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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)
Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenue:
Premium and feEINCOME.......c.veeeeeeeeeeeeeeeeee e $ 352,445 $ 340,774 $ 710,166 $ 683,064
Net investment iNCOME..........coovvveineennee e 92,023 60,750 154,878 93,087
Net realized investment 10SSES: .......coevverriineiinieceiees
Total other than temporary impairment losses............. (45,628) (18,131) (63,236) (24,306)
Less: Portion of other than temporary impairment
losses recognized in other comprehensive income... 20,719 - 20,719 -
Net impairment losses recognized in earnings............. (24,909) (18,131) (42,517) (24,306)
Other net realized investment [0SSES.........cccveveeviennenne (2,562) (1,368) (6,953) (1,629)
(27,471) (19,499) (49,470) (25,935)
TOtal FEVENUES. ...ttt 416,997 382,025 815,574 750,216
Benefits and expenses:
Benefits, claims and interest credited to policyholders..... 251,807 243,755 507,405 486,667
COMMISSIONS.......ccieiierieeereeieesie e re e se b s e 22,456 20,853 45,160 42,120
Amortization of cost of businessacquired .........cc.cccceee.e 26,184 20,222 49,477 36,645
Other Operating EXPENSES ........oveirrererierirese e 60,622 53,608 120,759 105,811
361,069 338,438 722,801 671,243
Operating iNCOME.........cuiveeeireeri et 55,928 43,587 92,773 78,973
Interest expense:
COrporate debt.........oueeeeeeeriereee e 3,876 4,289 7,861 8,513
Junior subordinated debentures..........cccooeeeeeeeeeecieeeeeeenns 3,241 3,246 6,481 6,486
Junior subordinated deferrable interest debentures
underlying company-obligated redeemable capital
securities issued by unconsolidated subsidiaries.......... - 353 - 757
7,117 7,888 14,342 15,756
Income before income tax eXpenSe........cocvevveverereneriesienens 48,811 35,699 78,431 63,217
INCOME taX EXPENSE. .....oeeieiee et 11,804 8,824 16,940 15,198
NELINCOME. ...ttt $ 37007 $ 26875 $ 61491 $ 48,019
Basic results per share of common stock:
NEEINCOME ...ttt e e $ 074 3 056 $ 125 % 0.99
Diluted results per share of common stock:
NEEINCOME ...ttt et e $ 074 3 055 $ 125 % 0.97
Dividends paid per share of common stocK ..........c.ccceevevnee. $ 010 $ 010 $ 020 $ 0.19

See notes to consolidated financial statements.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(Dollarsin Thousands, Except Per Share Data)

June 30, December 31,
2009 2008
Assets:

Investments:

Fixed maturity securities, available for sale........ccoivevvecinviinseiese e $ 4,037,088 $ 3,773,382

ShOrt-tEIM INVESIMIENES ...ttt e e e e e s e e e e e s s eabe e e s e senareeas 626,774 401,620

(@101 QT 01V (11 1K 542,965 479,921

5,206,827 4,654,923

(0= S o TR 79,194 63,837
Cost Of DUSINESS @CUITEU.........eeeeeeeiie e 241,055 264,777
REINSUrANCE TECEIVADIES ...ttt e e e e e e e e e e e e ranaaeen 375,871 376,731
(€070l 11171 1 F OO TOTRRPPRR 93,929 93,929
(01915 g S < TR RRORPRRRT 364,935 409,103
Assets held in SEparate @CCOUNML .........eiveeeeriiriireeeeeeese e 100,189 90,573

L0 1= 1= S R $ 6,462,000 $ 5,953,873

Liabilities and Equity:

Future policy benefits:

) L $ 327,365 $ 300,567

Disability @and aCCIAENt........cccoveueeierereeie e 767,231 743,690
Unpaid claims and claim expenses:

) LTRSS 64,681 70,076

Disability @and aCCIAENt.........cccveueeieriseeeece e 415,971 398,671

L0 ST - TSRS 1,129,802 1,061,046
Policyholder account DalanCeS. ... 1,435,319 1,356,932
COrPOrate AEDL........ciuiiieeerte sttt s nne s 365,750 350,750
Junior subordinated dEDENTUIES..........ccveiviiriecie et aees 175,000 175,000
Other liabilities and policyholder funds...........ccooiieierr i 624,473 581,954
Liabilities related to SEparate @CCOUNL ..........eeveeiuereereseeee e e enes 100,189 90,573

Total lHADITIES....eccviireiiiecee ettt e be b enean 5,405,781 5,129,259
Equity:

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

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

52,195,142 and 48,946,432 shares issued, respectively ........cccevverereenennenn, 522 489
Class B Common Stock, $.01 par; 20,000,000 shares authorized;

5,981,049 SNAr€SISSUEH.......ccvviieieieietectie sttt sttt e e svee e reesae e era s 60 60
Additional paid-in Capital ........cccooriiiinirn 582,219 522,596
Accumulated other comprehensiVe 10SS........covveiiiiineeee e (232,753) (351,710)
RELAINED BAIMINGS.....c.eiveitiieirieecre ettt e e sbe e 899,331 846,390
Treasury stock, at cost; 7,761,216 shares of Class A Common Stock and

227,216 shares of Class B CommOon SEOCK.........ccoivueeeeeiiieeeeee e (197,246) (197,246)

Total sharehOlders' EQUILY .......cevrveeeiririre e 1,052,133 820,579
NONCONFOHTING INLEIESE ...t et 4,086 4,035

B0 1= (1) YRS 1,056,219 824,614

Total liabilitieS and QUILY ......ccevereereeecire s eene $ 6,462,000 $ 5,953,873

See notes to consolidated financial statements.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES

(Dadllarsin Thousands)

CONSOLIDATED STATEMENTSOF EQUITY

(Unaudited)
Accumulated
Class A ClassB Additional Other Total Non-
Common  Common Paid in Comprehensive  Retained Treasury  Shareholders  controlling Total
Stock Stock Capital Income (Loss) Earnings Stock Equity Interest Equity
Balance, January 1, 2008 $ 487 50 $509,742 $ (42497) $ 828116 $(154517) $ 1,041,390 $ 30,181 $ 1171571
NEL INCOME......ccoeviiiieiiieeeee e - - - - 48,019 - 48,019 445 48,464
Other comprehensive loss:
Increase in net unrealized
depreciation on investments.............. - - - (113,848) - - (113,848) (272) (114,120)
Decrease in net loss on cash flow
hEAGE. ...t - - - 392 - - 392 - 392
Change in net periodic pension cost.. - - - 24 - - 24 - 24
Comprehensiveloss.... (65,413) (65,240)
Change in noncontrolling interest
OWNEISNIP ... - - - - - - - 1,022 1,022
Exercise of stock options.
2 - 5,145 - - - 5,147 - 5,147
Stock-based compensation ...............cc..... - - 3,222 - - - 3,222 - 3,222
Acquisition of treasury stock. . - - - - - (42,729) (42,729) - (42,729)
Cash dividends.........cocovvreirrernnniiniens - - - - (9.022) - (9.022) - (9,022)
Balance, June 30, 2008 ..........cccovueuneene $ 489 $ 59 $518109 $ (155929) $ 867,113 $(197,246) $ 1032595 $ 31376 $ 1,063,971
Balance, January 1, 2009 $ 489 60 $522596 $ (351,710) $ 846,390 $(197,246) $ 820,579 $ 4035 $ 824,614
Cumulative effect adjustment, April 1,
2009....0cee ettt - - - (2,372) 2,372 - - - -
NELINCOME........oveviiieieie e - - - - 61,491 - 61,491 115 61,606
Other comprehensive income:
Decrease in net unrealized
depreciation on investments.............. - - - 132,393 - - 132,393 - 132,393
Increase in other than temporary
impairment losses recognized in
other comprehensive income.............. - - - (12,038) - - (12,038) - (12,038)
Decrease in net loss on cash flow
hEAGE. ... - - - 392 - - 392 - 392
Change in net periodic pension cost....... - - - 582 - - 582 - 582
Comprehensive income..........cccveevreennes 182,820 182,935
Net distribution to noncontrolling
11 == TS - - - - - - - (64) (64)
Issuance of common Stock ...........eecueeee... 30 - 51,017 - - - 51,047 51,047
Exercise of stock options.... . 3 4,014 - - - 4,017 - 4,017
Stock-based compensation .............oceene. - - 4,592 - - - 4,592 - 4,592
Cash dividends..........cccvvvieereninnnincins - - - - (10,922) - (10,922) - (10,922)
Balance, June 30, 2009 $ 52 $ 60 $582219 $§ (232,753) $ 899,331 $(197,246) $ 1,052,133 $ 408 $ 1,056,219

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

(Unaudited)

Six Months Ended
June 30,
2009 2008

Operating activities:
INEE INCOMIE ..ttt b e ettt st $ 61,491 $ 48,019
Adjustments to reconcile net income to net cash provided
by operating activities:

Changein policy liabilities and policyholder accounts............ccooveeerereeieenenenenens 137,172 108,256

Net change in reinsurance receivables and payables..........cccooveveneencneneniecenien, (6,663) 16,881
Amortization, principally the cost of business acquired and investments............... 24,842 33,010
Deferred costs of buSINESS aCUITE .......coveiieeeieeiee e (64,079) (60,481)

Net realized |0SSES ON INVESIMENES.....cooiieeeiiie et e e e e e e e s eaer e e e s s eeaeeeessaaans 49,470 25,935
Net change in federal income tax [iability .......ccccveveeeiesieeeee e 5,228 (24,913)
ONEY et et enen s (15,428) 15,866

Net cash provided by operating aCtiVitieS........c.cooveveriniienerninese e 192,033 162,573

Investing activities:
Purchases of investments and 10anNS MAOE ..........ccevvirereinine s (668,972) (706,313)
Sales of investments and recei pts from repayment of 10ans.........c.cveveereneneieennnn 130,226 148,589
MatUritieS Of INVESIMENTS ... ...t e e e e e e e s e a e e e e e e s ereeeeesesanens 446,734 317,518
Net change in short-term iNVESEMENES..........covirieiere e (225,154) (39,683)
Change in deposit iN SEParate @CCOUNL........ccerurerierererie sttt see e 4,845 3430
Net cash used by iNVEStiNg aCtiVItIES........ccccoiirieeriiieeeee e (312,321) (276,459)
Financing activities:

Deposits to policyholder aCCOUNLS..........c.cceverieiee e 180,624 154,302
Withdrawal s from policyholder aCCOUNLS.........ccceveiiiiiieinese s (102,969) (53,226)
Borrowings under revolving credit faCility ... 17,000 58,000
Principal payments under revolving credit facility ........ccooceoevoevienenciereeee e (2,000) (3,000)
Proceeds from issuance of COMMON SEOCK .........c.uuveieiiieeeiie et e e e e e 51,017 -
Acquisition of treasury stock - (42,729)
Other fiNaNCiNgG aCtIVItIES.......ccvoveiieviciie e (8,027) (7,157)
Net cash provided by financing aCtiVities ...........ccvovroerervesee e 135,645 106,190
Increase (AeCrease) iN Cash ..o s 15,357 (7,696)
Cash at beginning Of PEMIO.........oiviiririree e 63,837 51,240
Cash at end Of PEITOU ........ceiueiiiceiee et bbb $ 79194 $ 43544

See notes to consolidated financia 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 unless the context indicates otherwise) included herein were prepared in conformity with accounting
principles generally accepted in the United States (“GAAP”) for interim financial information and with theinstructionsto Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include al of the information and footnotes required by
GAAP for complete financial statements. The information furnished includes all adjustments and accruals of a normal
recurring nature, which, in the opinion of management, are necessary for afair presentation of resultsfor theinterim periods.
Certain reclassifications have been made in the June 30, 2008 consolidated financial statements to conform to the June 30,
2009 presentation. Operating results for the three and six months ended June 30, 2009 are not necessarily indicative of the
resultsthat may be expected for the year ended December 31, 2009. 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,
2008, as amended by Amendment No. 1 thereto on Form 10-K/A (the “2008 Form 10-K”). Capitaized terms used herein
without definition have the meanings ascribed to them in the 2008 Form 10-K.

Accounting Changes

Business Combinations. As of January 1, 2009, the Company adopted Financial Accounting Standards Board (“FASB”)
Statement of Financia Accounting Standards (“SFAS”) No. 141 (Revised) (“141R"), “Business Combinations’. SFASNo.
141R establishes principles and requirements for how the acquirer in abusiness combination: (a) recognizes and measuresin
itsfinancial statementstheidentifiable assets acquired, theliabilities assumed, and any noncontrolling interest in theacquiree,
(b) recognizes and measures the goodwill acquired in the business combination or a gain from a bargain purchase and (c)
determines what information to disclose to enable users of the financial statementsto evaluate the nature and financial effects
of the business combination. This statement 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 dateison or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. Assets and liabilitiesarising from a
business combination having an earlier acquisition date are not to be adjusted upon the effectiveness of this statement. The
adoption of SFAS No. 141R did not have an effect on the Company’ s consolidated financia position or results of operations.

In April 2009, the FASB issued Staff Position (“FSP") FAS 141(R)-1, “Accounting for Assets Acquired and Liabilities
Assumed in aBusiness Combination That Arisefrom Contingencies’, which amendsand clarifies SFASNo. 141R with respect
to the application issues relating to initial recognition and measurement, subsequent measurement and accounting, and
disclosure of assets and liabilities arising from contingencies in a business combination. This FSP requires an acquirer to
recognize at fair value an asset acquired or liability assumed in a business combination that arises from a contingency if the
acquisition date fair value of that asset or liability can be determined during the measurement period. If the acquisition datefair
value cannot be determined during the measurement period, acontingency shall be recognized if information available before
the end of the measurement period indicates that it is probable that an asset existed or liability had been incurred at the
acquisition date and the amount there of can be reasonably estimated. FSP FAS 141(R)-1 is effective for assets or liabilities
arising from contingenciesin business combinations for which the acquisition dateison or after January 1, 2009. Theadoption
of FSP FAS 141(R)-1 did not have any effect on the Company’s consolidated financia position or results of operations.

Noncontrolling Interests. As of January 1, 2009, the Company adopted SFAS No. 160, “Noncontrolling Interests in
Consolidated Financia Statements, an amendment of ARB No. 51”7, which prescribes the accounting for and the financial
reporting of anoncontrolling interest in a company’s subsidiary, which is the portion of the equity (residua interest) in the
subsidiary attributable to owners thereof other than the parent and the parent’s affiliates. SFAS No. 160 requires that a
noncontrolling interest in aconsolidated subsidiary be presented in aconsolidated statement of financial position asaseparate
component of equity and that changes in ownership interests in a consolidated subsidiary that does not result in a loss of
control be recorded as an equity transaction with no gain or loss recognized. For a change in the ownership interestsin a
consolidated subsidiary that resultsin aloss of control or adeconsolidation, again or lossis recognized 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 requiresthe establishment of anew fair value basisfor the remaining noncontrolling ownership interest, with a
gain or loss recognized for the difference between that new basis and the historical cost basis of the remaining ownership
interest. Upon adoption, the amounts of consolidated net income and consolidated comprehensive income attributable to the
parent and the noncontrolling interest must be presented separately on the face of the consolidated financia statements. A
detailed reconciliation of the changesin the equity of anoncontrolling interest during theperiod isalso required. Theadoption
of SFAS No. 160 did not have a material effect on the Company’s consolidated financia position or results of operations.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note A — Significant Accounting Policies— (Continued)

Derivative Instruments. As of January 1, 2009, the Company adopted SFAS No. 161, “Disclosures about Derivative
Instruments and Hedging Activities, an amendment of SFASNo. 133.” SFAS No. 161 requires entitiesto provide enhanced
disclosures about (a) how and why an entity uses derivative instruments, (b) how derivative instruments and related hedged
items are accounted for under SFAS No. 133 and its related interpretations and (c) how derivative instruments and related
hedged items affect an entity’s financia position, results of operations and cash flows. SFAS No. 161 requires qualitative
disclosures about obj ectives and strategiesfor using derivatives, quantitative disclosures about fair val ue amounts of gainsand
losses on derivative instruments and credit-risk-related contingent features in derivative instruments. SFAS No. 161 isa
disclosure standard; accordingly, the adoption of SFAS No. 161 did not have any effect on the Company’s consolidated
financid position or results of operations.

The Company, at times, enters into futures and option contracts and interest rate and credit default swap agreements in
connection with itsinvestment strategy and indexed annuity program. These agreements are primarily utilized to reduce the
risk associated with changes in the value of the Company’s fixed maturity portfolio and to fund the interest crediting
obligations associated with the Company’ sindexed annuity contracts. These positionsare carried at fair value with gainsand
lossesincluded inincome. The Company recognized net investment income of $1.8 million during the six months ended June
30, 2009 related to these instruments. The Company had no material outstanding futures and option contracts or interest rate
and credit default swap agreements at June 30, 2009. The Company, at times, may also invest in non-dollar denominated
fixed maturity securities that exposeit to fluctuationsin foreign currency rates, and, therefore, may hedge such exposure by
using currency forward contracts. The Company had no material currency forward contracts outstanding at June 30, 2009.

To mitigate the risk of interest rates rising before the issuance of the 2033 Senior Notes could be compl eted, the Company
entered into atreasury rate lock agreement in September 2002, with a notional amount of $150.0 million and an anticipated
debt term of 10 years. The Company paid $13.8 million upon the issuance of the 2033 Senior Notesin May 2003 to settlethe
treasury rate lock agreement, of which $12.1 million was recorded in accumulated other comprehensive income and the
remaining loss was deemed ineffective and recognized as a reduction of net investment income. This transaction was
accounted for as a cash flow hedge under the provisions of SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities’. Accordingly, $12.1 million of thelosson thetreasury ratelock agreement isbeing amortized into interest
expenseratably over 10 years. The Company will amortize $1.2 million of such lossinto interest expense over the next twelve
months. The Company recognized $0.6 million of such lossinto interest expense during the first half of 2009 and 2008. The
net loss on the treasury rate lock agreement included in accumulated other comprehensive loss was $3.1 million (net of an
income tax benefit of $1.6 million) at June 30, 2009.

EarningsPer Share. InJune 2008, the FASB issued FSP EITF 03-6-1, “ Determining Whether Instruments Granted in Share-
Based Payment Transactions Are Participating Securities.” FSP EITF 03-6-1 addresseswhether instrumentsgranted in share-
based payment transactions are participating securities prior to vesting and, therefore, need to be included in the earnings
alocation in computing earnings under SFAS No. 128, “Earnings per Share.” FSP EITF 03-6-1 provides guidance for the
calculation of earnings per share for share-based payment awards with rights to dividends or dividend equivalents. The
adoption of FSP EITF 03-6-1 did not have a material effect on the Company’s consolidated financia position or results of
operations.

Fair Value Measurements. Effective April 1, 2009, the Company adopted FSP FAS 107-1 and APB 28-1, “Interim
Disclosures about Fair Vaue of Financial Instruments’. FSPFAS 107-1 and APB 28-1 amends SFASNo. 107, “ Disclosures
about Fair Vaue of Financial Instruments’ and Accounting Principles Board Opinion No. 28, “Interim Financial Reporting”,
to require disclosures about fair value of financia instruments for interim reporting periods as well as in annua financial
statements. FSP FAS 107-1 and APB 28-1 isadisclosure standard and as such had no impact on the Company’ s consolidated
financial position or results of operations.



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

Note A — Significant Accounting Policies— (Continued)

Effective April 1, 2009, the Company adopted FSP FAS 157-4, “Determining Fair Vaue When the Volume and Level of
Activity for the Asset or Liability Have Significantly Decreased and | dentifying Transactions That Are Not Orderly”. ThisFSP
provides additional guidance for estimating fair value in accordance with SFAS No. 157, “Fair Vaue Measurements’, when
the volume and level of activity for the asset or liability have significantly decreased. This FSP aso includes guidance on
identifying circumstancesindicating that atransactionisnot orderly. Under this FSP, significant decreasesin the volume and
level of activity of an asset or liability in relation to normal market activity for the asset or liability require acompany to further
evaluate transactions or quoted pricesand exercisesignificant judgment in arriving at thefair value. Theadoptionof FSPFAS
157-4 did not have a material effect on the Company’s consolidated financia position or results of operations

Other Than Temporary Impairments. Effective April 1, 2009, the Company adopted FSP FAS 115-2 and FAS 124-2,
“Recognition and Presentation of Other-Than-Temporary Impairments’. This FSP applies to debt securities and requires
companies to recognize in earnings only the credit component of an other than temporary impairment. The remainder of the
impairment will continueto be recognized in other comprehensiveincome. FSP FAS115-2 and FAS 124-2 also modifiesthe
existing requirement for acompany to assert that it has both the intent and the ability to hold a security for aperiod of time
sufficient to allow for an anticipated recovery initsfair value to itsamortized cost basis. In lieu of thisrequirement, thisFSP
will only require acompany to assert that it does not have the intent to sell the debt security and that it is more likely than not
that it will not be required to sell the debt security before its anticipated recovery. Upon its adoption of FSP FAS 115-2 and
FAS 124-2, the Company recorded an after-tax increase of $2.4 million in retained earningsand adecreasein the same amount
in other comprehensive income to reclassify the non-credit related portion of previously recognized other than temporary
impairments on fixed maturity securities held as of April 1, 2009.

Subsequent events. In May 2009, the FASB issued SFAS No. 165, “Subsequent Events’. SFAS No. 165 establishes
principles for accounting and disclosure of events or transactions that occur after the balance sheet date but before financial
statementsareissued or areavailableto beissued. This Statement requiresan entity to (a) recognizeinthefinancial statements
the effects of all subseguent events that provide additional evidence about conditions that existed at the date of the balance
sheet, including the estimates inherent in the process of preparing financial statements, (b) disclose the nature and financia
effect of subsequent eventsthat provide evidence about conditionsthat did not exist at the date of the bal ance sheet but must be
disclosed to keep the financial statements from being misleading, and (c) evaluate subsequent events for recognition and
disclosure through the date the financia statements are issued or are available to be issued. SFAS No. 165 also requires
entities to disclose the date through which subsequent events have been evaluated. SFAS No. 165 is effective for financia
statementsfor interim and annual periods ending after June 15, 2009. Accordingly, the Company eval uated subsequent events
for recognition and disclosure through the filing date of this Form 10-Q. The adoption of SFAS No. 165 did not have any
effect on the Company’s consolidated financial position or results of operations.

Recently Issued Accounting Standards

In June 2009, the FASB issued SFAS No. 166, “Accounting for Transfers of Financial Assets, an amendment of FASB
Statement No. 140", which amends SFAS No. 140 with the objective of improving the relevance, representationa faithfulness
and comparability of theinformation that areporting entity providesinitsfinancial reportsabout transfers of financial assets,
the effects of atransfer of financial assets onitsfinancia position, financial performance, and cash flows and atransferor’s
continuing involvement in transferred financial assets. This Statement removes the concept of a qualifying special-purpose
entity from Statement 140 and removesthe exception from applying FASB Interpretation No. 46(R) to variableinterest entities
that are qualifying special-purpose entities. SFAS No. 166 is effective for financial statementsfor interim and annual periods
ending after November 15, 2009 and the transfers occurring on or after the effective date. The Company has not yet determined
theimpact, if any, that the adoption of SFAS No. 166 will have on its consolidated financia position or results of operations.
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Note A — Significant Accounting Policies— (Continued)

In June 2009, the FASB issued SFAS No. 167, “Amendmentsto FASB Interpretation No. 46(R)” which amends Interpretation
46(R) to require ongoing assessments of whether an enterpriseisaprimary beneficiary of avariableinterest entity. SFASNo.
167 also changes the analyses required to determine whether an entity isavariable interest entity and whether an enterprise’s
variableinterestin an entity givesit acontrolling financial interest and makesit the primary beneficiary of thevariableinterest
entity. SFAS No. 167 requires enhanced disclosures that will provide users of financial statements with more transparent
information about an enterprise’ sinvolvement in avariableinterest entity. SFAS No. 167 iseffectivefor financia statements
for interim and annual periods ending after November 15, 2009. The Company has not yet determined theimpact, if any, that
the adoption of SFAS No. 167 will have on its consolidated financial position or results of operations.

In June 2009, the FASB issued SFAS No. 168, “The FASB Accounting Standards Codification and the Hierarchy of Generally
Accepted Accounting Principles, a replacement of FASB Statement No. 162”. SFAS No. 168 establishes the FASB
Accounting Standards Codification (“Codification”) as the source of authoritative GAAP recognized by the FASB to be
applied by nongovernmental entities. Rulesand interpretive rel eases of the SEC under federal securitieslawsare also sources
of authoritative GAAPfor SEC registrants. All guidance contained in the Codification carriesan equal level of authority. SFAS
No. 168 is effective for financia statements issued for interim and annual periods ending after September 15, 2009, with
certain exceptions for nonpublic nongovernmental entities. Since SFAS No. 168 primarily identifies the sources of
authoritative accounting principles that are generally accepted and does not modify any accounting principles, adoption of
SFAS No. 168 is not expected to impact the Company’ s consolidated financia position or results of operations.

Note B — Investments

At June 30, 2009, the Company had fixed maturity securities available for sale with a carrying value and a fair value of
$4,037.1 million and an amortized cost of $4,375.4 million. At December 31, 2008, the Company had fixed maturity securities
available for sale with a carrying value and a fair value of $3,773.4 million and an amortized cost of $4,322.0 million.
Declines in market value relative to such securities amortized cost determined to be other than temporary pursuant to the
Company’ s methodol ogy for such determinations, asfurther discussed bel ow, are reflected asreductionsin the amortized cost
of such securities.

The amortized cost and fair value of investmentsin fixed maturity securities available for sale are as follows:

June 30, 2009
Gross Unrealized
Other Than
Amortized Temporary Fair
Cost Gains Losses  Impairments Vaue
(dollarsin thousands)
Residential mortgage-backed securities................. $1,385132 $ 59675 $(148,252) $ (22,169) $ 1,274,386
Commercial mortgage-backed securities ............... 39,881 - (21,145) - 18,736
COrporate SECUMtIES ....oevveeeeeieee e 1,186,843 19,722 (94,358) - 1,112,207
Collateralized debt obligations...........ccccoveeeerienas 224,091 - (120,592) - 103,499
U.S. Treasury and other U.S. Government
guaranteed SECUNTIES........ccevvervreeeere e 100,732 4,058 (20) - 104,770
U.S. Government-sponsored enterprise securities.. 6,753 531 - - 7,284
Obligations of U.S. states, municipalities and
political SUbdiVIiSIONS........c.coviveriinieirie 1,431,952 33,273 (49,019) - 1,416,206
Total fixed maturity securities..................... $ 4375384 $ 117,259 $ (433,386) $ (22,169) $ 4,037,088
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(Unaudited)
Note B — Investments — (Continued)
December 31, 2008
Gross Unrealized
Other Than
Amortized Temporary Fair
Cost Gains Losses  Impairments __ Value
(dollarsin thousands)
Residential mortgage-backed securities................. $1,367,041 $ 40,489 $ (207,905 $ - $ 1,199,625
Commercial mortgage-backed securities ............... 44,190 - (18,891) - 25,299
COrporate SECUNTIES ......evvevererieriesiesee e 1,339,519 9,688  (183,995) - 1,165,212
Collateralized debt obligations...........ccccovvecvrveenes 227,229 - (116,268) - 110,961
U.S. Treasury and other U.S. Government
guaranteed SECUNTIES........cccverereeeere e 51,826 5,905 - - 57,731
U.S. Government-sponsored enterprise securities.. 22,031 3,147 - - 25,178
Obligations of U.S. states, municipalities and
political subdivisions.........cccoocveeeieeieereneeee 1,270,166 19,230 _ (100,020) - 1,189,376
Total fixed maturity securities..................... $4322002 $ 78459 $ (627,079) $ - $ 3,773,382

Theamortized cost and fair value of fixed maturity securities available for sale at June 30, 2009, by contractual maturity, are
shown below. Expected maturitieswill differ from contractual maturities because issuers may have theright to call or prepay
obligations, with or without prepayment penalties.

Amortized Fair

Cost Vaue

(dollarsin thousands)
Residential mortgage-backed SECUNTIES...........covieeeiieeieeese e $ 1,385,132 $ 1,274,386
Commercia mortgage-backed SECUNTIES. ........cceviiiiiineice e 39,881 18,736

Other fixed maturity securities:

ONE YEAN OF IESS.....iiiiie ettt sttt ettt sae e 61,879 61,327
Greater than 1, UP tO 5 YEAIS ..cvv et 512,094 502,932
Greater than 5, UP t0 10 YEAIS ....c.vveueeeeeeeeiere et 783,592 715,714
Greater than L0 YEAIS .....ccvveieeeririe sttt be s 1,592,806 1,463,993
TOLAl e $ 4375384 $ 4,037,088

Thegrossunrealized losses and fair value of fixed maturity securitiesavailablefor sale, aggregated by investment category and
length of time that individual securities have been in a continuous unrealized |loss position, are as follows:

June 30, 2009
Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unreadlized Fair Unreadlized Fair Unrealized
Vaue Losses Vaue L osses Value Losses

(dollarsin thousands)
Residential mortgage-backed securities... $ 261,929 $ (66,089) $262,179 $ (104,332) $ 524,108 $ (170,421)

Commercia mortgage-backed securities.. 5,831 (1,190) 12,905 (19,955) 18,736  (21,145)
Corporate SeCUNties........curveverereeererienenas 138,821  (14,218) 450,601 (80,140) 589,422  (94,358)
Collateralized debt obligations................. 41,378  (27,650) 62,122 (92,942) 103,500 (120,592)
U.S. Treasury and other U.S. Government

guaranteed SeCUrities........cocuveeererierenn 4,082 (20) - - 4,082 (20
U.S. Government-sponsored enterprise

SECUNTIES .. - - - - - -
Obligations of U.S. states, municipalities

& political subdivisions...........ccoceeenee 289,223 (7,064) _ 400,387 (41,955) 689,610 _ (49,019)

Total fixed maturity securities.............. $ 741,264 $(116,231) $1,188,194 $ (339,324) $1,929,458 $ (455,555)
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(Unaudited)
Note B — Investments — (Continued)
December 31, 2008
Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unreadlized Fair Unrealized Fair Unredlized
Vaue L osses Vaue L osses Vaue L osses

(dollarsin thousands)
Residential mortgage-backed securities...$ 415,738 $(140,542) $151,971 $ (67,363) $ 567,709 $ (207,905)

Commercial mortgage-backed securities.. 22,089 (9,819) 3,211 (9,072) 25,300 (18,891)
Corporate SeCUNties........courveveeererererienenas 505,595 (67,205) 256,980  (116,790) 762,575 (183,995)
Collateralized debt obligations................. 76,003 (62,854) 34,958 (53,414) 110,961 (116,268)

U.S. Treasury and other U.S. Government
guaranteed SECUNties.........ccocvveereeneennen. - - - - - -
U.S. Government-sponsored enterprise

SECUNTIES ...t - - - - - -
Obligations of U.S. states, municipalities

& poalitical subdivisions..........ccccocenene. 520,492 _ (61,106) _ 164,817 (38,914) 685,309 _ (100,020)

Total fixed maturity securities.............. $1,5639,917 $(341,526) $611,937 $ (285,553) $2,151,854 $ (627,079)

Net realized investment (losses) gains arose from the following:

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(dollarsin thousands)

Fixed maturity securities, available

{0 = L= S $ (25553) $  (11,245) $ (44010) $  (17,195)
Other iNVeStMENtS........cceeeveeveeeeeieee e (1,918) (8,254) (5,460) (8,740)
$  (27471) $ (19,499 $ (49470) $  (25,935)

Proceeds from sales of fixed maturity securities during thefirst half of 2009 and 2008 were $317.9 million and $21.9 million,
respectively. Grossgainsof $13.7 million and gross|osses of $(22.6) million were realized on the 2009 sales and grossgains
of $2.3 million and gross losses of $(4.3) million were realized on the 2008 sales. Proceeds from sales of fixed maturity
securities during the second quarters of 2009 and 2008 were $94.8 million and $16.5 million, respectively. Grossgainsof $5.8
million and gross losses of $(8.5) million were realized on the 2009 sales and $1.5 million of gross gains and gross losses of
$(2.8) million were realized on the 2008 sales. Net realized investment gains and losses on investment sales are determined
under the specific identification method and are included inincome. Inthefirst half of 2009 and 2008 the net losses realized
on fixed maturity securities also include provisionsfor the other than temporary declinesin the valuesof certain fixed maturity
securities of $(35.1) million and $(15.2) million, respectively. The change in unrealized appreciation and depreciation on
investments, primarily relating to fixed maturity securities, isincluded as a component of accumulated other comprehensive
income or |oss.

The Company regularly evaluatesitsinvestment portfolio utilizing its established methodology to determine whether declines
in the fair values of itsinvestments are other than temporary. Under this methodol ogy, management eval uates, among other
things, thefinancia position and prospects of theissuer, conditionsin theissuer’ sindustry and geographic ares, liquidity of the
investment, changesin the amount or timing of expected future cash flows from the investment and recent changes in credit
ratings of the issuer by nationally recognized rating agencies to determine if and when a decline in the fair value of an
investment bel ow amortized cost is other than temporary. Management al so considersthe length of time and extent to which
the fair value of the investment islower than its amortized cost and eval uates whether the Company intends to, or will more
likely than not berequired to, sell theinvestment before the anticipated recovery intheinvestment’ sfair value. Inaddition, the
Company evaluates loan to collateral value ratios, current levels of subordination and vintages of its residential and
commercia mortgage-backed securities.
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Note B — Investments — (Continued)

If thefair value of afixed maturity security declinesin value bel ow the Company’ samortized cost and the Company intendsto
sell or determinesthat it will more likely than not be required to sell the security before recovery of its amortized cost basis,
management considers the security to be other than temporarily impaired and reports its decline in fair value as a realized
investment loss. If, however, the Company does not intend to sell the security, determines that it is not more likely than not
that it will not be required to do so, declinesin the fair value that are considered in the judgment of management to be other
than temporary are separated into the amounts representing credit losses and the amounts related to other factors. Amounts
representing credit losses are reported as realized investment losses in the income statement and amounts related to other
factorsareincluded asacomponent of accumulated other comprehensiveincome or loss, net of the related income tax benefit
and the related adjustment to cost of businessacquired. The amount of credit lossis determined by discounting the security’s
expected cash flows at itseffective interest rate, taking into account the security’ s purchase price. Declinesinthefair value of
al other investments that are considered in the judgment of management to be other than temporary are reported as realized
investment losses.

During the first half of 2009, the Company recognized $41.1 million of after-tax other than temporary impairment losses, of
which $27.6 million was recognized as after-tax realized investment lossesin theincome statement related to credit lossesand
$13.5 million was recognized as a component of accumulated other comprehensive income on the balance sheet related to
noncredit losses net of the related income tax benefit.

The following table provides areconciliation of the beginning and ending balances of other than temporary impairments on
fixed maturity securities held by the Company for which a portion of the other than temporary impairment was recognized in
accumulated other comprehensive income or loss (dollars in thousands):

Threemonthsended  Six months ended

June 30, 2009 June 30, 2009

Balance at the beginning of PEMod ..o $ 43,045 $ -
Increases attributabl e to credit losses on securities for which

an other than temporary impairment was not previously recognized .......... 14,870 57,915
Increases attributable to credit losses on securities for which

an other than temporary impairment was previously recognized ................ 1,505 1,505

Balance at the end of the PENiOd..........c.civeviiiceccccee e $ 59420 $ 59,420

Thegrossunrealized losses at June 30, 2009 are attributable to over thirteen hundred fixed maturity security positions, with the
largest unrealized | oss associ ated with any one security equal to $10.7 million. Unrealized lossesattributableto fixed maturity
securities having investment grade ratings by a nationally recognized statistical rating organization comprised 66% of the
aggregate gross unrealized losses at June 30, 2009, with the remainder of such losses being attributable to non-investment
grade fixed maturity securities.

At June 30, 2009, the Company held approximately $1,035.9 million of insured municipal fixed maturity securities, which
represented approximately 20% of the Company’ stotal invested assets. These securities had aweighted average credit rating
of “AA” by nationally recognized statistical rating organizations at June 30, 2009. For the portion of these securities having
ratings by nationally recognized statistical rating organizationswithout giving effect to the credit enhancement provided by the
insurance, which totaled $678.7 million at June 30, 2009, the weighted average credit rating at such date by such organizations
wasaso“AA”. Insurersof significant portions of the various municipal fixed maturity securities held by the Company at June
30, 2009 included National Public Finance Guarantee Corp. ($315.3 million), Financial Security Assurance Inc. ($164.3
million), Ambac Financia Group, Inc. ($126.1 million), and Financial Guaranty Insurance Company ($40.1 million). At June
30, 2009, the Company did not have significant holdings of credit enhanced asset-backed or mortgage-backed securities, nor
didit have any significant direct investmentsin the guarantors of the municipal fixed maturity securitiesheld by the Company.
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Note B — Investments— (Continued)
Net investment income was attributabl e to the following:
Three Months Ended June 30, Six Months Ended June 30,

2009 2008 2009 2008
(dollarsin thousands)

Gross investment income:

Fixed maturity securities, available for sdle  $ 77,222 $ 62,743 $ 147,706 $ 107,087
Mortgage [0ans........ccceveereneneieecncnins 207 3,229 1,406 7,202
Short-term investments...........cocoveeeeeeeenens 74 1,981 322 5,124
(010 S 22,875 62 22,076 (10,835)
100,378 68,015 171,510 108,578

Less: Investment EXPENSES........ccovevvrveervernns (8,355) (7,265) (16,632) (15,491)
$ 92,023 $ 60,750 $ 154878 $ 93,087

Note C — Fair Value M easur ements

Asof January 1, 2008, the Company adopted SFAS No. 157, which addressesthe manner in which the fair value of companies
assets and liabilities should be measured under GAAP. SFAS No. 157 provides a common definition of fair value and
establishes a framework 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 companiesto disclose the extent to which
they measure assets and liabilities at fair value, the methods and assumptions they use to measure fair value, and the effect of
fair value measures on their earnings. SFAS No0.157 establishes a fair value hierarchy of three levels based upon the
transparency and availability of information used in measuring thefair value of assetsor liabilitiesas of the measurement date.
The levels are categorized as follows:

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

Level 2 - Vduation isbased upon quoted pricesfor similar assets or liabilitiesin active markets or quoted pricesfor identical
or similar instrumentsin marketsthat are not active. In addition, acompany may use various valuation techniques or pricing
models that use observable inputs to measure fair value.

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

For these purposes, the Company determines the existence of an active market for an asset or liability based onitsjudgment as
to whether transactionsfor the asset or liability occur in such market with sufficient frequency and volumeto providereliable
pricing information. If the Company concludesthat there has been a significant decreaseinthe volume and level of activity for
aninvestment in relation to normal market activity for such investment, adjustmentsto transactionsand quoted pricesare made
to estimate fair value.

The Company’ sinvestmentsin fixed maturity securities available for 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.
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Note C — Fair Value M easurements — (Continued)

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
obligations of U.S. states, municipalities and political subdivisions. The market liquidity of each security is taken into
consideration in the valuation technique used to value such security. For securities where market transactions involving
identical or comparable assets generate sufficient rel evant information, the Company employsamarket approach to val uation.
If sufficient information is not generated from market transactionsinvolving identical or comparable assets, the Company uses
an income approach to valuation. The mgjority of the instrumentsincluded in fixed maturity securities availablefor sale are
valued utilizing observable inputs; accordingly, they are categorized in either Level | or Level 2 of the fair value hierarchy
described above. However, ininstances where significant inputs utilized are unobservable, the securities are categorized in
Level 3 of the fair value hierarchy.

Theinputs used in the valuation techni ques empl oyed by the Company are provided by nationally recognized pricing services,
external investment managersand internal resources. To assesstheseinputs, the Company’ sreview processincludes, but isnot
limited to, quantitative analysis including benchmarking, initial and ongoing evaluations of methodol ogies used by external
parties to calculate fair value, and ongoing evaluations of fair value estimates based on the Company’s knowledge and
monitoring of market conditions.

Residential mortgage-backed securities and commercial mortgage-backed securities include U.S. agency securities and
collateralized mortgage obligations. The Company uses various val uation techniques and pricing modelsto measure thefair
value of these instruments, including option-adjusted spread models, volatility-driven multi-dimensional single cash flow
stream models and matrix correlation to comparable securities. A portion of the Company’ sinvestmentsin mortgage-backed
securities are valued using observable inputs and therefore categorized in Level 2 of thefair value hierarchy. The remaining
mortgage-backed securities are valued using varying numbers of non-binding broker quotes or a discount rate adjustment
technique based on internal assumptions for expected cash flows and appropriately risk-adjusted discount rates. These
methodologies rely on unobservable inputs and thus these securities are categorized in Level 3 of the fair value hierarchy.

Corporate securities primarily include fixed rate corporate bonds, floating and variable rate notes and securities acquired
through private placements. The Company uses recently executed transactions, market price quotations, benchmark yieldsand
issuer spreads to arrive at the fair value of its investments in corporate securities and collateralized debt obligations. The
majority of the corporate securities, other than securities acquired through private placements, are categorized in Level 2 of the
fair value hierarchy. Collateralized debt obligations and private placement corporate securities are valued with cash flow
models using yield curves, issuer-provided information and material events as key inputs. As these inputs are generally
unobservable, collateralized debt obligations and private placement securities are categorized in Level 3 of the fair value
hierarchy.

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 theU.S. Treasury securities
and TIPS are based on quoted pricesin 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 relating to similar instruments. Accordingly, these securities are generally categorized in
Level 2 of the fair value hierarchy.

U.S. government-sponsored enterprise securities include issues of medium term notes by U.S. government-sponsored
enterprises. The Company usesrecently executed transactions, market price quotations, benchmark yields and i ssuer 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 val uesthese securitiesusing recently executed transactions, spreads, benchmark curvesincluding
treasury benchmarks, and trusteereports. Theseinputsare generally observable and these securities are generally categorized
in Level 2 of the fair value hierarchy.
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Note C — Fair Value M easurements — (Continued)

Other investments held at fair value primarily consist of equity securities available for sale and trading account securities.
Theseinvestments are primarily valued at quoted active market pricesand aretherefore categorizedin Level 1 of thefair value
hierarchy. For private equity investments, since quoted market pricesare not available, the transaction priceisused asthe best
estimate of fair value at inception. When evidenceis believed to support a changeto 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, among other things, the evaluation of financing and sae transactions
with third parties, expected cash flows, material eventsand market-based information. Theseinvestmentsareincludedin 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 investsin entitieswhich tradein variousfinancial instruments. The Company concluded that the value cal cul ated
using the equity method of accounting wasrefl ective of the fair market value of suchinvestments. Theinvestment portfoliosof
the fundsin which the fund investments are maintained vary from fund to fund, but are generally comprised of liquid, publicly
traded securitiesthat have readily determinable market values and which are carried at fair value on thefinancial statements of
such funds, substantialy all of which are audited annually. The amount that an investor is entitled to receive upon the
redemption of itsinvestment from the applicable fund is determined by referenceto such security values. The Company utilizes
thefinancia statements furnished by the fundsto determine the values of itsinvestmentsin such funds and the carrying value
of each such investment, which is based on its proportionate interest in the relevant fund as of the balance sheet date. These
investments are included in Level 3 of the fair value hierarchy.

Other liabilitiesmeasured at fair value include securities sold, not yet purchased. These securitiesarevalued 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 in the consolidated balance sheet on arecurring basis are summarized below:

June 30, 2009
Total Level 1 Level 2 Level 3
(dollars in thousands)

Assets.
Fixed maturity securities, available for sale:

Residential mortgage-backed securities....... $ 1274386 $ $ 1,094,030 $ 180,356

Commercia mortgage-backed securities..... 18,736 - - 18,736
Corporate SECUNtieS. ....ccovveererereerereeeee 1,112,207 - 980,462 131,745
Collateralized debt obligations.................... 103,499 - - 103,499
U.S. Treasury and other U.S. Government
guaranteed SeCUNtieS .......ccveveevreriereenns 104,770 73,441 29,144 2,185
U.S. Government-sponsored enterprise
SECUNMTIES. ... 7,284 - 7,284 -
Obligations of U.S. states, municipalities
and political subdivisions..................... 1,416,206 - 1,416,206 -
Other INVEStMENtS .......cocovrerererieee e 130,874 113,564 - 17,310
Assets held in separate account............ccoeveeeneee. 100,189 - - 100,189
Total ..o $ 4268151 $ 187,005 $ 3,527,126 $ 554,020
Liabilities:
Other liabilitieS.......cccovveereecreen e $ 57437 $ 57437 $ - 8 -
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Note C — Fair Value M easurements — (Continued)

The following table provides reconciliations for Level 3 assets measured at fair value on arecurring basis.

Three Months Ended June 30, 2009

U.S.
Treasury and
Residential Commercial Other U.S. Assets
Mortgage- Mortgage- Collateralized Gov't heldin
backed backed Corporate Debt Guaranteed ~ Other Separate
Tota Securities Securities Securities Obligations Securities Investments Account
(dollars in thousands)
Balance at beginning of quarter ..................... $ 529841 $ 145409 $ 17,714 $159,488 $ 97,340 $ 2,291 $ 17,236 $ 90,363
Total (losses) gains
Included in €arnings.........coceevvererererienne, (15,893) (15,622) 91 1,540 (1,905) - 3 -
Included in other comprehensive income... 33,715 17,495 1,053 6,864 8,234 (31) 100 -
Purchases, issuances and settlements............. 11,733 10,669 (122) (8,366) (170) (75) (29) 9,826
Net transfer (out of) into Level 3.................. (5.376) 22,405 - (27,781) - - - -
Balance a end of the period ...........ccccvereneeee. $ 554020 $ 180356 $ 18736 $131,745 $103499 $ 2185 $ 17310 $100,189
Net losses for the period included in earnings
attributable to the net change in unrealized
gains and losses of assets measured at fair
value using unobservable inputs and held
a June30,2000 D oo $ (15830 $ (12.641) $ -3 - $ (3176) $ - s (19 $ -

(1) Inthesecond quarter of 2009, net losses of $13,000 and $15.8 million were reported in the consolidated statements of income under the captions* net
investment income” and “ net realized investment losses’, respectively.

Six Months Ended June 30, 2009

UsS.
Treasury and
Residential Commercial Other U.S. Assets
Mortgage- Mortgage- Collateralized Gov't heldin
backed backed Corporate Debt Guaranteed  Other Separate
Total Securities Securities _Securities Obligations _Securities Investments Account
(dollars in thousands)
Balance a beginning of period ..............cc...... $ 735379 $ 163004 $ 25299 $323043 $109358 $ 2,608 $ 21,494 $ 90,573
Total (losses) gains
Included in €arnings..........coccverereeececunene (31,785) (22,318) 489 (10,511) (898) - 1,453 -
Included in other comprehensive income... 5,660 14,027 (2,254) 505 (5,088) (12) (1,518) -
Purchases, issuances and settlements............. (143,959) 9,137 (4,798) (153,511) 127 (411) (4,119) 9,616
Net transfer (out of) into Level 3.................. (11,275) 16,506 - (27,781) - - - -
Balance a end of the period ...........cccceeneneeee $ 554020 $ 18035 $ 18736 $131,745 $103499 $ 2185 $ 17,310 $100,189
Net losses for the period included in earnings
attributable to the net change in unrealized
gains and losses of assets measured at fair
value using unobservable inputs and held
aJune30,2000D $ (29587) $ (23231) $ - % (1597) $ (3176) $ - % (1583 $ -

(1) Inthefirst half of 2009, net losses of $0.5 million and $29.1 million were reported in the consolidated statements of income under the captions “net
investment income” and “ net realized investment losses’, respectively.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note C — Fair Value M easurements — (Continued)

Thefair values of the Company’ sfinancial instruments within the scope of SFAS No. 107, “Disclosures about Fair Va ue of
Financial Instruments,” are shown below, excluding financial instruments measured at fair valuein the consolidated balance
sheetson arecurring basis. Becausefair valuesfor all balance sheet items are not required to be disclosed by SFAS No. 107,
the aggregate fair value amounts presented below are not reflective of the underlying value of the Company.

June 30, 2009 December 31, 2008
Carrying Fair Carrying Fair
Vaue Vaue Value Value
(dollarsin thousands)
Assets:
Short-term iNVESIMENES.........oceeereeiee et 626,774 626,774 401,620 401,620
Other INVESIMENLS........cocvieeeecee e 412,091 412,091 336,411 336,411
Liabilities:
Policyholder account balances..........coccceeverinieninnene 1,327,584 1,365,313 1,214,024 1,160,047
Corporate debt..........coceeeveieieieiere e 365,750 327,340 350,750 289,168
Junior subordinated debentures............oeeeeveeeerrcveennnn. 175,000 106,750 175,000 85,400
Advances from Federal Home Loan Bark ................. 55,342 67,606 55,342 75,861
Liabilitiesrelated to separate account ...........ceeveeeene 100,189 100,189 90,573 90,573

The carrying valuesfor short-term investments approximate fair values based on the nature of theinvestments. Other invested
assets include investment funds organized as limited partnerships and limited liability companies which are reflected in the
Company’sfinancia statements under the equity method of accounting. Indetermining thefair value of such investmentsfor
purposes of this footnote disclosure, the Company concluded that the val ue cal cul ated using the equity method of accounting
was reflective of the fair market value of such investments. The investment portfolios of the funds in which the fund
investments are maintained vary from fund to fund, but are generally comprised of liquid, publicly traded securitiesthat have
readily determinable market values and which are carried at fair value on thefinancial statements of such funds, substantialy
al of which areaudited annually. Theamount that an investor isentitled to receive upon theredemption of itsinvestment from
the applicable fund is determined by referenceto such security values. The Company utilizesthefinancial statementsfurnished
by the funds to determine the values of itsinvestmentsin such funds and the carrying value of each such investment, whichis
based on its proportionate interest in the relevant fund as of the balance sheet date. The carrying values of all other invested
assets and separate account liabilities approximate their fair value.

Policyholder account balances are net of reinsurance receivables and the carrying values have been decreased for related
acquisition costs of $92.7 million and $125.1 million at June 30, 2009 and December 31, 2008, respectively. Fair valuesfor
policyholder account balances were determined by estimating future cash flows discounted at a current market rate.

The Company believes the fair value of its variable rate long-term debt is equal to its carrying value. The Company pays
variablerates of interest on thisdebt, which arereflective of market conditionsin effect fromtimeto time. Thefair valuesof the
8.00% Senior Notes due 2033 (“2033 Senior Notes’) and the junior subordinated debentures are based on the expected cash
flows discounted to net present value. Thefair valuesfor fixed rate advancesfrom the FHL B were calcul ated using discounted
cash flow analyses based on the interest rates for the advances at the balance sheet date.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

(Unaudited)
Note D — Segment I nformation
Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
(dollarsin thousands)
Revenues:
Group employee benefit products..........cceeveeverreiinsieesee s $396,536 $366,949  $778,057 $ 715,030
Asset accumulation ProduCtS.........ccoeeeeerenereene e 35,464 23,384 62,965 39,900
(11T OO R 12468 11,191 24,022 21221
444,468 401,524 865,044 776,151
Net realized iNVeStMENE [0SSES.........cocoeiviieeeece e (27,471) _ (19,499) (49,470) _ (25,935)
$416997 $382,025 $815574 $ 750,216
Operating income:
Group employee benefit products............ccveveeeveveecececeeeeeeeeenne. $ 78771 $ 63,342 $137,606 $ 107,792
Asset accumulation ProduCES.........coeveeeererenieeeesie e 13,667 6,699 21,705 10,750
(7= OO (9.039) _ (6,955) (17,068) _ (13,634)
83,399 63,086 142,243 104,908
Net realized iNvestMENt [0SSES..........cceeiiiiee e (27,471) _ (19,499) (49,470) _ (25,935)

$ 55928 $ 43587 $ 92773 $ 78,973

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

Note E — Comprehensive Income (L 0ss)

Total comprehensive income (loss) attributable to common shareholdersis comprised of net income and other comprehensive
income (loss), which includesthe changein unrealized gains and losses on securitiesavailablefor sale, the changein other than
temporary impairments recognized in other comprehensive income, the changein net periodic pension cost and the changein
theloss on the cash flow hedge described in Note A. Total comprehensive income (10ss) attributable to common shareholders
was $182.8 million and $(65.4) million for thefirst six months of 2009 and 2008, respectively, and $142.3 million and $(18.2)
million for the second quarters of 2009 and 2008, respectively. Net unrealized losses on securitiesavailable for sale decreased
$118.0 million in the first six months of 2009 and $102.4 million in the second quarter of 2009.

Note F — Stock-Based Compensation

The Company recogni zed stock-based compensation expenses of $4.9 million and $5.3 millioninthefirst six months of 2009
and 2008, respectively, of which $2.5 million and $2.7 million was recognized in the second quarter of 2009 and 2008,
respectively. The remaining unrecognized compensation expense related to unvested awards at June 30, 2009 was $19.9
million and the weighted average period of time over which this expense will be recognized is 3.3 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 half of 2009: expected volatility — 39.3%, expected dividends — 2.8%, expected
lives of the options— 6.1 years, and therisk freerate—2.1%. Thefollowing weighted average assumptions were used for the
first half of 2008: expected volatility — 19.2%, expected dividends— 1.3%, expected lives of the options— 6.9 years, and the
risk free rate — 3.2%.

The expected voldtility reflects the Company’s past monthly stock price volatility. The dividend yield is based on the
Company’shistorical dividend payments. The Company used the historical average period fromthe Company’ sissuance of an
optionto itsexercise or cancellation and the average remaining years until expiration for the Company’ soutstanding optionsto
estimate the expected life of options granted in 2009 and 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 2009 and 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. Therisk-freerateisderived from public datasources at the time of each option grant. Compensation
cost is recognized over the requisite service period of the option using the straight-line method.
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DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Unaudited)

Note F — Stock-Based Compensation — (Continued)

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, 2009.........ccocererrerenerereenenienens 4092954 $ 2871
(= 1411 o TSR 315,170 15.27
EXErCISE ... (163,207) 13.52
FOrfaIted ... (15,620) 31.19
Outstanding at June 30, 2009.........cccccvvrerereeeieseseeseeneees 4,229,297 28.29 6.9 $ 449
Exercisable at June 30, 2009 ........ccoeeievevieeeeee e 1,826,869 $ 2575 47 $ 3179

The weighted average grant date fair value of options granted during the first half of 2009 and 2008 was $4.78 and $6.75,
respectively and during the second quarter of 2009 and 2008 was $6.91 and $5.49, respectively. The cash proceedsfrom stock
options exercised in thefirst half of 2009 and 2008 were $2.2 million and $0.4 million, respectively. Thetotal intrinsic value
of options exercised during the first half of 2009 and 2008 was $1.1 million and $3.8 million, respectively.

At June 30, 2009, 4,408,250 performance-contingent incentive options were outstanding with a weighted average exercise
price of $26.02, aweighted average contractual term of 5.8 yearsand no intrinsic value. Of such options, 3,208,250 options
with aweighted average exercise price of $24.84, aweighted average contractual term of 4.7 yearsand no intrinsic value were
exercisable at June 30, 2009.

At the Company’s 2009 Annual Meeting of Stockholders held on May 5, 2009, a proposal to approve an employee option
exchange program and rel ated amendmentsto the Company’ semployee stock planswas approved; however, the Company has
not taken action to implement the option exchange program.

Note G — Computation of Resultsper 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 Six Months Ended

June 30, June 30,
2009 2008 2009 2008
(amounts in thousands, except per share data)
Numerator:
NELINCOME ...ttt ettt b e e beesbessabeans $ 37,007 $26,875 $61,491 $48,019
Denominator:

Weighted average common shares outstanding 50,148 48,146 49,091 48,600
Effect of dilutive SECUNTIES.......occveeeeee e 195 854 142 976
Weighted average common shares outstanding, assuming dilution... 50,343 49,000 49,233 49,576

Basic results per share of common stock:
INEL INCOME ...ttt eene $ 074 $ 056 $ 125 $ 099

Diluted results per share of common stock:
INEE INCOME ...ttt st n e ee e aeaeas $ 074 $ 055 $ 125 $ 097




DELPHI FINANCIAL GROUP, INC.
ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Introduction

The Company, through its subsidiaries, underwrites a diverse portfolio of group employee benefit products, primarily
disability, group life and excess workers compensation insurance. Revenues from this group of products are primarily
comprised of earned premiums and investment income. The profitability of group employee benefit 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 terms for existing customersand
control administrative expenses. The Company transfersitsexposureto aportion of itsgroup employee benefit risks through
reinsurance ceded arrangements with other insurance and reinsurance companies. Accordingly, the profitability of the
Company’s group employee benefit products is affected by the amount, cost and terms of reinsurance it obtains. The
profitability of those group employee benefit products for which reserves are discounted, in particular, the Company’s
disability and primary and excessworkers' compensation products, isa so significantly affected by the difference between the
yield achieved on invested assets and the discount rate used to calculate the related reserves. The Company continues to
benefit from the favorable market conditions which have in recent years prevailed for its excess workers' compensation
products as to pricing and other contract terms for these products; however, due primarily to improvements in the primary
workers' compensation market resultingin lower premium ratesin that market, conditions rel ating to new business production
and growth in premiums for these products have been less favorable in recent years. In response to these conditions, the
Company has enhanced its focus on its sales and marketing function for these products and has achieved improved levels of
new business production for these products in the current year. In addition, the Company is presently experiencing more
competitive market conditions, particularly asto pricing, for its other group employee benefit products. These conditions, in
addition to the downward pressure on employment and wage levels exerted by the current recession, are adversely impacting
the Company’ s ability to achieve level s of new business production and growth in premiumsfor these products commensurate
with those achieved in prior years. For these products, the Company is continuing to enhanceitsfocus on the small caseniche
(insured groupsof 10 to 500 individuals), including employerswhich arefirst-time providers of these employee benefits, which
the Company believesto offer opportunities for superior profitability. The Company isalso emphasizingitssuite 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 businessthat focuses primarily on offering fixed annuitiesto individuas. In
addition, during the first quarter of 2006, the Company issued $100.0 million in aggregate principal amount of fixed and
floating rate funding agreements with maturities of three to five years in connection with the issuance by an unconsolidated
special purpose vehicle of funding agreement-backed notesin acorresponding principal amount. In March 2009, the Company
repaid $35.0 million in aggregate principal amount of the floating rate funding agreements at their maturity, resulting in a
corresponding repayment of the funding agreement-backed notes. Also, during the third quarter of 2008, the Company
acquired a block of existing SPDA and FPA policies from another insurer through an indemnity assumed reinsurance
transaction with such insurer that resulted in the assumption by the Company of policyhol der account balancesin the amount of
$135.0 million. The Company believesthat itsfunding agreement program and annuity rei nsurance arrangements enhancethe
Company’ s asset accumul ation business by providing alternative sources of fundsfor thisbusiness. The Company’sliabilities
for itsfunding agreements and annuity reinsurance arrangementsare recorded in policyhol der account balances. Depositsfrom
the Company’ s asset accumul ation business are recorded asliabilitiesrather than as premiums. Revenuesfrom the Company’s
asset accumulation business are primarily comprised of investment income earned on the funds under management. The
profitability of asset accumulation productsis primarily dependent on the spread achieved between the return oninvestments
and theinterest credited with respect to these products. The Company setsthe crediting rates offered on its asset accumul ation
productsin an effort to achieveitstargeted interest rate spreads on these products, and iswilling to accept lower levelsof sles
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 through 2008 and into 2009, due primarily to the extraordinary stresses aff ecting the banking system, the
housing market and the financia markets generaly, particularly the structured mortgage securities market, the financial
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markets have been the subject of extraordinary volatility and dramatically widened credit spreadsin numerous sectors. At the
sametime, the overall level of risk-freeinterest rates declined substantially. These market conditionsresulted inasignificant
decrease in the Company’s level of net investment income in 2008, due primarily to the adverse performance of those
investments whose changes in value, positive or negative, are included in the Company’s net investment income, such as
investment funds organized as limited partnerships and limited liability companies, trading account securities and hybrid
financid instruments. In an effort to reduce fluctuations of this type in its net investment income, the Company has
repositioned its investment portfolio to reduceits holdings of these types of investmentsand, in particular, those investments
whose performance had demonstrated the highest levels of variability. As part of this effort, the Company has increased its
investmentsin more traditional sectors of the fixed income market such as mortgage-backed securities and municipal bonds,
whose present spreads have widened to historically high levels due to the market conditions discussed above. In addition, in
light of the aforementioned market conditions, the Company is presently maintaining a significantly larger proportion of its
portfolio in short-term investments, which totaled $626.8 million at June 30, 2009 and $401.6 million at December 31, 2008.

The Company achieved improved levels of investment incomein itsrepositioned investment portfolioin the second quarter of
2009, during which more favorable market conditions prevailed. However, these market conditions may worsenin the future
and may result in significant fluctuations in net investment income, and as aresult, in the Company’s results of operations.
Accordingly, there can be no assurance asto the impact of the Company’ sinvestment repositioning on the level or variability
of itsfuture net investment income. Whilethetotal carrying value of the Company’ sportfolioincreased $119.0 million during
the first six months of 2009, the Company experienced substantial declines in the carrying values of certain portions of its
investment portfolio in 2008, as well as significantly increased levels of realized investment losses from declines in market
value relative to the amortized cost of certain securities that it determined to be other than temporary. In light of the
aforementioned market conditions, losses of this type and magnitude may continue or increase in the future.

The following discussion and analysis of the results of operations and financia condition of the Company should beread in
conjunction with the Consolidated Financia Statements and related notesincluded in thisdocument, aswell asthe Company’s
annual report on Form 10-K for the year ended December 31, 2008 asamended by Amendment No. 1 thereto on Form 10-K/A
(the “2008 Form 10-K"). Capitaized terms used herein without definition have the meanings ascribed to them in the 2008
Form 10-K. The preparation of financia statementsin conformity with GAAP requires management, in some instances, to
make judgments about the application of these principles. The amounts of assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period could differ materially from the
amountsreported if different conditions existed or different judgmentswereutilized. A discussion of how management applies
certain critical accounting policies and makes certain estimates is contained in the 2008 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 operations and financial
condition of the Company. In addition, a discussion 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 Financid Condition and Results of Operations can be found below under the
caption “Forward-Looking Statements And Cautionary Statements Regarding Certain Factors That May Affect Future
Results,” in Part I, Item 1A of the 2008 Form 10-K, “Risk Factors’.

Results of Operations

Six Months Ended June 30, 2009 Compared to
Six Months Ended June 30, 2008

Summary of Results. Netincome was $61.5 million, or $1.25 per diluted share, in thefirst half of 2009 as compared to $48.0
million, or $0.97 per diluted share, in thefirst half of 2008. Net income in thefirst half of 2009 and 2008 included realized
investment losses (net of the related income tax benefit) of $32.2 million, or $0.65 per diluted share, and $16.9 million, or
$0.34 per diluted share, respectively. Net income in the first half of 2009 benefited from a significant increase in net
investment income, including increased investment spreads on the Company’ sasset accumulation products, and was adversely
impacted by an increased level of realized investment losses due to the adverse market conditions discussed above. See
“Introduction”. Net investment income in thefirst half of 2009, which increased 66% from the first half of 2008, reflects an
increasein thetax equivalent weighted average annualized yield to 6.9% from 4.2%. Redlized investment lossesinthefirst six
months of 2009 and 2008 included losses, net of the related income tax benefit, of $27.6 million, or $0.56 per diluted share,
and $15.8 million, or $0.32 per diluted share, respectively, due to the other than temporary declinesin the market val ues of
certain fixed maturity securities and other investments.
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Premium and Fee Income. Premium and fee income in the first half of 2009 was $710.2 million as compared to $683.1
million in the first half of 2008, an increase of 4%. Premiums from core group employee benefit products, which include
disability, group life, excess workers' compensation, travel accident and dental insurance, increased 3% to $668.5 millionin
thefirst half of 2009 from $648.3 million in thefirst half of 2008. Premiumsfrom excess workers’ compensation insurance
for self-insured employerswere $136.8 millionin thefirst half of 2009 as compared to $130.7 millioninthefirst half of 2008,
an increase of 5%. Excessworkers' compensation new business production, which represents the amount of new annualized
premium sold, increased 216% to $25.3 million in the first half of 2009 from $8.0 million in the first half of 2008. In its
important July 2009 renewal season, the results of which are not reflected in the Company’ sresultsfor thefirst half of 20009,
SNCC' srates declined modestly and SIRswere on average up modestly on new and renewal policies. SNCC'sretention of its
existing customersin the first half of 2009 remained strong.

Premiums from the Company’ s other core group employee benefit productsincreased 3% to $531.7 millionin thefirst half of
2009 from $517.6 million in the first half of 2008, primarily reflecting modest increases in premiums from the Company’s
group lifeand group disability products and new business production. During thefirst half of 2009 and 2008, premiumsfrom
the Company’ sgroup life products were $204.3 million and $201.0 million, respectively, and premiumsfrom the Company’s
group disability products were $287.2 million and $282.8 million, respectively. Inthefirst half of 2009, premiumsfrom the
Company’s turnkey disability business increased 16% to $28.0 million from $24.1 million in the first half of 2008. New
business production for the Company’ s other core group employee benefit products was $88.3 million and $111.7 millionin
the first half of 2009 and 2008, respectively. 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 products
reflectsthe Company’ sfocus on the small case niche (insured groups of 10 to 500 individuals), which resultedin a3% increase
in production based on the number of cases sold as compared to the first half of 2009. The Company continues to implement
priceincreases for certain existing group disability and group life insurance customers.

Non-core group employee benefit productsinclude workers' compensation reinsurance, primary workers' compensation, bail
bond insurance and reinsurance facilities. Premiumsfrom non-core group employee benefit productswere $19.0 millioninthe
first half of 2009 as compared to $14.8 million in the first half of 2008.

Deposits from the Company’ s asset accumul ation products were $174.7 million in thefirst half of 2009 ascompared to $151.8
millioninthefirst half of 2008. Thisincreasein depositsisprimarily dueto the decreasein short-terminterest rates, which has
caused fixed annuity productsto be an attractive alternative to competing investment products such as certificates of deposit.
Deposits from the Company’s asset accumulation products, consisting of new annuity sales and issuances of funding
agreements, arerecorded asliabilities rather than as premiums. The Company is continuing to maintainitsdisciplinein setting
the crediting rates offered on its asset accumul ation productsin 2009 in an effort to achieve itstargeted interest rate spreadson
these products.

Net Investment Income. Net investment incomein the first half of 2009 was $154.9 million as compared to $93.1 millionin
thefirst half of 2008, anincrease of 66%. Thisincreasereflectsanincreasein thetax equival ent weighted average annualized
yield on invested assets to 6.9% for the first half of 2009 from 4.2% for the first half of 2008, primarily attributable to the
improved performance of the Company’s investments in investment funds organized as limited partnerships and limited
liability companies and a higher level of investment income from the Company’s fixed maturity security portfolio resulting
from the portfolio repositioning discussed above. See“Introduction”. Average invested assets were $4,799.3 million and
$4,815.3 million in the first half of 2009 and 2008, respectively.

Net Realized Investment Losses. Net realized investment losseswere $49.5 millionin thefirst half of 2009 compared to $25.9
million in the first half of 2008. The Company monitors its investments on an ongoing basis. When the market value of a
security declines below its cost, the declineisincluded as a component of accumulated other comprehensive income or 10ss,
net of the related income tax benefit and adjustment to cost of business acquired, on the Company’s balance sheet. |f
management judges the declineto be other than temporary, the portion of the declinerelated to credit lossesisrecognized asa
realized investment lossin the Company’ sincome statement and the remaining portion of the decline continuesto beincluded
asacomponent of accumulated other comprehensiveincome or loss. Dueto the adverse market conditionsfor financial assets
described above, the Company recognized $63.2 million of losses in the first half of 2009 due to the other than temporary
declinesin the market values of certain fixed maturity securities and other investments, of which $42.5 million wasrecognized
ascredit-rel ated realized investment losses and $20.7 million remained as acomponent of accumul ated other comprehensive
income. The Company recognized $24.3 million of realized | osses dueto other than temporary impairmentsin thefirst haf of
2008. See “Introduction”. The Company’s investment strategy results in periodic sales of securities and, therefore, the
recognition of realized investment gains and losses. During the first half of 2009 and 2008, the Company recognized $7.0
million and $1.6 million, respectively, of net losses on the sales of securities.
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The Company may continue to recognize |osses due to other than temporary declinesin security market valuesin the future,
particularly in light of the ongoing volatility in the financial markets, and such losses may be significant. The extent of such
losses will depend on, among other things, future devel opments in the global economy, financial and credit markets, credit
spreads, interest rates, the outlook for the performance by the issuers of their obligations under such securities and changesin
security values. The Company continuously monitorsitsinvestmentsin securitieswhosefair values are below the Company’s
amortized cost pursuant to its procedures for evaluation for other than temporary impairment in valuation. See Note B to the
Consolidated Financia Statements and the section inthe 2008 Form 10-K entitled “Management’ s Discussion and Analysis of
Financia Condition and Results of Operations - Critical Accounting Policies and Estimates’ for a description of these
procedures, which takeinto account anumber of factors. Itisnot possibleto 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. For further
information concerning the Company’s investment portfolio, see “Liquidity and Capital Resources— Investments.”

Benefitsand Expenses. Policyholder benefits and expenses were $722.8 millionin thefirst half of 2009 as compared to $671.2
millioninthefirst half of 2008. Thisincrease primarily reflectsthe increasein premiumsfrom the Company’ sgroup employee
benefit products discussed above, and does not reflect significant additions to reserves for prior years' claims and claim
expenses. However, there can be no assurance that future periodswill not include additionsto reserves of thistype, whichwill
depend on the Company’ s future loss development. |1f the Company were to experience significant adverseloss development
in the future, the Company’ sresults of operations could be materially adversely affected. The combined ratio (lossratio plus
expense ratio) for group employee benefit products was 93.2% and 91.6% in the first half of 2009 and 2008, respectively.
The increase in the combined ratio in the first half of 2009 resulted primarily from increased spending on new product
development at SNCC. Amortization of cost of business acquired was accel erated by $1.2 million during thefirst half of 2009
primarily due to the increase in the Company’s tax equivalent weighted average annualized yield on invested assets. The
weighted average annualized crediting rate on the Company’ s asset accumul ation products was 4.2% in the first half of 2009
and 2008.

Interest Expense. Interest expense was $14.3 millioninthe first half of 2009 as compared to $15.8 million in thefirst half of
2008, adecrease of $1.5 million. This decrease resulted primarily from the redemption of the 2003 Junior Debenturesin the
third quarter of 2008.

Income Tax Expense. Incometax expense was $16.9 millioninthefirst half of 2009 as compared to $15.2 millionin thefirst
half of 2008 primarily dueto the higher level of operatingincome. The Company’ seffectivetax rate decreasedto 21.6%inthe
first half of 2009 from 24.0% in the first half of 2008 primarily due to the proportionately higher level of tax-exempt interest
income earned on invested assets.

Three Months Ended June 30, 2009 Compared to
Three Months Ended June 30, 2008

Summary of Results. Net incomewas $37.0 million, or $0.74 per diluted share, for the second quarter of 2009 as compared to
$26.9 million, or $0.55 per diluted share, for the second quarter of 2008. Netincomein the second quarter of 2009 and 2008
included realized investment losses (net of the related income tax benefit) of $17.9 million, or $0.35 per diluted share, and
$12.7 million, or $0.26 per diluted share, respectively. Netincomein the second quarter of 2009 benefited from asignificant
increasein net investment income, including increased investment spreads on the Company’ s asset accumul ation products, and
was adversely impacted by realized investment losses due to the continuing effects of the adverse market conditions discussed
above. See “Introduction”. Net investment income in the second quarter of 2009, which increased 51% from the second
guarter of 2008, reflects anincreasein the tax equivalent weighted average annualized yield to 7.9% from 5.4%. Investment
lossesin the second quarter of 2009 and 2008 included losses, net of the related incometax benefit, of $16.2 million, or $0.32
per diluted share, and $11.8 million, or $0.24 per diluted share, respectively, due to the other than temporary declinesin the
market values of certain fixed maturity securities and other investments.

Premiumand Fee Income. Premium and feeincome for the second quarter of 2009 was $352.4 million ascompared to $340.8
million for the second quarter of 2008, an increase of 3%. Premiumsfrom core group employee benefit productsincreased 2%
to $330.9 million in the second quarter of 2009 from $324.0 million in the second quarter of 2008. Premiums from excess
workers' compensation insurancefor self-insured employersincreased 8% to $69.0 millionin the second quarter of 2009 from
$64.1 million in the second quarter of 2008. Excessworkers' compensation new business production, which represents the
amount of new annualized premium sold, increased 176% to $10.2 million in the second quarter of 2009 from $3.7 millionin
the second quarter of 2008. SNCC' s rates increased modestly and SIRs on average are up 5% for second quarter 2009 new
and renewal policies. SNCC's retention of its existing customers in the second quarter of 2009 remained strong.
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Premiums from the Company’s other core group employee benefit products were $261.9 million and $260.0 million in the
second quarters of 2009 and 2008, respectively. During the second quarter of 2009 and 2008 premiums from the Company’s
group life products were $100.7 million and $101.5 million, respectively, and premiumsfrom the Company’ sgroup disability
productswere $140.8 million and $141.1 million, respectively. Premiumsfrom the Company’ sturnkey disability businesswere
$12.8 million during the second quarter of 2009 compared to $11.9 million during the second quarter of 2008. New business
production for the Company’ s other core group employee benefit products was $43.8 million and $50.6 million in the second
guarters of 2009 and 2008, respectively. 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 products
reflects the Company’ s focus on the small case niche (insured groups of 10 to 500 individuals). The Company continued to
implement price increases for certain existing disability and group life customers.

Deposits from the Company’ s asset accumul ati on productsincreased 15% to $115.0 millionin the second quarter of 2009 from
$99.6 million in the second quarter of 2008. Thisincrease in depositsis primarily attributable to the decrease in short-term
interest rates, which has caused fixed annuity productsto be an attractive alternative to other competing investment products
such as certificates of deposit. Depositsfrom the Company’ s asset accumulation products, consisting of new annuity salesand
issuances of funding agreements, are recorded as liabilities rather than as premiums.

Net Investment Income. Net investment incomein the second quarter of 2009 was $92.0 million as compared to $60.8 million
in the second quarter of 2008, an increase of 51%. Thisincrease reflects an increase in the tax equivalent weighted average
annualized yield oninvested assetsto 7.9% for the second quarter of 2009 from 5.4% for the second quarter of 2008, primarily
attributabl e to the improved performance of the Company’ sinvestmentsin investment funds organized aslimited partnerships
and limited liability companiesand ahigher level of investment income from the Company’ sfixed maturity security portfolio
resulting from the portfolio repositioning discussed above. See“Introduction”. Averageinvested assetswere $4,947.0 million
and $4,771.9 million in the second quarters of 2009 and 2008, respectively.

Net Realized Investment Losses. Net realized investment |osseswere $27.5 million in the second quarter of 2009 compared to
$19.5 million in the second quarter of 2008. The Company monitorsitsinvestments on an ongoing basis. When the market
value of asecurity declinesbelow its cost, the declineisincluded asacomponent of accumulated other comprehensiveincome
or loss, net of therelated income tax benefit and adjustment to cost of business acquired, on the Company’ s balance sheet. If
management judges the decline to be other than temporary, the portion of the decline related to credit lossesis reported asa
realized investment loss in the Company’ sincome statement and the remaining portion of the decline related to other factors
continues to be included as a component of additional other comprehensive income or loss. Due to the adverse market
condition for financial assets noted above, the Company recognized $45.6 million of lossesin the second quarter of 2009 due
to the other than temporary declinesin the market values of certain fixed maturity securities and other investments, of which
$24.9 million was recognized asrealized investment losses rel ated to credit losses and $20.7 million remained asacomponent
of accumul ated other comprehensive income on the balance sheet related to noncredit losses. The Company recognized $18.1
million of realized losses dueto other than temporary impairmentsin the second quarter of 2008. The Company’sinvestment
strategy resultsin periodic sales of securities and, therefore, the recognition of realized investment gains and losses. During
the second quarters of 2009 and 2008, the Company recognized $2.6 million and $1.4 million, respectively, of net losses on
sales of securities.

The Company may recognize additional losses dueto other than temporary declinesin security market valuesin thefuture, and
such losses may be significant. See “ Six Months Ended June 30, 2009 Compared to Six Months Ended June 30, 2008 — Net
Realized Investment Losses.”

Benefitsand Expenses. Policyholder benefits and expenses were $361.1 million in the second quarter of 2009 ascompared to
$338.4 million in the second quarter of 2008. Thisincrease primarily reflectsthe increase in premiums from the Company’s
group empl oyee benefit products discussed above, and does not reflect significant additionsto reservesfor prior years claims
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’ sresults of operations could be materially adversely affected. The combined ratio
(lossratio plus expense ratio) for group employee benefit products was 93.1% and 91.8% in the second quarters of 2009 and
2008, respectively. The increase in the combined ratio in the second quarter of 2009 primarily resulted from increased
spending on new product development at SNCC. Amortization of cost of business acquired was accel erated (decel erated) by
$1.2 million and $(1.1) million during the second quarters of 2009 and 2008, respectively, primarily dueto fluctuationsin the
Company’ stax equivalent weighted average annualized yield on invested assets. Theweighted average annualized crediting
rate on the Company’ s asset accumul ation products was 4.2% and 4.3% in the second quarters of 2009 and 2008, respectively.
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Interest Expense. Interest expense was $7.1 million in the second quarter of 2009 as compared to $7.9 million in the second
quarter of 2008, a decrease of $0.8 million. This decrease primarily resulted from the redemption of the 2003 Junior
Debentures in the third quarter of 2008.

Income Tax Expense. Incometax expense was $11.8 million in the second quarter of 2009 ascompared to $8.8 millioninthe
second quarter of 2008, primarily due to the increased level of operating income. The Company’s effective tax rates were
24.2% and 24.7% in the second quarters of 2009 and 2008, respectively.

Liquidity and Capital Resources

General. The Company’scurrent liquidity needsinclude principal and interest payments on outstanding borrowingsunder its
Amended and Restated Credit Agreement with Bank of America, N.A., asadministrative agent, and agroup of major banking
institutions (the“ Amended Credit Agreement”) and interest payments on the 2033 Senior Notesand 2007 Junior Debentures,
aswell asfunding its operating expenses and dividendsto stockholders. The 2033 Senior Notesmatureintheir entirety in May
2033 and are not subject to any sinking fund requirements. The 2007 Junior Debentures will become due on May 15, 2037,
but only to the extent that the Company has received sufficient net proceeds from the sal e of certain specified qualifying capita
securities. Any remaining outstanding principal amount will be due on May 1, 2067. The 2033 Senior Notes and the 2007
Junior Debentures contain certain provisions permitting their early redemption by the Company. For descriptions of these
provisions, see Notes E and | to the Consolidated Financia Statements included in the 2008 Form 10-K.

Asaholding company that does not conduct business operationsinitsown right, substantially all of the assets of the Company
are comprised of its ownership interests in its insurance subsidiaries. In addition, the Company had approximately $66.1
million of financia resources available at the holding company level at June 30, 2009, primarily comprised of investmentsin
fixed maturity securities available for sale, short-term investments and investment subsidiaries whose assets are primarily
invested in investment funds organized aslimited partnerships and limited liability companies; however, asubstantia portion
of these resources consists of investments having significantly limited liquidity. Other sources of liquidity at the holding
company level include dividends paid from subsidiaries, primarily generated from operating cash flowsand investments, and
borrowings under the Amended Credit Agreement. The Company’ sinsurance subsidiarieswould be permitted, without prior
regulatory approval, to make dividend payments totaling $100.1 million during 2009, of which $1.8 million has been paid to
the Company during the first six months of 2009. However, the level of dividends that could be paid consistent with
maintaining the insurance subsidiaries’ risk-based capital and other measures of capital adequacy at levels consistent with its
current claims-paying and financial strength ratings from rating agenciesislikely to be substantially lower than such amount.
In general, dividends from the Company’ s non-insurance subsidiaries are not subject to regulatory or other restrictions. In
addition, the Company is presently categorized asawell known seasoned issuer under Rule 405 of the SecuritiesAct. Assuch,
the Company has the ability to file automatically effective shelf registration statements for unspecified amounts of different
securities, allowing for immediate, on-demand offerings.

In October 2006, the Company entered into the Amended Credit Agreement, which, among other things, increased the
maximum borrowings availableto $250 million, improved the pricing terms and extended the maturity date from May 2010 to
October 2011. On November 8, 2007, the amount of the facility was increased to $350 million, and certain financia
ingtitutions were added as new lenders, pursuant to a supplement to the Amended Credit Agreement. Borrowings under the
Amended Credit Agreement bear interest at arate equal to the LIBOR rate for the borrowing period selected by the Company,
which is typicaly one month, plus a spread which varies based on the Company’s Standard & Poor’s and Moody’s credit
ratings. Based on the current levels of such ratings, the spread is currently equal to 62.5 basis points. The Amended Credit
Agreement contains various financial and other affirmative and negative covenants, along with various representations and
warranties, considered ordinary for thistype of credit agreement. The covenantsinclude, among others, amaximum Company
consolidated debt to capita ratio, a minimum Company consolidated net worth, minimum statutory risk-based capital
requirementsfor RSLIC and SNCC, and certain limitations on investments and subsidiary indebtedness. Asof June 30, 2009,
the Company wasin compliancein all material respectswith the financial and various other affirmative and negative covenants
inthe Amended Credit Agreement. At June 30, 2009, the Company had $222.0 million of outstanding borrowingsand $128.0
million of borrowings remaining available under the Amended Credit Agreement.

During thefirst quarter of 2006, the Company issued $100.0 million in aggregate principal amount of fixed and floating rate
funding agreementswith maturities of threeto five yearsin connection with the issuance by an unconsolidated special purpose
vehicle of funding agreement-backed notes in a corresponding principal amount. On December 31, 2008, the Company
adopted FSP FAS 140-4 and FIN 46(R)-8, “Disclosures about Transfersof Financial Assetsand Interestsin Variable Interest
Entities,” which reguires public entitiesto make additional disclosures about transfersof financia assetsand their involvement
with variable interest entities. Based on the Company’s investment at risk compared to that of the holders of the funding
agreement-backed notes, the Company has concluded that it isnot the primary beneficiary of the special purpose vehicle that
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issued the funding agreement-backed notes. During the first half of 2009, the Company repaid $35.0 million in aggregate
principal amount of floating rate funding agreements at their maturity. At June 30, 2009 and 2008, the reserves related to the
funding agreements were $66.1 million and $101.1 million, respectively.

OnMay 1, 2009, the Company sold 3.0 million shares of its Class A Common Stock in apublic offering at apriceto the public
of $17.50 per share pursuant to an underwriting agreement dated April 28, 2009 with Barclays Capital Inc., as underwriter.
The proceeds to the Company from the offering were $50.7 million, net of related underwriting discounts, commissions and
expenses. The Company intends to use the proceeds from this offering for general corporate purposes.

On August 5, 2009, the Company’ sBoard of Directors declared acash dividend of $0.10 per share on the Company’sClassA
Common Stock and Class B Common Stock, which will be paid on September 2, 2009.

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

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
$5,206.8 million at June 30, 2009, consists primarily of investments in fixed maturity securities, short-term investments,
mortgage loans and equity securities. The Company’s investment portfolio aso includes investments in investment funds
organized as limited partnerships and limited liability companies and trading account securities which collectively totaled
$262.5 million at June 30, 2009. At June 30, 2009, the total carrying value of the portfolio of private placement corporate
loans, mortgage loans, interestsin limited partnerships and limited liability companies and equity securities (the“ Portfolio”)
formerly managed on the Company’ sbehalf by D.B. Zwirn & Co., L.P. (“Zwirn”) was$151.8 million. In connection with the
assumption by Fortress Investment Group LLC of Zwirn’sinvestment management functions with respect to the investment
funds formerly managed by Zwirn, the Company has terminated its investment management arrangements with Zwirn and
entered into new investment management arrangements with Fortress relating to the Portfolio.

During thefirst six months of 2009, the market value of the Company’ sinvestment portfolio, in relation to itsamortized cost,
increased by $219.8 million from year-end 2008, before related decreasesin the cost of businessacquired of $38.3 millionand
a decrease in the federal income tax provision of $63.5 million. At June 30, 2009, gross unrealized appreciation and gross
unrealized depreciation, before the related income tax expense or benefit and the related adjustment to cost of business
acquired, with respect to the fixed maturity securities in the Company’s portfolio totaled $117.3 million (of which $108.5
million was attributable to investment grade securities) and $455.6 million (of which $296.0 million was attributable to
investment grade securities), respectively. During thefirst six months of 2009, the Company recogni zed pre-tax net investment
losses of $49.5 million. Theweighted average credit rating of the securitiesin the Company’ sfixed maturity portfolio having
ratings by nationally recognized statistical rating organizations was “AA” at June 30, 2009. While ratings of this type are
intended to address credit risk, they do not address other risks, such as prepayment and extension risks.

See “ Forward-L ooking Statements and Cautionary Statements Regarding Certain Factors That May Affect Future Results,” and
Part I, Item 1A of the 2008 Form 10-K, “Risk Factors’, for adiscussion of variousrisksrelating to the Company’ sinvestment
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 cedesthrough indemnity reinsurance
100% of its excessworkers' 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, 100% of its excess workers
compensation risks between $100.0 million and $150.0 million per occurrence. Effective July 1, 2009, the Company entered
into areinsurance agreement under which it cedes 50% (compared to 30% previously) of its excess workers compensation
risks between $150.0 million and $200.0 million, per occurrence. Inaddition, effective July 1, 2009, the Company entered into
anew reinsurance agreement under which it cedes 15% of itsexcessworkers compensation risks between $200.0 million and
$250.0 million, per occurrence. The Company aso currently cedes through indemnity reinsurance up to $10 million of
coverage with respect to workers compensation losses resulting from certain naturally occurring catastrophic events.
Reductionsin the Company’ sreinsurance coverageswill decrease the rei nsurance premiums paid by the Company under these
arrangements and thusincrease the Company’ s premium income, and will a so increase the Company’ srisk of losswith respect
totherelevant policies. Generally, increasesin the Company’ sreinsurance coverageswill increase the reinsurance premiums
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paid by the Company under these arrangements and thus decrease the Company’ s premium income, and will also decreasethe
Company’srisk of loss with respect to the relevant policies.

Cash Flows. Operating activities increased cash by $192.0 million and $162.6 million in the first six months of 2009 and
2008, respectively. Netinvesting activitiesused $312.3 millionand $276.5 million of cash during thefirst six months of 2009
and 2008, respectively, primarily for the purchase of securities. Financing activities provided $135.6 million of cash during the
first half of 2009, principally from depositsto policyholder accounts and proceeds from theissuance of 3.0 million sharesof its
Class A Common Stock inapublic offering, partialy offset by the repayment of $35.0 million in aggregate principal amount of
floating rate funding agreements at their maturity. During thefirst half of 2008, financing activitiesprovided $106.2 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’ sexposure to market risk or itsmanagement of such risk since December
31, 2008.

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 acts in the capacity of chief financial 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’ s internal control over financia reporting during the fiscal quarter to which this report relates that
have materially affected, or arereasonably likely to materially affect, the Company’ sinternal control over financial reporting.

Forward-Looking Statements And Cautionary StatementsRegar ding Certain FactorsThat M ay Affect Future Results

In connection with, and because it desiresto take advantage of, the “ safe harbor” provisions of the Private SecuritiesLitigation
Reform Act of 1995, the Company cautions readers regarding certai n forward-looking statementsin the above “ Management’ s
Discussion and Analysis of Financial Condition and Results of Operations” and elsewherein this Form 10-Q and in any other
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-1ooking 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, anong other important factors, those affecting the insurance industry generally, such
as the economic and interest rate environment, federal and state legislative and regulatory developments, including but not
limited to changes in financia services, employee benefit and tax laws and regulations, changes in accounting rules and
interpretations 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 asthelevel of
itsinsurance 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 inmoredetail in Part |, Item 1A of the 2008 Form 10-K, “Risk Factors’. The Company disclaims
any obligation to update forward-looking information.
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PART II. OTHER INFORMATION
Item 1A. Risk Factors

The following discussion, which supplements the significant factors that may affect our business and operations described in
Part |, Item 1A of the 2008 Form 10-K, “Risk Factors,” updates and supersedes the discussion contained therein under the
heading “The Company may be adversely impacted by a decline in the ratings of itsinsurance subsidiaries or its own credit
ratings’:

The Company may beadver sely impacted by adeclinein theratingsof itsinsurance subsidiariesor itsown credit
ratings.

Ratingswith respect to claims-paying ability and financial strength have become anincreasingly important factor impacting the
competitive position of insurance companies. Thefinancial strength ratingsof RSLIC asof August 2009 asassigned by A.M.
Bedt, Fitch, Moody’sand Standard & Poor’ swere A (Excellent), A- (Strong), A3 (Good) and A (Strong), respectively. The
financid strength ratings of SNCC as of August 2009 asassigned by A.M. Best, Fitch, Moody’ sand Standard & Poor’ swere A
(Excellent), A- (Strong), A3 (Good) and A (Strong), respectively. Theseratingsare significantly influenced by the risk-based
capital ratiosand levelsof statutory capital and surplus of these subsidiaries. In addition, these rating agencies may implement
changesto their internal models that have the effect of increasing or decreasing the amount of capital these subsidiaries must
hold in order to maintain theseratings. Each of therating agenciesreviewsitsratings of companies periodically and therecan
be no assurance that current ratings will be maintained in the future. In June 2009, M oody’ srevised the outlook onitsratings
relating to RSLIC and SNCC, aswell asthe Company, to negative from stable. In April 2009, Fitch Ratings downgraded its
current ratingsrelating to RSLIC and SNCC to A- (Good) from A (Good), the Company’ s senior unsecured debt to BBB- from
BBB and the Company’ s 2007 Junior Debenturesto BB+ from BBB. In December 2008, A.M. Best revised the outlook onits
ratingsrelating to RSLIC and SNCC, aswell asthe Company, to negative from stable. 1n October 2008, Standard & Poor’s
revised the outlook on its ratings relating to RSLIC and SNCC, as well as the Company, to negative from stable. Claims-
paying and financial strength ratings relating to the Company’ sinsurance subsidiaries are based upon factors relevant to the
policyholders of such subsidiaries and are not directed toward protection of investors in the Company. Downgrades in the
ratings of the Company’s insurance subsidiaries could adversely affect sales of their products, increase policyholder
withdrawals and could have amaterial adverse effect on the results of the Company’ soperations. Inaddition, downgradesin
the Company’ s credit ratings, which are based on factors similar to those considered by therating agenciesin their eval uations
of itsinsurance subsidiaries, could materially adversely affect its ability to access the capital markets and could increase the
cost of its borrowings under the Amended Credit Agreement. The Company’s senior unsecured debt ratings as of August 2009
from A.M. Best, Fitch, Moody’ s and Standard & Poor’ s were bbb, BBB-, Baa3 and BBB+, respectively. Theratings for the
Company’s 2007 Junior Debentures as of August 2009 from A.M. Best, Fitch, Moody’ s and Standard & Poor’ s were bb+,
BB+, Bal and BBB-, respectively. Theratingsfor RSLIC' sfunding agreements as of August 2009 from A.M. Best, Moody's
and Standard & Poor’swere a, A3, and A, respectively.
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Item 4. Submission of Mattersto a Vote of Security Holders

The Company held its Annual Meeting of Stockholders on May 5, 2009. The directors elected at the meeting will
servefor aterm ending on the date of the 2010 Annual Meeting of Stockholders. Thedirectorselected at the meeting
were Philip R. O’ Connor, Robert Rosenkranz, Donald A. Sherman, Kevin R. Brine, Edward A. Fox, Steven A. Hirsh,
Harold F. Ilg, James M. Litvack, JamesN. Meehan, Robert M. Smith, Jr. and Robert F. Wright. In accordancewith
the Company’ s Restated Certificate of Incorporation, Mr. O’ Connor’ s election was acted upon by the holders of the
Company’s Class A Common Stock, voting separately as a class.

The voting results for all matters at the meeting were as follows:

1) Election of Directors

VOTES

Withhold
For Authority

Class A Director:
Philip R. O CONMOT .....ueiveieeeeieiesesiesee e se e sse e aens 30,852,063 6,904,146

Directors:

RODEt ROSENKIANZ ..ottt 73,987,032 4,875,142
Donald A. SNEMMAN .....oocieie et 73,863,280 4,998,894
KEVINR. BINE ..ottt st 74,811,353 4,050,821
o LY=o I 0 R 74,958,423 3,903,751
SEEVEN AL HITSN.. oot 74,814,249 4,047,925
Harold F. 11g e 73,866,027 4,996,147
JAMES M. LIVACK ...ttt s 74,807,034 4,055,140
JAMES N. MEENEN........oceviiceiiceeee et s 68,330,748 10,531,426
Robert M. SMith, Jr. ..ot e 73,865,224 4,996,950
RObErt F. WIIGhE ... 71,665,508 7,206,666

2) All Other Matters— The proposal to re-approve Annual Incentive Compensation Plan received 67,444,975 votes
for approval and 8,845,259 votes against approval, with 9,127 votesabstaining and 2,562,813 broker non-votes.
The proposal to amend the 2003 Employee Long-Term Incentive and Share Award Plan to increase the number
of authorized shares of Class A Common Stock available thereunder from 7,250,000 sharesto 9,750,000 shares
received 48,006,752 votesfor approval and 28,287,997 votes against approval, with 4,611 votes abstaining and
2,562,814 broker non-votes. The proposal to approve an option exchange program and related amendmentsto
the 2003 Employee Long-Term Incentive and Share Award Plan, Second Amended and Restated Employee
Stock Option Plan and Second Amended and Restated L ong-Term Performance-Based Incentive Plan received
45,561,485 votesfor approval and 30,730,639 votesagainst approval, with 7,237 votes abstaining and 2,562,813
broker non-votes.

Item 6. Exhibits

11.1  Computation of Resultsper Share of Common Stock (incorporated by referenceto Note G to the Consolidated
Financial Statementsincluded elsewhere 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(a)

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, theregistrant has duly caused thisreport to be signed on
its behalf by the undersigned thereunto duly authorized.

DELPHI FINANCIAL GROUP, INC. (Registrant)

/d ROBERT ROSENKRANZ

Robert Rosenkranz

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

=] THOMASW. BURGHART
Thomas W. Burghart

Senior Vice President and Treasurer
(Principal Accounting and Financia Officer)

Date: August 10, 2009
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Exhibit 31.1

CERTIFICATION

I, Robert Rosenkranz, certify that:

1

2.

I have reviewed this quarterly report on Form 10-Q of Delphi Financia 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(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

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

designed such internal control over financia reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financia 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 materially affected, or is reasonably
likely to materially 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 financia reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

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

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

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

Date: August 10, 2009

/sl ROBERT ROSENKRANZ

Robert Rosenkranz
Chairman of the Board and Chief Executive Officer



Exhibit 31.2

CERTIFICATION

I, Thomas W. Burghart, certify that:

1

2.

I 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(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

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

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

designed such internal control over financia reporting, or caused such interna control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financia 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 materially affected, or is reasonably
likely to materially affect, the registrant’ sinternal control over financia reporting; and

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

control over financia 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 financia information; and

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

Date: August 10, 2009

/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 June 30, 2009 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 financia 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

August 10, 2009



