeereereererene e 59 59
Additional paid-in Capital .........ccceeeriiirire e 515,011 509,742
Accumulated other comprehenSIVE 10SS.......cuvvvveeeeece e (110,843) (42,497)
RELAINE EAIMINGS.....viivieeeeeee sttt e e e e e tesresresneeneeneenen 844,917 828,116
Treasury stock, at cost; 6,796,016 and 6,227,416 shares of Class A

Common Stock, respectively, and 227,216 shares of

Class B COMMON SEOCK ......cuevueieierieeeiesie sttt (171,557) (154,517)

Total shareholders' eqUILY ......covveverecieecrere e 1,078,075 1,141,390

Total liabilities and shareholders’ equity ........cceevevevievivrievesereeieens $5976,269 $ 6,094,810

See notes to consolidated financial statements.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS EQUITY

Balance, January 1, 2007 ..................
Cumulative effect adjustment
Adjusted balance, January 1, 2007 ...

NEL INCOME. .....ceiiieirieieeseeierieeas
Other comprehensive income:
Increase in net unrealized
appreciation on investments.......
Decreasein net loss
on cash flow hedge
Change in net periodic
pension cost
Comprehensive income.....................
I ssuance of stock and exercise of
stock options
Stock-based compensation................
Cash dividends..........ccovevevrrernnennas

Balance, March 31, 2007..................

Balance, January 1, 2008..................

NEL INCOME. ..o
Other comprehensive loss:
Increase in net unrealized
depreciation on investments.......
Decreasein net loss
on cash flow hedge
Change in net periodic
pension cost
Comprehensive l0Ss........ccccevereeeene
I ssuance of stock and exercise of
stock options
Stock-based compensation................
Acquisition of treasury stock..............
Cash dividends..........ccovevevrreienennns

Balance, March 31, 2008..................

(Dallarsin Thousands)

(Unaudited)
Accumulated
Other
ClassA ClassB Additional Comprehensive
Common  Common Paid-in Income Retained  Treasury
Stock Stock Capital (Loss) Earnings Stock Total

$ 480 $ 57 $474,722 $ 19,133 $763,386 $(82,970)$1,174,808
- - - - (82,553) - (82,553)
480 57 474,722 19,133 680,833 (82,970) 1,092,255
- - - - 39,194 - 39,194
- - - 331 - - 331
- - - 196 - - 196
- - - 268 - - 268
39,989
3 - 12,126 - - - 12,129
1,466 1,466
- - - - (3,933) - (3,933)
$ 483 $ 57 $488,314 $ 19,928 $716,094 $(82,970)$1,141,906
$ 487 $ 59 $509,742 $ (42,497) $828,116 $(154,517)$1,141,390
- - - - 21,144 - 21,144
- - - (68,553) - - (68,553)
- - - 196 - - 196
- - - 11 - - 11
(47,202)
1 - 4,741 - - - 4,742
- - 528 - - - 528
- - - - - (17,040) (17,040)
- - - - (4,343) - (4,343)
$ 488 $ 59 $515,011 $(110,843) $844,917 $(171,557)$1,078,075

See notes to consolidated financial statements.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CASH FLOWS
(Dallarsin Thousands)

(Unaudited)

Three Months Ended
March 31,
2008 2007

Operating activities:
NEL INCOME ...ttt ettt et s et et es e $ 21,144 $ 39,194
Adjustments to reconcile net income to net cash provided
by operating activities:

Changein policy liabilities and policyholder accounts.........c.cccoevenerenerenenieenns 92,314 109,180
Net change in reinsurance receivables and payables...........ccoceeeierineieninieeieee 10,184 (2,584)
Amortization, principally the cost of business acquired and investments................ 15,238 21,692
Deferred costs of bUSINESS 8CAUITEM .......ccoviiiriiieieeee et (33,115) (30,387)

Net realized [0SSES 0N INVESIMENES.......ccceiierieiirieeee e 6,437 381

Net change in federal income tax liability .........ccoooeirieiiii i (16,573) 8,586

L@ 13 SO SR SOV T 1,899 (56,787)

Net cash provided by operating aCtiVitieS.........ccoceviriiinenenee e 97,528 89,275

Investing activities:
Purchases of investments and 10anS Made ............coceeeeiereie s (298,167) (408,925)
Sales of investments and receipts from repayment of 10ans...........coceveeirieicienenne 254,129 139,880
MaLUFitieS Of INVESIMENTS .....c.covireeiiiiiieert e 54,442 33,727
Net change in Short-term iNVESIMENTS..........coeierieieere e e (150,914) 159,221
Change in deposit iN SEParate @CCOUNL ..........coiieieierereeee e 790 (636)
Net cash used by investing aCtiVIties.........ccocceeeeieievnccce e (139,720) (76,733)
Financing activities:

Deposits to policyholder BCCOUNES.........cceiirereeeeerier e e 53,843 21,866
Withdrawals from policyholder aCCOUNES.........cocoeiiiiiiinire e (27,698) (34,557)
Borrowings under revolving credit facility ... 29,000 38,000
Principal payments under revolving credit facility ... (3,000) (4,000)
Redemption of junior subordinated deferrable interest debentures...........cccooveveeeeee. - (37,728)
AcquiSition Of treasury SEOCK ..o e (17,040) -
Other fiNANCING ACHIVITIES.......ciiveiiiieisisiese ettt sae s e (2,724) 4,431
Net cash provided (used) by financing actiVities ...........ccooverreieienine e 32,381 (11,988)
(Decrease) INCrease in CaSN........co it (9,811) 554
Cash at beginning Of PEIOU ........ccoiiiiiie e e 51,240 48,204
Cash at end Of PEITOA ........oouiriiie e $ 41429 $ 48,758

See notes to consolidated financial statements.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note A — Significant Accounting Policies

The financial statements of Delphi Financial Group, Inc. (the “Company,” which term includes the Company and its
consolidated subsidiaries unlessthe context indicates otherwise) included herein were prepared in conformity with accounting
principlesgenerally accepted in the United States (“GAAP”) for interimfinancial information and with theinstructionsto Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
GAAP for complete financia statements. The information furnished includes al adjustments and accruals of a normal
recurring nature, which are in the opinion of management, necessary for afair presentation of resultsfor theinterim periods.
Operating resultsfor the three months ended March 31, 2008 are not necessarily indicative of the resultsthat may be expected
for the year ended December 31, 2008. For further information refer to the consolidated financial statements and footnotes
thereto included in the Company’ s annual report on Form 10-K for the year ended December 31, 2007 (the “2007 Form 10-
K"). Capitalized terms used herein without definition have the meanings ascribed to them in the 2007 Form 10-K.

Accounting Changes

Fair Value Measurements. As of January 1, 2008, the Company adopted Financial Accounting Standards Board (“FASB”)
Statement of Financial Accounting Standards (“SFAS’) No. 157, “Fair Value Measurements,” which addressesthe manner in
whichthefair value of companies assetsand liabilities should be measured under GAAP. SFASNo. 157 providesacommon
definition of fair value and establishes aframework for conducting fair value measures under GAAP, but this statement does
not supersede existing guidance on when fair value measures should be used. This standard also requires companies to
disclose the extent to which they measure assetsand liabilities at fair value, the methods and assumptionsthey useto measure
fair value, and the effect of fair value measures on their earnings. SFAS No0.157 establishes afair value hierarchy of three
levels based upon the transparency and availability of information used in measuring thefair value of assetsor liabilities as of
the measurement date. The levels are categorized as follows:

Level 1- Valuation is based upon quoted prices for identical assets or liahilities in active markets. Level 1 fair value is not
subject to valuation adjustments or block discounts.

Leve 2 - Valuation isbased upon quoted pricesfor similar assetsor liahilitiesin active markets or quoted pricesfor identical
or similar instrumentsin marketsthat are not active. In addition, acompany may use various val uation techniques or pricing
models that use observable inputs to measure fair value.

Level 3 - Vauation is generated from techniques in which one or more of the significant inputs are not observable. These
inputs may reflect the Company's estimates of the assumptions that market participants would use in valuing the financial
assets and financial liabilities.

In February 2008, the FASB issued Staff Position, FSP FAS 157-2, which delayed the effective date of SFAS No. 157 until
January 1, 2009 for certain nonfinancial assets and nonfinancial liabilities. Thisdeferral isnot applicable to financial assets
and financial liabilities. Theadoption of SFASNo. 157 did not have amaterial effect on the Company’ sfinancial condition or
results of operations. The Company’sfair value measurements are described further in Note C.

Fair Value Option. Asof January 1, 2008, the Company adopted SFASNo. 159, “TheFair Value Option for Financial Assets
and Financial Liabilities.” SFASNo. 159 allowscompaniesto choose, at specified el ection dates, to measure many financial
assetsand financid liabilities (aswell as certain nonfinancial instrumentsthat are similar to financial instruments) at fair value
(the“fair value option”). The electionismade on aninstrument-by-instrument basisand isirrevocable. Uponinitial adoption,
SFAS No. 159 provides entities with a one-time chance to elect the fair value option for existing eligible items, and any
differences between the carrying amount of the selected item and its fair value as of the effective date are included in the
cumul ative-effect adjustment to beginning retained earnings. All subsequent changesin fair value for theinstrument el ected
arereported inearnings. The adoption of SFASNo. 159 did not have an effect on the Company’ sfinancial condition or results
of operations as the Company elected not to apply the provisions of SFAS No. 159 to any of its existing eligible financial
assets or liabilities on the date of adoption.



DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note A — Significant Accounting Palicies— (Continued)

Sock-Based Compensation. Asof January 1, 2008, the Company adopted Securitiesand Exchange Commission (“ SEC”) Staff
Accounting Bulletin (“SAB”) No. 110. SAB No. 110 alows companies to continue using the “simplified method” as
prescribed under SAB No. 107 under certain circumstances to estimate the expected term of options granted in accordance
with SFAS No. 123 (Revised), “ Share-Based Payment.” SAB No. 110 permits use of the simplified method when sufficient
historical datais not available to provide areasonable basis upon which to estimate the expected term of the options granted.
The assumptions made by the Company with regard to its stock-based compensation are described in Note F.

Recently Issued Accounting Sandards

In December 2007, the FASB issued SFAS No. 141 (Revised) (“141R"), “Business Combinations.” SFAS No. 141R
establishes principles and requirements for how the acquirer in a business combination: (a) recognizes and measures in its
financial statementstheidentifiable assetsacquired, theliabilities assumed, and any noncontrolling interest in the acquiree, (b)
recognizes and measures the goodwill acquired in the business combination or a gain from a bargain purchase and (c)
determineswhat information to disclose to enable users of the financial statementsto evaluate the nature and financia effects
of the business combination. Thisstatement requiresan acquirer to recognize the assets acquired, theliabilities assumed, and
any noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as of that date, with limited
specified exceptions. SFAS No. 141R is effective for business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. Earlier application is prohibited.
Assets and liabilities arising from a business combination having an earlier acquisition date are not to be adjusted upon the
effectiveness of this statement.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements, an
amendment of ARB No. 51", which prescribes the accounting for and the financial reporting of anoncontrolling interestina
company’ ssubsidiary, which isthe portion of the equity (residual interest) inthe subsidiary attributable to ownersthereof other
than the parent and the parent’ s affiliates. SFASNo. 160 requiresthat anoncontrolling interest in aconsolidated subsidiary be
presented in a consolidated statement of financial position as a separate component of equity and that changesin ownership
interestsin aconsolidated subsidiary that does not result in aloss of control be recorded as an equity transaction with no gain
or lossrecognized. For achange in the ownership interestsin a consolidated subsidiary that resultsin aloss of control or a
deconsolidation, again or lossisrecognized in the amount of the difference between the proceeds of that sale and the carrying
amount of the interest sold. In the case of a deconsolidation, SFAS No. 160 requires the establishment of a new fair value
basisfor the remaining noncontrolling ownership interest, with again or loss recognized for the difference between that new
basisand the historical cost basis of the remaining ownership interest. Upon adoption, theamounts of consolidated net income
and consolidated comprehensiveincome attributabl e to the parent and the noncontrolling interest must be presented separately
on the face of the consolidated financial statements. A detailed reconciliation of the changesin the equity of anoncontrolling
interest during the period isalso required. SFAS No. 160 is effectivefor fiscal years, and interim periods within those fiscal
years, beginning on or after December 15, 2008. Prospective adoption isrequired with some exceptions. Earlier application of
SFAS No. 160 is prohibited. The adoption of SFAS No. 160 is not expected to have a material effect on the Company’s
consolidated financial position or results of operations.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities, an
amendment of SFAS No. 133.” SFAS No. 161 requires entities to provide enhanced disclosures about (a) how and why an
entity usesderivativeinstruments, (b) how derivative instruments and rel ated hedged items are accounted for under SFASNo.
133 and its related interpretations and (¢) how derivative instruments and related hedged items affect an entity’s financial
position, results of operations and cash flows. SFAS No. 161 requires qualitative disclosures about objectivesand strategiesfor
using derivatives, quantitative disclosures about fair value amounts of gains and |osses on derivative instruments and credit-
risk-related contingent featuresin derivativeinstruments. SFASNo. 161 iseffectivefor financial statementsissued for fiscal
years and interim periods beginning after November 15, 2008, with early application encouraged. In years after initial
adoption, SFAS No. 161 requires comparative disclosures only for periods subsequent to initial adoption. SFASNo. 161isa
disclosure standard and as such will not impact the Company’s consolidated financial position or results of operations.



DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note B — I nvestments

At March 31, 2008, the Company had fixed maturity securities available for sale with a carrying value and a fair value of
$3,634.6 million and an amortized cost of $3,805.1 million. At December 31, 2007, the Company had fixed maturity securities
available for sale with a carrying value and afair value of $3,691.7 million and an amortized cost of $3,747.0 million.

Net investment income was attributable to the following:
Three Months Ended March 31,
2008 2007
(dollars in thousands)

Gross investment income:

Fixed maturity securities, available for sale..........ccccoceeiienincnnns $ 44344 $ 54,616
MOrtgage [08NS.......coeeeeiiiere et 3,973 6,081
Short-term iNVESIMENES........covviieirieeere e 3,143 3,949
OLNEN .ottt e (10,897) 18,505
40,563 83,151

Less: INVESIMENt EXPENSES.....c.ceueeieie ettt st e (8,226) (11,848)

$ 32337 $ 71,303

Note C — Fair Value M easur ements

The Company’ sinvestmentsin fixed maturity securitiesavailablefor sale, equity securitiesavailablefor sale, trading account
securities, assets held in the separate account and securities sold, not yet purchased are carried at fair value. The
methodologies and valuation techniques used by the Company in accordance with SFAS No. 157 to value its assets and
liabilities measured at fair value are described below. For adiscussion of the SFAS No. 157 framework, see Note A.

Instruments included in fixed maturity securities available for sale include mortgage-backed and corporate securities, U.S.
Treasury and other U.S. government guaranteed securities, securitiesissued by U.S. government-sponsored enterprises, and
obligationsof U.S. states, municipalitiesand political subdivisions. The mgjority of theinstrumentsof thiscategory arevalued
utilizing observableinputs; accordingly, they are categorized in either Level | or Level 2 of thefair value hierarchy described
inNote A. However, ininstanceswhere significant inputs utilized are unobservable, the securitiesare categorized in Level 3
of the fair value hierarchy.

Mortgage-backed securities include U.S. agency securities, collateralized mortgage obligations and commercial mortgage-
backed securities. The Company uses different valuation techniques and pricing models to measure the fair value of these
instruments, including option-adj usted spread model s, volatility-driven multi-dimensional single cash flow stream modelsand
matrix correlation to comparable to-be-announced securities. The mgjority of the Company’ sinvestmentsin mortgage-backed
securities are categorized in Level 2 of the fair value hierarchy.

Corporate securities primarily include fixed rate corporate bonds, floating and variable rate notes and securities acquired
through private placements. Corporate securities also include certain hybrid financial instruments consisting of principal
protected notes, the return on which isbased upon the return of variousinvestment funds organized aslimited partnershipsand
limited liability companies, which notesare carried at fair value with changesin such fair value, positive or negative, included
in net investment income. These hybrid financial instruments had a fair value of $188.7 million at March 31, 2008. The
Company uses recently executed transactions, market price quotations, benchmark yieldsand issuer spreadsto arrive at thefair
value of itsinvestmentsin corporate securities. The mgjority of the corporate securities, other than securitiesacquired through
private placements, are categorized in Level 2 of the fair value hierarchy. Private placement corporate securities, including
among others hybrid financial instruments, are valued with cash flow models using yield curves, issuer-provided information
and material eventsaskey inputs. Astheseinputsare generally unobservable, private placement securitiesare categorized in
Leve 3 of the fair value hierarchy.



DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note C — Fair Value M easurements— (Continued)

U.S. Treasury and other U.S. government guaranteed securities include U.S. Treasury bonds and notes, Treasury Inflation
Protected Securities (“TIPS’) and other U.S. government guaranteed securities. Thefair valuesof the U.S. Treasury securities
and TIPS are based on quoted prices in active markets and are generally categorized in Level 1 of the fair value hierarchy.
Other U.S. government guaranteed securities are valued based on observable inputs including interest rate yield curves,
maturity dates, and credit spreads of similar instruments. These securitiesare generally categorizedin Level 2 of thefair value
hierarchy.

U.S. government-sponsored enterprise securities include issues of medium term notes by U.S. government-sponsored
enterprises. The Company uses recently executed transactions, market price quotations, benchmark yieldsand issuer spreads
to arrive at the fair value of these instruments. These inputs are generally observable and these securities are generally
categorized in Level 2 of the fair value hierarchy.

Obligations of U.S. states, municipalities and political subdivisions primarily include bonds or notes issued by U.S
municipalities. The Company values these securities using observable inputs. These inputs include recently executed
transactions, spreads, benchmark curves including treasury benchmarks, and trustee reports. These securities are generally
categorized in Level 2 of the fair value hierarchy.

Other investments held at fair value primarily consist of equity securities available for sale and trading account securities.
Theseinvestmentsare primarily valued at quoted active market pricesand are therefore categorizedin Level 1 of thefair value
hierarchy. For private equity investments, since quoted market prices are not available, the transaction priceis used asthe best
estimate of fair value at inception. When evidence is believed to support achange to the carrying value from the transaction
price, adjustments are made to reflect expected exit values. Ongoing reviews by Company management are based on
assessments of each underlying investment, incorporating the eval uation of financing and sale transactions with third parties,
expected cash flows, material events and market-based information. These investments are included in Level 3 of the fair
value hierarchy.

Assets held in the separate account represent funds invested in a separately administered variable life insurance product for
which the policyholder, rather than the Company, bears the investment risk. These assets are invested in alimited liability
company that invests in entities which trade in various financial instruments.

Other liabilitiesmeasured at fair valueinclude securities sold, not yet purchased. These securities are val ued using the quoted
active market prices of the securities sold and are categorized in Level 1 of the fair value hierarchy.

Assets and liabilities measured at fair value on arecurring basis are summarized below:

March 31, 2008
Total Leve 1 Level 2 Level 3
(dollars in thousands)

Assets:
Fixed maturity securities, available for sale:
Mortgage-backed securities........c.cccceeennee. $ 1,049,031 $ - $ 1013624 $ 35,407
Corporate SECUIties.......ooerererieeieriereeniee 1,512,629 - 981,750 530,879
U.S. Treasury and other U.S. Government
guaranteed SECUNties.......c.cccceeveeiereenne. 52,502 24,293 26,351 1,858
U.S. Government-sponsored enterprise securities 22,540 - 22,540 -
Obligations of U.S. states, municipalities
and political subdivisions..................... 997,909 - 997,909 -
Other iNVESIMENLS ......cccoveveeririererieeeerise e 211,580 183,145 - 28,435
Assets held in separate account...........ccoceeeeennee. 118,022 - - 118,022
Total...coeereeiene $ 3964213 $ 207438 $ 3042174 $ 714601
Liabilities:
Other [iaDilitieS.......ccvrrreirerrc e $ 127274 $ 127274 $ - 3 -
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note C — Fair Value M easurements— (Continued)

Thefollowingtable providesareconciliation of the beginning and ending balance of Level 3 assetsmeasured at fair valueona
recurring basis:

Three Months Ended March 31, 2008

u.s.
Treasury and uU.s.
Other U.S.  Government- Assets
Mortgage- Government  sponsored heldin
backed Corporate  Guaranteed  Enterprise Other Separate
Total Securities _Securities _Securities _Securities  Investments _ Account
(dollars in thousands)
Balance at beginning of year..........c.ccccoevvveeininnnenne. $1,060,154 $ 302,852 $ 476,299 $ - $ 129993 $ 27,064 $ 123,956
Tota gains or losses
Included in €arninNgs........ccccevveveniereeeeienene e (14,784) (3,144) (6,313) - 42 565 (5,934)
Included in other comprehensive loss.. (43,495) (24,059) (31,302) - 54 1,812 -
Purchases, issuances and settlements.... (28,837) 3,468 93,691 - (125,000) (996) -
Net transfer in (out) of Level 3......... (258.437) _ (253,710) (1,496) 1,858 (5,089)
Balance at end of the period

....................................... $ 714601 $ 35407 $ 530879 $ 1858 $ - $ 28435 $ 118,022

Net gains (losses) included in earnings attributable
to the net change in unrealized gains or losses or
assets measured at fair value using unobservable
inputs and held at March 31, 2008.............ccceue..... $ -8 - $ (6281 $ -8 -8 - $ -
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

(Unaudited)

Note D — Segment Infor mation

Three Months Ended
March 31,
2008 2007
(dollars in thousands)
Revenues:

Group employee benefit ProQUCLS...........ooiiiii e s $ 348,081 $356,077
Asset aCCUMUIBETON PrOOUCES.......cveeieeere ettt b et e e a et e b aesaeeneans 16,516 27,693
ONEE B et 10,030 9,780
374,627 393,550
Net realized INVESEMENE IOSSES.........ciiiieiiieseeeee e e e e e e e srenresre e (6,436) (382)

Loss on redemption of junior subordinated deferrable
interest debentures underlying the Company obligated
mandatorily redeemable capital securitiesissued
by unconsolidated SUDSIAIANES.........ceeveriererise e e - (2,192)

$368,191 $390,976

Operating income:

Group employee benefit ProdUCLS..........coovreii i sre s $ 44450 $ 63,759
PANSS'S = oot 0100101 = 0] T o] 0o 0 o £ S 4,051 8,311
ONEN B et (6,679) _ (7.283)

41,822 64,787
Net realized INVESEMENE IOSSES.........ciiieiiiieieeeerees e e e e e sne e sre e (6,436) (382)

Loss on redemption of junior subordinated deferrable
interest debentures underlying the Company-obligated
mandatorily redeemable capital securitiesissued
by unconsolidated SUDSIAIANES........cceeeeeererise e e - (2,192)

$ 35386 $ 62,213

(2) Primarily consists of operations from integrated disability and absence management services and certain corporate activities.

Note E — Comprehensive (L 0ss) |ncome

Total comprehensive (1oss) income is comprised of net income and other comprehensive (1oss) income, which includes the
changein unrealized gains and losses on securities available for sale, changein net periodic pension cost and the changein the
loss on the cash flow hedge described in the 2007 Form 10-K. Total comprehensive (Ioss) income was $(47.2) million and
$40.0 million for the first three months of 2008 and 2007, respectively.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note F — Stock-Based Compensation

The Company recognized stock-based compensation expenses of $2.6 million and $2.2 millioninthefirst quarters of 2008 and
2007, respectively. The remaining unrecognized compensation expense related to unvested awards at March 31, 2008 was
$26.9 million and the weighted-average period of time over which this expense will be recognized is 3.9 years.

The fair values of options were estimated at the grant date using the Black-Scholes option pricing model with the following
weighted average assumptions for the first quarter of 2008: expected volatility — 19.3%, expected dividends — 1.24%,
expected lives of the options— 7.0 years, and therisk freerate—3.2%. Thefollowing weighted average assumptionswere used
for thefirst quarter of 2007: expected volatility — 19.7%, expected dividends—0.8%, expected lives of the options—6.5 years,
and therisk free rate — 4.7%.

The expected volatility reflects the Company’ s past monthly stock price volatility. The Company used the historical average
period from the Company’s issuance of an option to its exercise or cancellation and the average remaining years until
expiration for the Company’ s outstanding options to estimate the expected life of options granted in the first quarter of 2008
for which the Company had sufficient historical exercise data. The Company used the“simplified method” in accordancewith
SAB No. 110 for options granted in the first quarter of 2008 for which sufficient historical data was not available due to
significant differences in the vesting periods of these grants compared to previously issued grants. The expected lives of
options granted in 2007 were calculated using this “simplified method.” The dividend yield is based on the Company’s
historical dividend payments. The risk-free rate is derived from public data sources at the time of each option grant.
Compensation cost is recognized over the requisite service period of the option using the straight-line method.

Option activity with respect to the Company’s plans, excluding the performance-contingent incentive options referenced
further below, was as follows:

Weighted
Weighted Average Aggregate
Number Average Remaining Intrinsic
of Exercise Contractual Vaue
Options Options Price Term ($000)
Outstanding at January 1, 2008..........ccocererererieeieereerieniene 3260251 $ 2715
Granted ......cooeiueieeirieeerie et 888,027 29.00
EXEICISE ...t s (48,708) 17.19
FOrfEIted ... e (12,250) 35.03
Outstanding at March 31, 2008...........cccvreererienenieienerinnne 4,087,320 27.65 63 $ 17,775
Exercisable at March 31, 2008 .........ccocveireneennincnenienes 1,960,180 $ 2121 33 $ 17315

Theweighted average grant datefair value of options granted during thefirst quarters of 2008 and 2007 was $6.85 and $11.88,
respectively. There were no cash proceeds from stock options exercised in the first quarter of 2008. $4.2 million of cash
proceedswere received from stock options exercised in thefirst quarter of 2007. Thetotal intrinsic value of optionsexercised
during the first quarters of 2008 and 2007 was $3.7 million and $5.6 million, respectively.

At March 31, 2008, 4,378,250 performance contingent incentive options were outstanding with aweighted average exercise
price of $25.92, aweighted average contractua term of 7.0 years and an intrinsic value of $15.3 million. Of such options,
2,053,250 options with aweighted average exercise price of $22.24, aweighted average contractual term of 5.4 yearsand an
intrinsic value of $14.3 million were exercisable at March 31, 2008.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note G — Computation of Results per Share

The following table sets forth the calculation of basic and diluted results per share (amounts in thousands, except per share
data):

Three Months Ended
March 31,
2008 2007
Numerator:

NN T 0 3 S SR $21,144 $39,194

Denominator:
Weighted average common shares QULStANAING........c.eeeeriereriereneeeeeeeeseese e see s seeee e see e 49,055 50,177
Effect Of dilUtIVE SECUNTIES.......cveii ettt nes 1,098 1,290
Weighted average common shares outstanding, assuming dilution...........cccceevvevreevercevenennnn 50,153 51,467

Basic results per share of common stock:

N[ A 160 0L $ 043 $ 0.78

Diluted results per share of common stock:

N[00 0L $ 042 $ 0.76
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DELPHI FINANCIAL GROUP, INC.
ITEM 2. MANAGEMENT’SDISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Introduction

The Company, through its subsidiaries, underwrites a diverse portfolio of group employee benefit products, primarily
disahility, 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 productsis 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 termsfor existing customersand
control administrative expenses. The Company transfersits exposureto aportion of itsgroup employee benefit risksthrough
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 excessworkers compensation products, isalso 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 improvementsin the primary
workers’ compensation market resulting in lower premium ratesin that market, conditions relating to new business production
and growth in premiums for these products are less favorable at present. For its other group employee benefit products, the
Company is continuing to increase the size of its sales force in order 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 accumul ation business that focuses primarily on offering fixed annuitiestoindividuas. In
addition, during thefirst 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. The Company believes that the
funding agreement program enhances the Company’s asset accumulation business by providing an alternative source of
distribution for this business. The Company’s liabilities for the funding agreements are recorded in policyholder account
balances. Deposits from the Company’s asset accumulation business are recorded as liabilities rather than as premiums.
Revenuesfrom the Company’ s asset accumulation business are primarily comprised of investment income earned on thefunds
under management. The profitability of asset accumulation productsis primarily dependent on the spread achieved between
thereturn on investments and the interest credited to holders of these products. The Company setsthe 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.

The management of the Company’ sinvestment portfolio isan important component of itsprofitability. Over the second half of
2007 and continuing in the first quarter of 2008, due to the subprime mortgage crisis and other market developments, the
investment markets have been the subject of substantially increased volatility, while at the sasmetimethe overall level of risk-
free interest rates has declined substantially. These market conditions have adversely affected the Company’s ability to
achieve attractive yieldswith respect to itsfixed maturity security investments and resulted in ahigh degree of variability inthe
carrying values of certain portions of itsinvestment portfolio. Such conditions may persist in the future, and, in the cases of
those investments whose changesin value, positive or negative, areincluded 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, thisvariability may continueto result in significant fluctuationsin net investment income, and asaresult,
in the Company’ s results of operations.

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 Statementsand related notesincluded in thisdocument, aswell asthe Company’s
annual report on Form 10-K for the year ended December 31, 2007 (the “2007 Form 10-K”). Capitalized terms used herein
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without definition have the meanings ascribed to them in the 2007 Form 10-K. The preparation of financial statementsin
conformity with GAAP requires management, in someinstances, to make judgments about the application of these principles.
The amounts of assetsand liabilities at the date of thefinancial 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 contained in the 2007 Form 10-K in the section entitled “Management’ s Discussion and Analysis of Financial
Condition and Results of Operations - Critical Accounting Policiesand Estimates’ and should be read in conjunction with the
following discussion and analysis of results of operationsand financial condition of the Company. In addition, adiscussion of
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 below under the caption “ Forward-L ooking Statements And Cautionary
Statements Regarding Certain Factors That May Affect Future Results,” in Part I, Item 1A of the 2007 Form 10-K, “Risk
Factors’.

Results of Operations

Summary of Results. Net income was $21.1 million, or $0.42 per diluted share, in the first quarter of 2008 as compared to
$39.2 million, or $0.76 per diluted share, in the first quarter of 2007. Net income in the first quarter of 2008 and 2007
included realized investment losses, net of the related income tax benefit, of $4.2 million, or $0.09 per diluted share, and $0.2
million, or $0.00 per diluted share, respectively. Netincomeinthefirst quarter of 2008 benefited from growthinincomefrom
the Company’ s core group empl oyee benefit products and was adversely impacted by asignificant decreasein net investment
income. Core group employee benefit productsinclude disability, group life, excessworkers' compensation, travel accident
and dental insurance. Premiumsfrom these core group employee benefit productsincreased 8% in thefirst quarter of 2008 and
the combined ratio (lossratio plus expenseratio) for group employee benefit products decreased to 91.3% in thefirst quarter of
2008 from 93.2% inthefirst quarter of 2007. The decreased level of net investment incomein thefirst quarter of 2008 reflects
alower tax equivalent weighted average annualized yield on invested assets equal to 2.9% compared to 6.5% for the first
quarter of 2007.

Premium and Fee Income. Premium and fee income in the first quarter of 2008 was $342.3 million as compared to $322.2
millioninthefirst quarter of 2007, anincrease of 6%. Premiumsfrom core group employee benefit productsincreased 8% to
$324.3 million in the first quarter of 2008 from $299.6 million in the first quarter of 2007. This increase reflects normal
growth in employment and salary levels for the Company’s existing customer base, price increases and new business
production. Premiumsfrom excessworkers' compensation insurance for self-insured employerswere $66.7 millioninthefirst
quarter of 2008 ascompared to $72.4 millioninthefirst quarter of 2007. Excessworkers' compensation premiumsinthefirst
quarter of 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. Excess workers compensation new business
production, which represents the amount of new annualized premium sold, was $4.3 million in the first quarter of 2008
compared to $14.5 million in the first quarter of 2007, which included new business production of $3.4 million from the
Renewal Rights Agreement. SNCC' s rates declined modestly on its 2008 renewals and SIRs on average are up modestly in
2008 new and renewal policies, excluding the Canadian policieswritten under the Renewal Rights Agreement. Theretention of
existing customersin the first quarter of 2008 remained strong.

Premiums from the Company’ s other core group empl oyee benefit productsincreased 13%to $257.6 millioninthefirst quarter
of 2008 from $227.2 millioninthefirst quarter of 2007, primarily reflecting 13% increasesin premiums from the Company’s
group disability and group life products and new business production. During the first quarter of 2008, premiums from the
Company’ s group disability productsincreased to $141.6 million from $124.9 million in the first quarter of 2007, primarily
reflecting new business production. During the first quarter of 2008, premiums from the Company’s group life products
increased to $99.5 million from $88.1 million in the first quarter of 2007, primarily reflecting new business production and a
decrease in premiums ceded by the Company to reinsurers. Premiums from the Company’ s turnkey disability businesswere
$12.2 million and $12.1 million in the first quarters of 2008 and 2007, respectively. New business production for the
Company’ s other core group employee benefit products was $61.1 million in the first quarter of 2008 as compared to $65.0
million in the first quarter of 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 benefit products al so refl ects the Company’ sfocus on the small case niche (insured groups of 10to 500 individuals).
The Company continuesto implement priceincreasesfor certain existing group disability and group lifeinsurance customers.
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Non-core group employee benefit products include LPTSs, primary workers compensation, bail bond insurance, workers
compensation reinsurance and reinsurance facilities. Premiums from non-core group employee benefit products were $8.3
million in thefirst quarter of 2008 as compared to $14.2 millionin the first quarter of 2007, primarily dueto alower level of
premium from LPTSs, which are episodic in nature.

Deposits from the Company’ s asset accumul ation productsincreased 168% to $52.2 million in thefirst quarter of 2008 from
$19.5millioninthefirst quarter of 2007. Thisincreasein depositsisprimarily dueto increased sal es of the Company’ smulti-
year rate guarantee products. Depositsfrom the Company’ s asset accumul ation products, consisting of new annuity salesand
issuances of funding agreements, are recorded as liabilities rather than as premiums.

Net Investment Income. Net investment incomein thefirst quarter of 2008 was $32.3 million as compared to $71.3 millionin
the first quarter of 2007. The level of net investment income in the 2008 period reflects a decrease in the tax equivalent
weighted average annualized yield on invested assets to 2.9% for the first quarter of 2008 from 6.5% for the first quarter of
2007. Thisdecreasewas primarily dueto adverse performancein the Company’ sinvestmentsin investment fundsorganized as
limited partnershipsand limited liability companies, trading account securitiesand hybrid financial instrumentswhich resulted
from adverse market conditionsfor financial assetsin thefirst quarter of 2008. Thisadverse performance was partially offset
by an 8% increase in average invested assets to $4,895.7 million in the first quarter of 2008 from $4,531.9 millionin thefirst
quarter of 2007.

Net Realized Investment Losses. Net realized investment losseswere $6.4 million in the first quarter of 2008 as compared to
$0.4 millioninthefirst quarter of 2007. The Company monitorsitsinvestmentson an ongoing basis. When the market value
of asecurity declinesbelow its amortized cost, and management judges the decline to be other than temporary, the security is
written down to fair value, and the declineisreported asarealized investment loss. Inthefirst quarters of 2008 and 2007, the
Company recognized $6.2 million and $1.4 million, respectively, of losses due to the other than temporary declinesin the
market values of certain 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 thefirst quarters of 2008 and 2007,
the Company recognized $(0.2) million and $1.0 million, respectively, of net (losses) gains on the sales of securities.

The Company may recognize additional losses dueto other than temporary declinesin security market valuesin thefuture. The
extent of such losses will depend on future market developments, 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
securitieswhose fair values are below the Company’ s amortized cost pursuant to its procedures for evaluation for other than
temporary impairment in valuation, which are described in the section entitled “Management’s Discussion and Analysis of
Financial Condition and Results of Operations - Critical Accounting Policiesand Estimates - Investments’ in the 2007 Form
10-K. Itisnot possible to predict the extent of any future changesin value, positive or negative, or the results of the future
application of these procedures, with respect to these securities. There can be no assurance that the Company will realize
investment gains in the future in an amount sufficient to offset any such losses. 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 the first quarter of 2007, the Company
recognized apre-tax loss of $2.2 million from the redemption of the 9.31% junior subordinated deferrable interest debentures
(“Junior Debentures”) underlying the 9.31% Capital Securities, Series A (“ Capital Securities”) of Delphi FundingL.L.C. On
March 27, 2007, Delphi Funding L.L.C. 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 L.L.C. The
redemption pricewas $1,046.55 per Capital Security plusaccrued dividends. Asaresult, the $103.1 million principal amount
of the Junior Debentures ceased to be outstanding and dividends on the Junior Debentures ceased to accrue.

Benefits and Expenses. Policyholder benefits and expenses were $332.8 million in the first quarter of 2008 as compared to
$328.8 million in the first quarter of 2007. This increase primarily reflects the increase in premiums from the Company’s
group employee benefit products discussed above, and does not reflect significant additionsto reservesfor prior years clams
and claim expenses. However, there can be no assurance that future periodswill not include additionsto reserves of thistype,
which will depend on the Company’s future loss development. 1f the Company were to experience significant adverse loss
development in the future, the Company’ s results of operations could be materially adversely affected. The combined ratio
(lossratio plus expense ratio) for the Company’ s group employee benefits products decreased to 91.3% in thefirst quarter of
2008 from 93.2% in the first quarter of 2007. Amortization of cost of business acquired was decelerated by $4.6 million
during the first quarter of 2008, primarily due to the decrease in the Company’ s tax equivalent weighted average annualized
yield oninvested assets. Theweighted average annualized crediting rate onthe Company’ s asset accumul ation products, which
reflects the effects of the first year bonus crediting rate on certain newly issued products, was 4.2% and 4.3% in the first
guarters of 2008 and 2007, respectively.
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Interest Expense. Interest expensewas$7.9 millionin thefirst quarter of 2008 as compared to $6.3 millionin thefirst quarter
of 2007, anincrease of $1.6 million. Thisincrease primarily resulted from interest payments on the 2007 Junior Debentures
issued by the Company in the second quarter of 2007.

Income Tax Expense. Incometax expensewas $6.4 millioninthefirst quarter of 2008 ascompared to $16.7 millioninthefirst
quarter of 2007 primarily due to the lower level of the Company’s operating income. The Company’s effective tax rate
decreased to 23.2% in the first quarter of 2008 from 30.0% in the first quarter of 2007 primarily due to the proportionately
higher level of tax-exempt interest income earned on invested assets.

Liquidity and Capital Resources

General. The Company had approximately $89.8 million of financia resources available at the holding company level at
March 31, 2008, primarily comprised of investments in the common stock of its investment subsidiaries, investments in
investment funds organized aslimited partnerships and limited liability companies and short-terminvestments. The assets of
the investment subsidiaries are primarily invested in investment funds organized as limited partnerships and limited liability
companies. Other sources of liquidity at the holding company level include dividends paid from subsidiaries, primarily
generated from operating cash flows and investments. The Company’s insurance subsidiaries would be permitted, without
prior regulatory approval, to make dividend paymentstotaling $99.5 million during 2008, of which $1.8 million hasbeen paid
to the Company during thefirst three months of 2008. In general, dividends from the Company’ s non-insurance subsidiaries
are not subject to regulatory or other restrictions. At March 31, 2008, the Company had $250.0 million of borrowings
available under the Amended Credit Agreement. A shelf registration statement isal so in effect under which securitiesyielding
proceeds of up to $106.2 million may be issued by the Company. In addition, the Company is categorized as awell known
seasoned issuer under Rule 405 of the SecuritiesAct. Assuch, the Company hasthe ability tofile automatically effective shelf
registration statements for unspecified amounts of different securities, allowing for immediate, on-demand offerings.

The Company’ s current liquidity needs, in addition to funding its operating expenses, include principal and interest payments
on outstanding borrowings under the Amended Credit Agreement, interest paymentson the 2033 Senior Notesand 2007 Junior
Debentures, and distributions on the 2003 Capital Securities. The maximum amount of borrowingsunder the Amended Credit
Agreement, which expiresin October 2011, is $350.0 million. The 2033 Senior Notes mature in their entirety in May 2033
and are not subject to any sinking fund requirements but are redeemable by the Company at par at any time on or after May 15,
2008. Thejunior subordinated deferrableinterest debentures underlying the 2003 Capital Securitiesare redeemable, inwhole
or in part, beginning May 15, 2008. The 2007 Junior Debentureswill 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 Company may elect to redeem any or al of the
2007 Junior Debentures at any time. In the case of aredemption 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 pricewill be equal to 100% of the principal amount of the debentures being redeemed plusany accrued and unpaid
interest.

On May 7, 2008, the Company’s Board of Directors declared a cash dividend of $0.10 per share, which will be paid on the
Company’s Class A Common Stock and Class B Common Stock on June 4, 2008.

The Company and its subsidiaries expect available sources of liquidity to exceed their current and long-term cash
requirements.

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
Directorsauthorized afurther 1,000,000 shareincrease in such program. Sharerepurchasesare effected by the Company inthe
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 programis based on management’ s assessment of market conditions
for its common stock and other potential uses of capital. During thefirst quarter of 2008, the Company repurchased 568,600
sharesof its Class A Common Stock at atotal cost of $17.0 million with avolume weighted average price of $29.97 per share.
At March 31, 2008, the repurchase of 965,200 shares remained authorized under the 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

$4,839.1 million at March 31, 2008, consists primarily of investments in fixed maturity securities, short-term investments,
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mortgage loans and equity securities. The Company’s investment portfolio also includes investments in investment funds
organized aslimited partnerships and limited liability companies, trading account securities and hybrid financial instruments
which totaled $550.1 million at March 31, 2008. During the first quarter of 2008, the market value of the Company’s
investment portfolio, in relation to its amortized cost, decreased by $107.2 million from year-end 2007, before related
increasesin the cost of business acquired of $2.2 million and adecreasein theincometax provision of $36.4 million. At March
31, 2008, gross unrealized appreciation and gross unrealized depreciation, beforethe 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 $70.7 million (of which $69.2 million was attributabl e to investment grade securities) and $234.9 million (of which
$192.0 million was attributabl e to investment grade securities), respectively. The Company recognized pre-tax net investment
losses of $6.4 millioninthefirst quarter of 2008. The weighted average credit rating of the securitiesin the Company’ sfixed
maturity portfolio having ratings by nationally recognized statistical rating organizationswas“AA” at March 31, 2008. While
ratings of thistype address credit risk, they do not address other risks, such as prepayment and extension risks. See“Forward-
Looking Statements and Cautionary Statements Regarding Certain Factors That May Affect Future Results,” and Part I, Item
1A of the 2007 Form 10-K, “Risk Factors,” as supplemented by Part |1, [tem 1A hereof, for a discussion of various risks
relating to the Company’ s investment portfolio.

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 variousintervals asto new risks, and replacement agreements are negotiated on terms
believed appropriatein light of then-current market conditions. The Company currently cedes through indemnity reinsurance
50% of its excess workers' compensation risks between $5.0 million and $10.0 million per occurrence, 100% of its excess
workers compensation risks between $10.0 million and $50.0 million per occurrence, 85% of its excess workers
compensation risks between $50.0 million and $100.0 million per occurrence, and 75% of its excessworkers' compensation
risks between $100.0 million and $150.0 million. Inaddition, in March 2008, the Company entered into a ceded reinsurance
agreement that provides up to $10 million of coverage with respect to workers' compensation losses resulting from certain
naturally occurring catastrophic events. Effective January 1, 2008, the Company cedesthrough indemnity reinsurancerisksin
excess of $300,000 (compared to $200,000 previously) per individual and type of coverage for new and existing employer-
paid group lifeinsurance policies. Reductionsinthe Company’ sreinsurance coverageswill decreasethe reinsurance premiums
paid by the Company under these arrangements and thus increase the Company’ s premium income, and will also increasethe
Company’ srisk of losswith respect to the relevant policies. Generally, increasesin the Company’ s reinsurance coverageswill
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.

Cash Flows. Operating activities increased cash by $97.5 million and $89.3 million in the first quarters of 2008 and 2007,
respectively. Net investing activities used $139.7 million of cash during thefirst quarter of 2008 primarily for the purchase of
securities, and financing activities provided $32.4 million of cash, principally from deposits to policyholder accounts.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

There have been no material changesin the Company’ s exposure to market risk or itsmanagement of such risk since December
31, 2007.

Item 4. Controls and Procedures

As of the end of the period covered by this report, an evaluation was performed under the supervision and with the
participation of the Company’s management, including the Company’s Chief Executive Officer (“CEQ”) and Senior Vice
President and Treasurer (the individual who actsin the capacity of chief financia officer), of the effectiveness of the design
and operation of the Company’s disclosure controls and procedures (as defined in the rules and regulations of the Securities
and Exchange Commission). Based on that evaluation, the Company’ s management, including the CEO and Senior Vice
President and Treasurer, concluded that the Company’s disclosure controls and procedures were effective. There were no
changes in the Company’sinternal control over financial reporting during the fiscal quarter to which this report relates that
have materially affected, or are reasonably likely to materially affect, the Company’ sinternal control over financial reporting.

Forwar d-L ooking Statements And Cautionary StatementsRegar ding Certain FactorsThat M ay Affect FutureResults

In connection with, and becauseit desiresto take advantage of, the“ safe harbor” provisionsof the Private SecuritiesLitigation
Reform Act of 1995, the Company cautions readers regarding certain forward-looking statementsin the above “Management’s
Discussion and Analysis of Financial Condition and Results of Operations’ and el sewherein this Form 10-Q and in any other
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statement made by, or on behalf of, the Company, whether in future filings with the Securities and Exchange Commission or
otherwise. Forward-looking statements are statements not based on historical information and which relate to future
operations, strategies, financial results, prospects, outlooks or other developments. Some forward-looking statements may be
identified by the use of terms such as“expects,” “believes,” “anticipates,” “intends,” “judgment,” “outlook” or other similar
expressions. Forward-looking statements are necessarily based upon estimates and assumptionsthat areinherently subject to
significant business, economic, competitive and other uncertainties and contingencies, many of which are beyond the
Company’s control and many of which, with respect to future business decisions, are subject to change. Examples of such
uncertainties and contingenciesinclude, among other important factors, those affecting the insurance industry generally, such
as the economic and interest rate environment, federal and state legidlative and regulatory developments, including but not
limited to changes in financial services, employee benefit and tax laws and regulations, changes in accounting rules and
interpretati ons thereof, market pricing and competitive trends rel ating to insurance products and services, acts of terrorism or
war, and the availability and cost of reinsurance, and those rel ating specifically to the Company’ sbusiness, such astheleve of
its insurance premiums and fee income, the claims experience, persistency and other factors affecting the profitability of its
insurance products, the performance of itsinvestment portfolio and changesin the Company’ sinvestment strategy, acquisitions
of companies or blocks of business, and ratings by major rating organizations of the Company and itsinsurance subsidiaries.
These uncertainties and contingencies can affect actual results and could cause actual resultsto differ materially from those
expressed in any forward-looking statements made by, or on behalf of, the Company. Certain of these uncertainties and
contingenciesare described in moredetail in Part |, Item 1A of the 2007 Form 10-K, “Risk Factors’. The Company disclaims
any obligation to update forward-looking information.

PART Il. OTHER INFORMATION
Item 1A. Risk Factors

The following discussion, which supplements the significant factors that may affect our business and operations described
in Part I, Item 1A of the 2007 Form 10-K, “Risk Factors,” updates and supersedes the discussion contained therein under
the heading “The market values of the Company’ s investments fluctuate”:

The market values of the Company’sinvestments fluctuate.

Themarket values of the Company’ sinvestments vary depending on economic and market conditions, including 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 yieldsavailable on U.S. Treasury securitiesand other types of fixed maturity securities, such as corporate debt
and mortgage-backed securities, will typically have an adverse impact on the market values of asubstantial portion of the fixed
maturity securitiesin the Company’ sinvestment portfolio. If interest rates decline, the Company generally achieves alower
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 adeclining interest rate environment, the Company may be unabl e to reinvest the proceeds
in securities with comparable interest rates. The Company may also in the future be required to, or determineto, sell certain
investments, whether to meet contractual obligationsto its policyholders or otherwise, at a price and atime when the market
value of such investmentsis|less than the book value of such investments, resulting in losses to the Company.

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. See “Critical Accounting Policies and
Estimates— Investments” in Part |1, Item 7 of the 2007 Form 10-K for adescription of management’ sevaluation processinthis
regard. The Company has experienced and may in the future experience losses from declines in security values that it
determines to be other than temporary. Such losses are recorded as realized investment losses in the income statement. See
“Results of Operations— Net Realized Investment Losses’ and “Liquidity and Capital Resources — Investments’ in Item 2 -
Management’ s Discussion and Analysis of Financial Condition and Resultsof Operations. |naddition, the Company investsin
certain investment funds organized as limited partnerships and limited liability companies that invest in various financial
assets, as well as certain hybrid financial instruments whose return is based upon the return of similar types of limited
partnerships and limited liability companies. Investmentsin such limited partnerships and limited liability companies are
reflected in the Company’ sfinancial statements under the equity method, and such hybrid financial instrumentsare carried in
the financial statements at fair value. In all of these cases, positive or negative changesin the value of these investments are
included inthe Company’ s net investment income. Thus, the Company’ sresults of operations, in addition to itsliquidity and
financial condition, could be materially adversely affected if the limited partnershipsand limited liability companies were to
experience lossesin the values of their financial assets.
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Item 2.

)

@

Item 6.

Unregistered Sales of Equity Securitiesand Use of Proceeds
There were no unregistered sales of equity securities during the period covered by this report.
Issuer Purchases of Equity Securities.

The following table shows the purchases of registered equity securities under the Company’s existing repurchase
program during the three months ended March 31, 2008:

Total Number
of Shares Maximum
Purchased Number of
as Part Shares that
Total of Publicly May Yet Be
Number of Average Announced  Purchased Under
Shares Price Paid Plans the Plans
Purchased per Share or Programs®  or Programs®?
January 1 — 31, 2008 - $ - - -
February 1 — 29, 2008 568,600 $ 29.97 568,600 965,200
March 1 — 31, 2008 - $ - - -
Total 568,600 $ 29.97 568,600 965,200

As of March 31, 2008, the Company had purchased 6,776,252 shares of its Class A Common Stock, at atotal cost of $162.1 million, in the open
market and had previously received 19,764 shares of the Company’ s Class A Common Stock with an aggregate value of $0.3 millionin liquidation
of apartnership interest, resulting in atotal number of shares of treasury stock outstanding on such date of 6,796,016.

On November 7, 2007, the Company’ s Board of Directors authorized anew share repurchase program, which replaced the former sharerepurchase
program. Under the new share repurchase program, the Company’ s Board of Directors authorized the purchase of 1,500,000 outstanding shares of
the Company’s Class A Common Stock from timeto time. On February 22, 2008, the Company’ s Board of Directors authorized a 1,000,000 share
increasein such new share repurchase program and, on May 7, 2008, the Board authorized afurther 1,000,000 shareincreasein such program. This
further increase is not reflected in the above table. The program has no expiration date.

Exhibits

11.1 Computation of Results per Share of Common Stock (incorporated by referenceto Note G to the Consolidated
Financial Statementsincluded el sewhere herein)

31.1 Certification by the Chairman of the Board and Chief Executive Officer of Periodic Report Pursuant to Rule
13a-14(a) or 15d-14(a)

31.2 Certification by the Senior Vice President and Treasurer of Periodic Report Pursuant to Rule 13a-14(a) or 15d-
14(Q)

32.1 Certification of Periodic Report Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
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SIGNATURES

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

DELPHI FINANCIAL GROUP, INC. (Registrant)

/s ROBERT ROSENKRANZ

Robert Rosenkranz

Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

s THOMASW. BURGHART
Thomas W. Burghart

Senior Vice President and Treasurer
(Principa Accounting and Financial Officer)

Date: May 12, 2008
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Exhibit 31.1

CERTIFICATION

I, Robert Rosenkranz, certify that:

1.

2.

| have reviewed this quarterly report on Form 10-Q of Delphi Financial Group, Inc. (the “registrant”);

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

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

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

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

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

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

disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materialy affected, or is reasonably
likely to materialy affect, the registrant’ sinternal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a. al significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant
rolein the registrant’ sinternal control over financial reporting.

Date: May 12, 2008

/s’ ROBERT ROSENKRANZ

Robert Rosenkranz
Chairman of the Board and Chief Executive Officer



Exhibit 31.2

CERTIFICATION

I, Thomas W. Burghart, certify that:

1.

2.

| have reviewed this quarterly report on Form 10-Q of Delphi Financial Group, Inc. (the “registrant”);

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

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

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

a. designed such disclosure controls and procedures, or caused such disclosure controls and procedures to

be designed under our supervision, to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the
period in which this report is being prepared;

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

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

disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materialy affected, or is reasonably
likely to materialy affect, the registrant’ sinternal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal

control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a. al significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

any fraud, whether or not material, that involves management or other employees who have a significant
rolein the registrant’ sinternal control over financial reporting.

Date: May 12, 2008

/s THOMASW. BURGHART

Thomas W. Burghart
Senior Vice President and Treasurer



Exhibit 32.1

CERTIFICATION PURSUANT
TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Delphi Financial Group, Inc. (the “Company”) on Form 10-Q for the quarter
ending March 31, 2008 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the
undersigned officers of the Company certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

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

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

/s’ ROBERT ROSENKRANZ

Robert Rosenkranz
Chairman of the Board and Chief Executive Officer

/s THOMASW. BURGHART

Thomas W. Burghart
Senior Vice President and Treasurer

May 12, 2008



