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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 Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
Revenue:
Premium and fee iNCOME.......ccivveirerieise e $ 357,019 $ 342610 $1,057,348 $1,052,776
Net INVEStMENt INCOME......oiiieririeeeerereeeeseeneeeeseeseereseenens 86,886 88,682 249,170 243,560
Net realized investment gains (l0sses):
Total other than temporary impairment losses............. (13,886) (73,771) (62,818) (137,007)
Less: Portion of other than temporary impairment
losses recognized in other comprehensive income... 7,498 21,748 12,599 42,467
Net impairment losses recognized in earnings............. (6,388) (52,023) (50,219) (94,540)
Other net realized investment gains (10Sses) ............... 7,580 1,564 22,431 (5,389)
1,192 (50,459) (27,788) (99,929)
Loss on early retirement of senior NOtes.........ccceeeveiieeene (3,760) - (3,972) -
TOtal FEVENUES ..ot 441,337 380,833 1,274,758 1,196,407
Benefits and expenses:
Benefits, claims and interest credited to policyholders..... 250,594 240,956 741,602 748,361
COMMISSIONS....ccviiveeeeririeiereseeeeseseeeereseeseesesseeesesseeesessenes 24,149 21,886 69,339 67,046
Amortization of cost of businessacquired ...........cccccueue. 30,124 26,740 81,861 76,217
Other operating EXPENSES ........cveruereereere e 63,285 60,943 190,860 181,587
368,152 350,525 1,083,662 1,073,211
Operating iNCOME........cvveiririeereneeeseseeeseseeesseseenes 73,185 30,308 191,096 123,196
Interest expense:
Corporate debt........ccovveeiririeirisieese s 7,783 3,806 23,370 11,667
Junior subordinated debentures............coovereeeeienesenene 3,241 3,247 9,730 9,728
11,024 7,053 33,100 21,395
Income before income tax eXpenSse.......c.cvvevevrererereeeeennenens 62,161 23,255 157,996 101,801
INCOME tAX EXPENSE......oiviereeieeieeieseeseeseeeseeeneeeeesseesreeneeens 15,982 2,321 37,130 19,261
NEL TNCOME......oeiviriiieiesie et 46,179 20,934 120,866 82,540
Less: Net income attributable to noncontrolling interest ... 42 111 115 226
Net income attributable to shareholders...........ccocoeevrnrenne. $ 46137 $ 20823 $ 120751 $ 82314
Basic results per share of common stock:
Net income attributable to shareholders...........c.covverenne. $ 083 $ 039 % 218 % 1.63
Diluted results per share of common stock:
Net income attributable to shareholders............ccovvrenne. $ 083 $ 039 % 217 % 1.63
Dividends paid per share of common stock ............cccceuveee. $ 011 % 010 $ 031 % 0.30

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)

See notes to consolidated financial statements.
-4-

September 30, December 31,
2010 2009
Assets:

Investments:

Fixed maturity securities, available for sale........ccccoeveivecicecececeee e $5724,161  $ 4,875,681

Short-tErM INVESEMENES ..ot e e 360,415 406,782

Other INVESIMENES ..ottt 476,436 466,855

6,561,012 5,749,318

0 L o T 77,248 65,464
Cost Of BUSINESS BCAUITE........ccueeeeieieciesie ettt eneeneens 246,002 250,311
ReINSUraNCe reCaIVANIES.........ciieiiieree s 362,481 355,030
€700 0 111 1 | S 93,929 93,929
(@131 S (TSR 335,791 293,835
Assets held in SEParate aCCOUNE .........cceeeeierierie ettt ens 117,321 113,488

QIO = 5= $ 7,793,784  $ 6,921,375

Liabilities and Equity:

Future policy benefits:

S $ 339566 $ 341,736

Disability and aCCIANt........cceviieiecece e 793,841 781,701
Unpaid claims and claim expenses:

TS 52,721 58,665

Disability and aCCIdeNt........cccovvieieeece e 448,863 433,273

L@ S TSR 1,277,071 1,187,814
Policyholder account BalanCeS ..........ecieeeieere s 1,662,176 1,454,114
(@05 o011 (=0 = o SN 368,750 365,750
Junior subordinated dEDENLUIES...........coireiririeereere s 175,000 175,000
Other liabilities and policyholder funds..........cccveveveriiiisisecce e 908,761 647,269
Liabilities related to SEparate aCCOUNL .........cccverueruerereeeeereeieseesee e e sae e 117,321 113,488

LIz N = 1 = 6,144,070 5,558,810
Equity:

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

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

56,303,328 and 55,995,995 shares issued, respectively .......ccocvevveveverenrennne. 563 560
Class B Common Stock, $.01 par; 20,000,000 shares authorized;

5,981,049 Shar€SiSSUBH........cocueurerereierieieeseetee st sessenes 60 60
Additional paid-in Capital .........ccceveririrere e 675,428 661,895
Accumulated other comprehensive income (10SS).......cccevvvvreveseeiecceresese s 138,180 (33,956)
RELAINE EAIMINGS.....ve et ese e tesresresneeneeneeneen 1,031,307 927,706
Treasury stock, at cost; 7,761,216 shares of Class A Common Stock and

227,216 shares of Class B Common SEOCK.........cccuveirerieeninieiese s (197,246) (197,246)

Total shareholders' eqUILY ......covvveereeeeeerere e 1,648,292 1,359,019
NONCONLIOHING INEEIESE ......eeeeeece et 1,422 3,546

B0z 1= o[ 1,649,714 1,362,565

Total liabilitieSand EQUILY .......c.ceeeeeeeeerer e $ 7,793,784  $ 6,921,375



DELPHI FINANCIAL GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF EQUITY

(Dallarsin Thousands)

(Unaudited)
Accumulated
Class A ClassB  Additional Other Total Non-
Common Common Paidin Comprehensive  Retained Treasury  Shareholders’  controlling Tota
Stock Stock Capital Income (Loss) Earnings Stock Equity Interest Equity
Balance, January 1, 2009 $ 48 $ 60 $522596 $ (351,710) $ 846,390 $(197,246) $ 820,579 $ 4035 $ 824,614
Cumulative effect adjustment, April 1,
2009.....ceeeee e - - - (2,372) 2,372 - - - -
NELINCOME.......ciitiireeereee e - - - - 82,314 - 82,314 226 82,540
Other comprehensive income:
Decrease in net unrealized
depreciation on investments.............. - - - 325,660 - - 325,660 - 325,660
Increase in other than temporary
impairment losses recognized in
other comprehensive income............. - - - (19,343) - - (19,343) - (19,343)
Decrease in net loss on cash flow
hedge......ccoerrerrse e - - - 589 - - 589 - 589
Changein net periodic pension cost ... - - - 873 - - 873 - 873
Comprehensive income.........ccccceeveevene. - - - - - 390,093 226 390,319
Net contribution from noncontrolling
(1010 1= SRRSO - - - - - - - 37 37
Issuance of common stock 65 - 121,056 - - - 121,121 - 121,121
Exercise of stock options... 5 - 9,189 - - - 9,194 - 9,194
Stock-based compensation . - - 6,842 - - - 6,842 - 6,842
Cash dividends..........ccoeeerevenrenecinnennne - - - - (14,767) (14,767) - (14,767)
Balance, September 30, 2009 $ 559 $ 60 $659683 $ (46,303) $ 916,309 $(197,246) $ 1,333,062 $ 4298 $ 1,337,360
Balance, January 1, 2010 $ 560 $ 60 $661895 $ (33,956) $ 927,706 $(197,246) $ 1,359,019 $ 3546 $ 1,362,565
NELINCOME.......ciirierireereee e - - - - 120,751 - 120,751 115 120,866
Other comprehensive income:
Increase in net unreslized
gppreciation on investments.............. - - - 165,893 - - 165,893 - 165, 893
Decrease in other than temporary
impairment losses recognized in
other comprehensiveincome............ - - - 4,407 - - 4,407 - 4,407
Decrease in net loss on cash flow
hedge ................................................ _ _ _ 1,682 _ _ 1,682 _ 1,682
Changein net periodic pension cost ... - - - 154 - - 154 - 154
Comprehensive income.........ccccceeveevene. 292,887 115 293,002
Net distribution to noncontrolling
(1010 1= SRRSO - - - - - - - (2,239) (2,239)
Exercise of stock options............cccceeueen. 3 - 8,604 - - - 8,607 - 8,607
Stock-based compensation . - 4,929 - - - 4,929 - 4,929
Cash dividends..........ccoeeerevenrenecinnennne - - - - (17,150) - (17,150) - (17,150)
Balance, September 30, 2010 $ 563 $ 60 $675428 $ 138180 $1,031,307 $(197,246) $ 1648292 $ 1422 $ 1,649,714

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

(Unaudited)
Nine Months Ended
September 30,
2010 2009
Operating activities:
Net income attributable to SharehOlders...........ooveerereerrnreee s $ 120,751 $ 82,314
Adjustments to reconcile net income attributable to shareholders to
net cash provided by operating activities:
Changein policy liabilities and policyholder accounts.........c.cccoevenerenerenenieenns 180,506 225,538
Net change in reinsurance receivables and payables...........ccoceeeierineieninieeieee (9,657) (4,613)
Amortization, principally the cost of business acquired and investments................ 65,264 38,295
Deferred costs of bUSINESS 8CAUITEM .......ccoviiiriiieieeee et (101,002) (97,936)
Net realized [0SSES 0N INVESIMENES.......ccceiierieiirieeee e 27,788 99,929
Net change in federal INCOME tAXES........oovevirireie e 12,197 6,632
L@ 13 SO SR SOV T (42,849) (14,101)
Net cash provided by operating aCtiVitieS.........ccoceviriiinenenee e 252,998 336,058
Investing activities:
Purchases of investments and 10anS Made ............cooeeiririene s (1,599,851)  (1,206,214)
Sales of investments and receipts from repayment of 10ans...........cooeveirceicieienne 1,057,614 177,957
MaLUFitieS Of INVESIMENTS .....c.covireeeiiririeer e 70,801 637,166
Net change in Short-term iNVESIMENTS..........ooeierireere e 46,367 (171,162)
Change in deposit iN SEParate @CCOUNL ..........coiierirereereeee et - 4,845
Net cash used by investing aCtiVIties.........ccocceeeeieievnccce e (425,069) (557,408)
Financing activities:
Deposits to policyholder BCCOUNES.........cceiirereeeeerier e e 277,854 242,614
Withdrawals from policyholder aCCOUNES.........cocoeiiiiiiinire e (82,832) (131,337)
Proceeds from issuance of 2020 Senior NOLES..........ccurireerinieienin e 250,000 -
Borrowings under revolving credit facility ... 50,000 17,000
Principal payments under revolving credit facility ...........cooevererieiinieeeeee (222,000) (2,000)
Early retirement Of SENiOr NOLES..........ooiiiiiiereeee e (75,000) -
Proceeds from issuance of COMMON SLOCK ..........coeiveireieirieieeereeeeeeee e - 121,121
Cash dividends paid 0N COMMON SEOCK..........ciuirueririeie et (17,150) (14,767)
Other fiNAaNCING BCHIVITIES. ..o 2,983 7,151
Net cash provided by financing aCtiVitieS ... 183,855 239,782
[NCIEASE TN CBSN....iieteecet et b et r e e b e b e esenne e 11,784 18,432
Cash at beginning Of PEITO ........ccooiiiiie e 65,464 63,837
Cash at end Of PEITOA ........ooeriiie e $ 77248 $ 82,269

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

Note A —Significant Accounting Policies

The financial statements of Delphi Financial Group, Inc. (the “Company,” which term includes the Company and its
consolidated subsidiaries unlessthe context indicates otherwise) included herein were prepared in conformity with accounting
principlesgenerally accepted in the United States (“GAAP”) for interimfinancia information and with theinstructionsto Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by
GAAP for complete financial statements. The information furnished includes al adjustments and accruals of a normal
recurring nature, which, in the opinion of management, are necessary for afair presentation of resultsfor the interim periods.
Certain reclassifi cations have been made in the September 30, 2009 and December 31, 2009 consolidated financial statements
to conform to the September 30, 2010 presentation. Operating resultsfor the three and nine months ended September 30, 2010
are not necessarily indicative of the results that may be expected for the year ended December 31, 2010. 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, 2009 (the “ 2009 Form 10-K™). Capitalized termsused herein without definition
have the meanings ascribed to them in the 2009 Form 10-K.

Accounting Changes

Fair Value Measurements. As of January 1, 2010, the Company adopted new guidance issued by the Financial Accounting
Standards Board (“FASB”) requiring additional disclosuresregarding fair value measurements. Thisguidance requiresentities
to disclose (1) the amounts of significant transfers between Level 1 and Level 2 of the fair value hierarchy, (2) the reasonsfor
any transfersinto or out of Level 3 of thefair value hierarchy and (3) additional information in the reconciliation of recurring
Level 3 measurements about purchases, sales, issuances and settlements on a gross basis. The new guidance also clarifies
existing fair value measurement di sclosure requirements concerning the level of disaggregation and the disclosure of valuation
inputsand techniques. Except for the requirement to separately disclose purchases, sales, issuances and settlementson agross
basis in the reconciliation of recurring Level 3 measurements, this guidance is effective for interim and annual reporting
periods beginning after December 15, 2009. The requirement to separately disclose purchases, sales, issuancesand settlements
on agrosshasisin thereconciliation of recurring Level 3 measurementsiseffectivefor fiscal yearsbeginning after December
15, 2010 and for interim periods within those fiscal years. The adoption of this guidance did not have any effect on the
Company’s consolidated financial position or results of operations.

Recently Issued Accounting Standards

In April 2010, the FASB issued guidance clarifying that an insurance company should not consider any separate account
interestsin an investment held for the benefit of policyholdersto betheinsurer’ s own interests and should not combine those
interests with any interest of its general account in the same investment when assessing the investment for consolidation.
Insurance companies are also required to consider a separate account a subsidiary for purposes of evaluating whether the
retention of specialized accounting for investmentsin consolidationisappropriate. Thisguidanceiseffectivefor fiscal years,
and interim periodswithin thosefiscal years, beginning after December 15, 2010. Early adoptionispermitted. The Company
has not yet determined the impact, if any, that the adoption of this guidance will have on its consolidated financial position or
results of operations.

In October 2010, the FASB issued guidance limiting the extent to which an insurer may capitalize costs incurred in the
acquisition of aninsurance contract. The guidance providesthat, in order to be capitalized, such costsmust beincremental and
directly related to the acquisition of a new or renewal insurance contract. Insurers may only capitalize costs related to
successful effortsin attaining a contract and advertising costs may only be capitalized if certain direct response advertising
criteriaare met. Thisguidance will be effectivefor interim and annual reporting periods beginning after December 15, 2011,
with either prospective or retrospective adoption permitted. If the initial application of this guidance results in the
capitalization of acquisition costs that had not been capitalized previoudly by an entity, the entity may elect not to capitalize
those types of costs. The Company has not yet determined the impact that the adoption of this guidance will have on its
consolidated financial position or results of operations.



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

Note B — Investments

At September 30, 2010, the Company had fixed maturity securities available for sale with an amortized cost of $5,498.1
million and a carrying value and afair value of $5,724.2 million. At December 31, 2009, the Company had fixed maturity
securities available for sale with an amortized cost of $4,933.4 million and a carrying value and a fair value of $4,875.7
million. Declinesin fair value relative to such securities' amortized cost which are determined to be other than temporary
pursuant to the Company’ s methodol ogy for such determinations and to represent credit losses are reflected asreductionsin the
amortized cost of such securities, as further discussed below.

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

September 30, 2010
Gross Unrealized

Other Than
Amortized Temporary Fair
Cost Gains Losses  Impairments _ Value
(dollars in thousands)
Agency residential mortgage-backed securities..... $ 751,900 $ 58,302 $ (59) $ - $ 810,143
Non-agency residential mortgage-backed
SECUNTIES...eviivieeeisiesieesie e 818,537 76,740 (44,397) (22,726) 828,154
Commercial mortgage-backed securities............... 35,786 343 (3,383) (254) 32,492
Corporate SECUNMLIES ......vevevevieeeeesiesieie st see e 1,340,171 110,915 (14,509) (457) 1,436,120
Collateralized debt obligations...........ccccceevienienne 208,005 1,644 (43,297) (2,964) 163,388
U.S. Treasury and other U.S. Government
guaranteed SECUNtIES........ccoverereeeee e 213,588 10,062 4 - 223,646
U.S. Government-sponsored enterprise securities.. 106,858 439 (38) - 107,259
Obligations of U.S. states, municipalities and
political subdiviSIONS.........ccccocererererieeieciniene 2,023,266 105,235 (5,542) - 2,122,959
Total fixed maturity securities...........c.c...... $5498,111 $ 363,680 $(111,229) $ (26,401) $ 5,724,161
December 31, 2009
Gross Unrealized
Other Than
Amortized Temporary Fair
Cost Gains Losses  Impairments Vaue
(dollars in thousands)
Agency residential mortgage-backed securities..... $ 699257 $ 33417 $ (2,625 $ - $ 730,049
Non-agency residential mortgage-backed
SECUNTIES. ..t 842,947 48,235 (62,404) (29,450) 799,328
Commercial mortgage-backed securities............... 29,773 206 (3,682) (288) 26,009
Corporate SECUNMtiES ....ocuveueeeeieresiese et s eeneas 1,219,711 49,373 (30,918) - 1,238,166
Collateralized debt obligations............ccccveveveeenen. 215,301 868 (98,281) (3,444) 114,444
U.S. Treasury and other U.S. Government
guaranteed SECUNtIES........ccvvvvereeeerie e 108,114 3,036 (344) - 110,806
U.S. Government-sponsored enterprise securities.. 16,750 483 (231) - 17,002
Obligations of U.S. states, municipalities and
political subdiviSiONns.........ccccocvvivvererieeiierennens 1,801,595 59,108 (20,826) - 1,839,877
Total fixed maturity securities...........c.c...... $4,933448 $ 194,726 $ (219,311) $ (33,182) $ 4,875,681



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

Note B — Investments — (Continued)

Thefollowing table containsinformation, as of September 30, 2010, regarding the portions of the Company’ sinvestmentsin
non-agency residential mortgage-backed securities (“RMBS") represented by securities whose underlying mortgage loansare
categorized as prime, Alt-A and subprime, respectively, and the distributions of the securities within these categories by the
years in which they were issued (vintages) and the highest of their ratings from Standard & Poor’s, Moody’ s and Fitch. All
dollar amountsin thistable are based upon the fair values of these securities as of September 30, 2010. Asof thisdate, based
upon the most recently avail able dataregarding the concentrations by state of the mortgage |oans underlying these securities,
the states having loan concentrations in excess of 5% were as follows: California (38.7%), New Y ork (6.9%) and Florida

(Unaudited)

(6.5%).
Non-Agency Prime RMBS — Fair Value
BB and
Vintage AAA AA A BBB Below @ Total
(dollars in thousands)

2001 and priof................... $ 2254 $ - $ - $ - 8 - $ 2254
2002....coiieieniee e 8,519 1,505 2,501 - 498 13,113
2200 C JRR RN 85,508 2,133 2,949 7,159 5,956 103,705
2004 ... 44,680 1,110 - 1,633 5,329 52,752
2005 ...t 11,332 6,215 1,784 18,667 56,995 94,993
2006 ......coieeereririenerieeeeas 14,979 678 - - 27,058 42,715
2100 7 AN - - - - 85,408 85,408
2008......coieeerenire e 954 - - - 671 1,625
Total..oeeeceeeee $168226 $11641 $ 7324 $27459  $181,915  $396,565

@ The securities enumerated in this column include securities having atotal of $169.5 million in fair value that have received the
equivalent of an investment grade rating from the National Association of Insurance Commissioners (the "NAIC") under the
processinitiated by the NAIC in 2009 which takes into account, among other things, the discounts at which the Company originally

purchased the securities and modeling of the potential losses with respect to the securities underlying loans.

Non-Agency Alt-A RMBS — Fair Value

BB and
Vintage AAA AA A BBB Below @ Total
(dollars in thousands)

2001 and priof................... $ - $ - 8 - $ 1911 3 - $ 1911
2002....ccoiiieeeieeeee e 269 1,882 - - - 2,151
2003....cccieeeee e 49,381 - - - 1,960 51,341
2004 ... 19,336 2,242 139 202 1,708 23,627
2005.....cc e 2,434 17,394 - 1,122 40,157 61,107
2006......co e 10,363 31 5,437 9,084 77,625 102,540
2007 .ot 332 - - 9 125,133 125,474
Total..ooeeeeeeeee $82,115 $ 21,549 $ 5576 $ 12,328 $246,583  $368,151

@ The securities enumerated in this column include securities having atotal of $195.5 million in fair value that have received the
equivalent of an investment grade rating from the NAIC under the processinitiated by the NAIC in 2009 which takesinto account,
among other things, the discounts at which the Company originally purchased the securities and modeling of the potential losses

with respect to the securities' underlying loans.



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

Non-Agency Subprime RMBS — Fair Value

BB and
Vintage AAA AA A BBB Below @ Total
(dollars in thousands)
P00/ TN $ 9500 $ 1,341 $ - $ - 3 - $10,841
2010 SO 12,671 - 519 2,903 484 16,577
2005.......omeeereneeeeneienneens 12,639 17,871 546 - - 31,056
1010 TR - - - 2,475 1,066 3,541
P10 0 1 A - - - - 1,423 1,423
TOtal oo $34810 $19212 $ 1065 $ 5378 $ 2973 $63438

® The securities enumerated in this column include securities having a total of $2.7 million in fair value that have received the
equivaent of aninvestment grade rating from the NAIC under the processinitiated by the NAIC in 2009 which takesinto account,
among other things, the discounts at which the Company originally purchased the securities and modeling of the potential losses
with respect to the securities’ underlying loans.

Theamortized cost and fair value of fixed maturity securitiesavailablefor saleat September 30, 2010, by contractual maturity,
are shown below. Expected maturities will differ from contractual maturities because issuers may have the right to call or
prepay obligations, with or without prepayment penalties.

Amortized Fair

Cost Value

(dollars in thousands)
Agency residential mortgage-backed SECUtiES.........ocoeeriinire i $ 751900 $ 810,143
Non-agency residential mortgage-backed SeCUrities..........ccooiviiiiininieniiieeee 818,537 828,154
Commercia mortgage-backed SeCUrties. ... 35,786 32,492

Other fixed maturity securities:

ONEYEAN OF [E5S.....eiei ettt et e et e b e sbe e enean 100,506 99,705
Greater than 1, UP tO S YEaIS ....coueiiiieeie e e 573,623 592,968
Greater than 5, UP t0 10 YEAIS .....ooueiiiieie et s 904,601 939,650
Greater than L0 YEAS .....c.ccviireeeere ettt sne e 2,313,158 2,421,049
TOLl et $5498111 $ 5,724,161
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Note B — Investments — (Continued)

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

September 30, 2010

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Vaue L osses Vaue L osses Vaue L osses

(dollars in thousands)
Agency residential mortgage-backed

SECUMLIES.cvveeeeieeiee e $ 16,111 $ (22) $ 426 $ (37) $ 16537 % (59)
Non-agency residential mortgage-backed

SECUMLIES.cvvveeeeeeieeseriee e 22,449 (1,053) 242945  (66,070) 265,394  (67,123)
Commercia mortgage-backed securities.. 11,490 (368) 4,786 (3,269) 16,276 (3,637)
Corporate SECUNitieS.......cccvvvverereeeereenen 31,403 (529) 88,309 (14,437) 119,712 (14,966)
Collateralized debt obligations................. 12,007 (2,009) 141,112 (44,252) 153,119 (46,261)
U.S. Treasury and other U.S. Government

guaranteed SECUNtieS........cccevvvrervenene. 14,680 4 - - 14,680 4
U.S. Government-sponsored enterprise

SECUNLIBS ..t 17,773 (38) - - 17,773 (38)
Obligations of U.S. states, municipalities

and political subdivisions..................... 36,257 (280) 77,896 (5,262) 114,153 (5,542)

Total fixed maturity securities.............. $ 162,170 $ (4.303) $ 555474 $ (133,327) $ 717,644 $ (137,630)

December 31, 2009

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Vaue L osses Vaue L osses Vaue L osses

(dollars in thousands)
Agency residential mortgage-backed

SECUMLIES.cvveeeeieeiee e $ 126,097 $ (2573) $ 269 $ (52) $ 126,366 $ (2,625)
Non-agency residential mortgage-backed

SECUMLIES v 109,508 (4,210) 312,491 (87,644) 421,999  (91,854)
Commercia mortgage-backed securities.. 3,484 an 18,466 (3,953) 21,950 (3,970)
Corporate SECUNities......ccocvvvreeerieeeereenen 111,656 (3,739) 200,186 (27,179) 311,842 (30,918)
Collateralized debt obligations................. 9,097 (4,179) 95,651 (97,546) 104,748 (101,725)
U.S. Treasury and other U.S. Government

guaranteed SECUNtIES.......ccccvvrvreerrenene. 56,693 (344) - - 56,693 (344)
U.S. Government-sponsored enterprise

SECUMLIES .ot 9,769 (231) - - 9,769 (231)
Obligations of U.S. states, municipalities

and political subdivisions..................... 331,027 _ (5128) _ 160,359 (15,698) 491,386 __ (20,826)

Total fixed maturity securities.............. $ 757,331 $ (20,421) $787,422 $ (232,072) $1,544,753 $ (252,493)
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Net investment income was attributable to the following:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

(dollars in thousands)
Gross investment income:

Fixed maturity securities, available for sdle  $ 82,926 $ 77,648 $ 244109 $ 226,702
Mortgage [0ans..........cocereiererieeiienenee, 630 1,121 3,948 2,527
Short-term investments..........c.cocvveverienen. 32 26 69 348
Other ..o 10,130 16,510 21,477 37,238
93,718 95,305 269,603 266,815

Less: Investment eXpenses.........cceeeeeeeeennnes (6,832) (6,623) (20,433) (23,255)
$ 86,886 $ 88,682 $ 249170 $ 243,560

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

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

(dollars in thousands)
Credit related other than temporary impairment losses:

Fixed maturity securities, available for sale..  $ (5,840) $  (44,411) $ (32802 $  (79,468)
Mortgage loans..........cccvvvveiiiiii i (57) (3,202) (15,159) (5,220)
Other iNVEStMENES........cvureeerrirerceeeeeresienes (491) (4,410 (2,258) (9.852)
(6,388) (52,023) (50,219) (94,540)
Other net realized investment gains (l0sses):

Fixed maturity securities, available for sale.. 7,544 680 19,290 (8,273)
Mortgage [0ans. .......cccoevererenerieeere e (D] 503 418 503
Other iINVeStMENtS........cccoeveeereneeeneseeerieeas 37 381 2,723 2,381
7,580 1,564 22,431 (5,389)

TOA o $ 1192 $  (50,459) $ (27,788) $  (99,929)

Proceeds from sales of fixed maturity securities during the first nine months of 2010 and 2009 were $357.5 million and $394.2
million, respectively. Grossgains of $24.8 million and grosslosses of $(5.5) million were realized on the 2010 salesand gross
gains of $17.4 million and gross losses of $(25.6) million were realized on the 2009 sales. Proceeds from sales of fixed
maturity securities during the third quarters of 2010 and 2009 were $100.0 million and $76.2 million, respectively. Gross
gains of $8.5 million and grosslosses of $(1.0) million wererealized on salesduring the third quarter of 2010 and $3.7 million
of gross gains and gross losses of $(3.0) million were realized on sales during the third quarter of 2009. Net realized
investment gains and losses on investment sales are determined under the specific identification method and areincluded in
income. The changein unrealized appreciation and depreciation oninvestments, primarily relating to fixed maturity securities,
isincluded as a component of accumulated other comprehensive income or loss.

The Company regularly evaluatesitsinvestment portfolio utilizing its established methodol ogy to determinewhether declines
inthefair values of itsinvestments bel ow the Company’ s amortized cost are other than temporary. Under this methodology,
management evaluates whether and when the Company will recover an investment’s amortized cost, taking into account,
among other things, thefinancial position and prospects of the issuer, conditionsin theissuer’ sindustry and geographic area,
liquidity of the investment, the expected amount and timing of future cash flowsfrom theinvestment, recent changesin credit
ratings of the issuer by nationally recognized rating agencies and the length of time and extent to which the fair value of the
investment has been lower than its amortized cost to determineif and when adeclinein thefair value of an investment below
amortized cost is other than temporary. In the case of structured securities such as RMBS, commercial mortgage-backed
securitiesand collateralized debt obligations, the most significant factor inthese eval uationsisthe expected amount and timing
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Note B — Investments — (Continued)

of the future cash flows from the investment. In the case of fixed maturity securities, in instances where management
determinesthat a security’ samortized cost will be recovered during its remaining termto maturity, an additional component of
this methodology is the Company’s evaluation of whether it intends to, or will more likely than not be required to, sell the
security before such anticipated recovery.

If thefair value of afixed maturity security declinesin value bel ow the Company’ s amortized cost and the Company intendsto
sell, or determinesthat it will more likely than not be required to sell, the security before recovery of itsamortized cost basis,
management considers the security to be other than temporarily impaired and reportsits decline in fair value as a realized
investment lossin theincome statement. If, however, the Company does not intend to sell the security and determinesthat itis
not more likely than not that it will be required to do so, a decline in its fair value that is considered in the judgment of
management to be other than temporary is separated into the amount representing credit 1oss and the amount rel ated to other
factors. Amounts representing credit losses are reported as realized investment losses in the income statement and amounts
related to other factors are included as a component of accumulated other comprehensive income or loss, net of the related
income tax benefit and the related adjustment to cost of business acquired. Declinesinthefair value of all other investments
below the Company’s amortized cost that are considered in the judgment of management to be other than temporary are
reported as realized investment losses in the income statement.

Inthe case of structured securities such asRMBS, commercial mortgage-backed securities and collateralized debt obligations
as to which a decline in fair value is judged to be other than temporary, the amount of the credit loss arising from the
impairment of the security is determined by discounting such security’ sexpected cash flows at itseffectiveinterest rate, taking
into account the security’ s purchase price. Thekey inputsrelating to such expected cash flows consist of the future scheduled
payments on the underlying loans and the estimated frequency and severity of future defaults on these loans. For those
securities as to which the Company recognized credit losses in 2010 as aresult of determinations that such securities were
other than temporarily impaired, representative default frequency estimates ranged from 2.3% to 6.9% and representative
default severity estimates ranged from 37.6% to 60.0%.

In the case of corporate securities asto which adecline in fair value is determined to be other than temporary, the key input
utilized to establish the amount of credit |oss arising from the impairment of the security isthe market price for such security.
For each such security, the Company obtains such market price from a single independent nationally recognized pricing
service. The Company has not in any instance adjusted the market price so obtained; however, management reviews these
prices for reasonabl eness, taking into account both security-specific factors and its knowledge and understanding of pricing
methodologies used by the service. The credit lossis determined to be equal to the excess of the Company’s amortized cost
over such market price for such security, as measured at the time of the impairment; as such, the entirety of the market
depreciation in value is deemed to be reflective of credit loss.

At September 30, 2010, the total amortized cost of the Company’s holdings of collateralized debt obligations was $208.0
million and their total fair value was $163.4 million. These holdings consist of a highly diversified portfolio of fifty-one
different collateralized loan obligation (“CLO") investments, substantially all of which are within senior tranchesinthe CLO
structure and a substantial magjority of which were issued in the 2004-2007 time frame. Substantially all of these CLOs are
collateralized by an actively managed, highly diversified portfolio of floating rate senior secured |oansto numerous public and
private corporate borrowers. The 2008-2009 global financial crisis resulted in significant and ongoing dislocations in the
market for securities of thistype, resulting in the cessation of new issuances of such securities and decreased market liquidity
for existing issues, such asthose held by the Company, aswell as widespread and significant declinesin their market values.
However, the effects of the financial crisis on the Company’s CLO holdings have diminished over time; moreover, these
securities have performed in accordance with their contractual payment terms since their acquisition by the Company (with the
exception of four securities, which management has determined to be other than temporarily impaired). Further, despite the
extraordinarily challenging environment that has prevailed in recent years due to the such crisis, the defaults having occurred
on theloans underlying these CL Os since their issuances, taking into account their incidence and severity, have been at levels
at which losses to the holders of the CLOswould be borne solely by the securitiesin the subordinated tranches. Based upon
thisactual experience and upon the Company’ s estimates of the future cash flows with respect to these CL Os, which takeinto
account the estimated frequency and severity of future defaults on the underlying loans, aswell asthe senior positions of the
individual CLOs in their securitization structures and the sizes of the subordinate tranches in these structures that would first
absorb losses arising from such defaults, and taking into account that the Company does not intend to sell any of these
securitiesand that it isnot morelikely than not that it will be required to do so before recovery of the security’ samortized cost
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basisin any instance, the Company concluded that the declinesinthe fair values of these securitiesdid not represent other than
temporary impairments. During the quarter ended September 30, 2010, the Company €l ected to utilize anindependent pricing
service as the key valuation input in place of the internal discounted cash flow methodologies previoudly utilized for these
securities. See Note C to the Consolidated Financial Statements. The Company will continue to conduct eval uations of these
securities for other than temporary impairment in future periods, and since the results of these evaluations will depend upon
future devel opments; for example, the future performance of the loans underlying these securities, no assurance canbegiven as
to the outcome of such evaluations.

During the first nine months of 2010, the Company recognized $40.8 million of after-tax other than temporary impairment
losses, of which $32.6 million was recognized as after-tax realized investment lossesin theincome statement rel ated to credit
losses and $8.2 million was recognized, net of the related income tax benefit, as a component of accumulated other
comprehensive income on the balance sheet related to noncredit |osses.

The following table provides a reconciliation 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:

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009

(dollars in thousands)

Balance at the beginning of the period.............. $ 83,156 $ 59,420 $ 89,658 $ -
Increases attributable to credit losses on
securities for which an other than
temporary impairment was not
previously recognized .......cccccoeeeveerernenn. 1,995 17,775 12,359 77,384
Increases attributable to credit losses on
securities for which an other than
temporary impairment was
previously recognized .......cccoeeevevvererennn, 3,548 2,332 16,759 2,143
Reductions due to sales, maturities, pay
downs or prepayments of securities
for which an other than temporary
impairment was previously recognized .... (7,997) (9,454) (38,074) (9,454)
Balance at the end of the period............c.c......... $ 80,702 $ 70,073 $ 80,702 $ 70,073

The gross unrealized losses at September 30, 2010 are attributableto 451 different fixed maturity security positions, with the
largest unrealized |oss associated with any one security equal to $3.6 million. Unrealized losses attributable to fixed maturity
securities having investment grade ratings by a nationally recognized statistical rating organization comprised 31.4% of the
aggregate gross unrealized losses at September 30, 2010, with the remainder of such losses being attributable to non-
investment grade fixed maturity securities.

At September 30, 2010, the Company held approximately $813.1 million of insured municipal fixed maturity securities, which
represented approximately 12.4% of the Company’ stotal invested assets. Based upon the highest of the ratingsassigned to the
respective securities by Standard & Poor’s, Moody' s and Fitch, the securities had aweighted average credit rating of “A” at
September 30, 2010. For the portion of these securities having ratings by nationally recognized statistical rating organizations
without giving effect to the credit enhancement provided by the insurance, which totaled $764.8 million at September 30,
2010, this weighted average credit rating at such date was “AA”. Insurers of significant portions of the municipal fixed
maturity securities held by the Company at September 30, 2010 included National Public Finance Guarantee Corp. ($309.2
million), Assured Guaranty ($230.7 million), Ambac Financial Group, Inc. ($151.1 million), Financial Guaranty |nsurance
Company ($37.2 million) and Radian ($31.3 million). At September 30, 2010, the Company did not have significant holdings
of credit enhanced asset-backed or mortgage-backed securities, nor did it have any significant direct investments in the
guarantors of the municipal fixed maturity securities held by the Company.
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Note C — Fair Value M easur ements

The Company measures its assets and liabilities recorded at fair value in the consolidated balance sheet based on the
framework set forth in the GAAP fair value accounting guidance. Thisframework establishesafair value hierarchy of three
levels based upon the transparency and availability of information used in measuring thefair value of assetsor liabilities as of
the measurement date. The levels are categorized as follows:

Leve 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.

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

Leve 3 - Valuation is generated from techniques 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 determinesthe existence of an active market for an asset or liability based onitsjudgment as
to whether transactions for the asset or liability occur in such market with sufficient frequency and volumeto providereliable
pricinginformation. If the Company concludesthat there has been asignificant decreaseinthevolumeand level of activity for
aninvestment in relation to normal market activity for such investment, adjustmentsto transactions and quoted pricesare made
to estimate fair value.

The Company’ sinvestmentsin fixed maturity securitiesavailablefor sale, equity securitiesavailablefor sale, trading account
securities, assets held in the separate account and its liabilities for securities sold, not yet purchased are carried at fair value.
The methodol ogies and val uation techniques used by the Company to valueits assets and liabilities measured at fair value are
described below.

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 approachto val uation.
If sufficient information is not generated from market transactionsinvolving identical or comparable assets, the Company uses
an income approach to valuation. The majority 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, in instances where significant inputs utilized are unobservable, the securities are categorized in
Leve 3 of the fair value hierarchy.

Theinputs used in the val uation techniques employed 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 eval uations of methodologies 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.

Various valuation techniques and pricing models are utilized in connection with the measurement of the fair value of the
Company’s investments in residential mortgage-backed securities and commercial mortgage-backed securities, including
option-adjusted spread model s, volatility-driven multi-dimensional single cash flow stream models and matrix correlation to
comparable securities. Residential mortgage-backed securities include U.S. agency securities and collateralized mortgage
obligations. Inputs utilized in connection with the valuation techniques relating to this class of securities include monthly
payment and performance information with respect to the underlying loans, including prepayments, default severity,
delinguencies, market indices and the amounts of the tranchesin the particular structure which are senior or subordinate, as
applicable, to the tranche represented by the Company’ sinvestment. A portion of the Company’ sinvestmentsin mortgage-
backed securities are valued using observable inputs and therefore categorized in Level 2 of the fair value hierarchy. The
remaining mortgage-backed securities are valued using non-binding broker quotes.
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These methodologies rely on unobservable inputs and thus these securities are categorized in Level 3 of the fair value
hierarchy.

During the quarter ended September 30, 2010, the Company elected to utilize a pricing service or, in instances where such
service did not provide a price for a particular security, non-binding broker quotes as the key input in place of the internal
discounted cash flow methodologies previously utilized in its valuation techniques for certain of its investmentsin RMBS,
commercial mortgage-backed securities, asset-backed securities, and collateralized debt obligations. In each instance, the
Company obtained the market price from a single independent nationally recognized pricing service or, where applicable,
obtained a quote from a single broker believed to be knowledgeabl e regarding market conditions for the particular security.
The Company did not in any instance adj ust any market price or broker quote so abtained; however, management reviewsthese
prices and quotesfor reasonabl eness, taking into account both security-specific factorsand itsknowledge and understanding of
the pricing methodologies used by the service or broker, as applicable. This change was made based on the Company’s
determination that, based upon the increased levels of orderly market trading activity, new issuances or both with respect to
these securities arising from the ongoing improvements in capital and financial market conditions, that the markets for these
investments had ceased to be inactive. The Company recategorized investments having atotal of $96.2 millionin fair value
from Level 3 to Level 2 during the quarter ended September 30, 2010 as aresult of this change.

Corporate securities primarily include fixed rate corporate bonds, floating and variable rate notes and securities acquired
through private placements. Inputs utilized in connection with the Company’s valuation techniques relating to this class of
securitiesinclude recently executed transactions, market price quotations, benchmark yields, issuer spreadsand, inthe case of
private placement corporate securities, cash flow models. These cash flow models utilize yield curves, issuer-provided
information and material eventsaskey inputs. Corporate securitiesare categorized in Level 2 of thefair value hierarchy, other
than securities acquired through private placements, which are categorized in Level 3 of the fair value hierarchy.

Collateralized debt obligations consist of collateralized loan obligations, which are described in more detail in Note B to the
Consolidated Financial Statements. The Company’ sval uation techniquesrelating to this class of securities utilize non-binding
broker quotes as their key input. Asthisinput is generally unobservable, collateralized debt obligations are categorized in
Leve 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 the U.S. Treasury securities
and TIPS are based on quoted pricesin active markets and are generally categorized in Level 1 of the fair value hierarchy.

Inputs utilized in connection with the Company’ s valuation techniques relating to its investments in other U.S. government
guaranteed securities, aswell asitsinvestmentsin U.S. government-sponsored enterprise securities, which consist of medium
term notesissued by these enterprises, include recently executed transactions, interest rate yield curves, maturity dates, market
price quotations and credit spreads relating to similar instruments. These inputs are generally observable and accordingly,
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. Inputs utilized in connection with the Company’s valuation techniques relating to this class of securities
include recently executed transactions and other market data, spreads, benchmark curves including treasury and other
benchmarks, trustee reports, material event notices, new issue data, and issuer financial statements. Theseinputsare generally
observable and these securities are generally categorized in Level 2 of the fair value hierarchy.

Other investments held at fair value primarily consist of equity securities available for sale and trading account securities.
Theseinvestmentsare primarily valued at quoted active market pricesand are therefore categorizedin Level 1 of thefair value
hierarchy. For private equity investments, since quoted market prices are not available, the transaction priceisused asthe best
estimate of fair value at inception. When evidenceis believed to support achange to the carrying value from the transaction
price, adjustments are made to reflect expected exit values. Ongoing reviews by Company management are based on
assessments of each underlying investment, and the inputs utilized in these reviewsinclude, among other things, theevaluation
of financing and sale transactionswith third parties, expected cash flows, material eventsand market-based information. These
investments are included in Level 3 of the fair value hierarchy.
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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, bearstheinvestment risk. These assetsareinvested ininterestsin alimited
liability company that investsin fundswhich tradein variousfinancial instruments. Thislimited liability company, all of whose
interests are owned by the Company’ s separate account, utilizes the financial statements furnished by the fundsto determine
thevalues of itsinvestmentsin such funds and the carrying val ue of each such investment, which isbased on its proportionate
interest in the relevant fund as of the balance sheet date. Assuch, thesefunds' financia statements constitute the key input in
the Company’ svaluation of itsinvestment in thislimited liability company. The Company concluded that the value cal culated
using the equity method of accounting onitsinvestment in thislimited liability company wasreflective of thefair market value
of such investment. 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 valuesand which
arecarried at fair value on thefinancial statements of such funds, substantially all of which are audited annually. The amount
that aninvestor isentitled to receive upon the redemption of itsinvestment from the applicable fund is determined by reference
to such security values. These investments are included in Level 3 of the fair value hierarchy.

Other liabilitiesmeasured at fair valueinclude securities sold, not yet purchased. These securities are valued 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 a recurring basis are summarized below:

September 30, 2010
Totd Level 1 Level 2 Level 3
(dollars in thousands)

Assets:
Fixed maturity securities, available for sale:

Agency residential mortgage-backed securities $ 810,143  $ - $ 759615 $ 50,528
Non-agency residential mortgage-backed
SECUNLIES. ...ttt 828,154 - 787,958 40,196
Commercia mortgage-backed securities......... 32,492 - 25,654 6,838
Corporate SECUNtIES.......coerereerereeierieresie e 1,436,120 - 1,370,383 65,737
Collateralized debt obligations...........ccccceeeee 163,388 - - 163,388
U.S. Treasury and other U.S. Government
guaranteed SECUrities.........ocovevereeeceeneenne. 223,646 151,031 63,540 9,075
U.S. Government-sponsored enterprise
SECUMLIES .. 107,259 - 107,259 -
Obligations of U.S. states, municipalities
and political subdivisions.............cc.ccu.... 2,122,959 13,565 2,109,394 -
Other iNVESIMENES ......cccveveerirenereeeeesieee e 126,658 119,331 - 7,327
Assets held in separate account...........ccoceeeeeenee. 117,321 - - 117,321
Total .o $ 5968140 $ 283927 $ 5223803 $ 460410
Liabilities:
Other [iabilities.......ccerreeireirreeree e $ 70490 $ 70490 $ - 8 -
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The following table provides reconciliations for Level 3 assets measured at fair value on arecurring basis. Transfersinto
Level 3 are recognized as of the end of the period.

Three Months Ended September 30, 2010
Tota
(Losses) Gains
Included Purchases

Balanceat  Included in Other Issuances  Transfers  Transfers  Balanceat
Beginning of in Comprehensive  and Into Out End of the
Quarter Earnings Income  Settlements  Leve 3 Level 3 Period

(dollarsin thousands)
Agency residential mortgage- backed

SECUMTIES ..o $ 37282% (1% 406 $ 12,891 $ -$ -$ 50528
Non-agency residential mortgage-

backed securities........c.coveeeerineene 111,257 (2,204) (10,755) (6,146) - (51,956) 40,196
Commercial mortgage-backed

SECUMTIES ..o 27,130 (500) (2,748) 5,224 - (22,268) 6,838
Corporate SeCUrities .........cveveeeeenene 67,779 2,500 5,539 10,050 1,800 (21,931) 65,737
Collateralized debt obligations......... 119,892 1,212 44,566 (2,282) - - 163,388
U.S. Treasury and other U.S. Government

guaranteed Securities........ccccceeennee 11,445 (15) 622 (2,977) - - 9,075
U.S. Government-sponsored enterprise

SECUMTIES ..o 13,794 32 (25) (13,801) - - -
Other Investments....................... 6,190 64 65 1,008 - - 7,327
Assets held in separate account...... . 113,532 - - 3,789 - - 117,321
Total. oo $ 508301 _$ 1038 $ 37670 $ 7,756 $ 1800 $ (96,155 $ 460,410

Net lossesfor the period included in earnings attributabl e to the net change in unrealized | osses of assets measured at fair value
using unobservableinputs and held at September 30, 2010 included corporate securities ($0.2 million) and other investments
($0.1 million). In the third quarter of 2010, net gain (losses) of $0.1 million and $(0.2) million were reported in the
consolidated statements of income under the captions “ net investment income” and “ net realized investment gains (losses)”,
respectively.

Nine Months Ended September 30, 2010
Tota
(Losses) Gains
Included Purchases

Balanceat  Included in Other Issuances  Transfers  Transfers  Balanceat
Beginning of in Comprehensive  and Into Out End of the
Year Earnings Income  Settlements  Leve 3 Level 3 Period

(dollarsin thousands)
Agency residential mortgage- backed

SECUMTIES ..o $ 13187 % (248) $ 1530 $ 36,059 $ -$ -$ 50528
Non-agency residential mortgage-

backed securities........c.coooeecrineene. 130,326 (16,346) (7,407) (14,286) - (52,091) 40,196
Commercia mortgage-backed

SECUMTIES ..o 26,009 (1,885) 460 4,522 - (22,268) 6,838
Corporate SeCUrities .........veveeeeenene 95,920 (1,058) 5,747 (6,994) 5,625 (33,503) 65,737
Collateralized debt obligations ........ 114,444 (889) 56,240 (6,407) - - 163,388
U.S. Treasury and other U.S. Government

guaranteed Securities........c.cccceenene 11,367 (39 290 (2,543) - - 9,075
U.S. Government-sponsored enterprise

SECUNMEIES .. - 35 - (35) - - -
Other investments....................... 9,707 530 (294) (2,616) - - 7,327
Assets held in separate account...... . 113,488 - - 3,833 - - 117,321
Total. oo $ 514448 $ (1990008 56566 $ 11533 $ 5625 $ (107,862)$ 460,410
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(Unaudited)

Note C — Fair Value M easurements— (Continued)

Net lossesfor the period included in earnings attributabl e to the net change in unrealized | osses of assets measured at fair value
using unobservableinputsand held at September 30, 2010 included non-agency residential mortgage-backed securities ($14.2
million), commercial mortgage-backed securities ($1.4 million), corporate securities ($4.8 million), collateralized debt
obligations ($2.2 million) and other investments ($0.1 million). In the first nine months of 2010, net losses of $(0.1) million
and $(22.6) million were reported in the consolidated statements of income under the captions “ net investment income” and
“net realized investment gains (losses)”, respectively.

The carrying value and estimated fair value of certain of the Company’ sfinancial instrumentsnot recorded at fair valueinthe
consolidated balance sheets are shown below. Becausefair valuesfor all balance sheet items are not included, the aggregate
fair value amounts presented below are not reflective of the underlying value of the Company.

September 30, 2010 December 31, 2009
Carrying Fair Carrying Fair
Value Value Value Value
(dollars in thousands)
Assets:
Short-term iNVeStMENtS..........ccoveveenereene e 360,415 360,415 406,782 406,782
Other iINVESEMENES.......ccvivieeiriiriecsereer s 349,778 349,778 370,565 370,565
Liabilities:
Policyholder account balances..........ccoceeeeveierinneenne. 1,573,093 1,750,623 1,351,565 1,471,669
Corporate debt.........ccvveerereireneeeseseee e 368,750 402,546 365,750 361,754
Junior subordinated debentures............ccoceeeveeeeieenen. 175,000 161,205 175,000 124,600
Advances from Federal Home Loan Bank ................. 55,342 75,639 55,342 68,320
Liabilities related to separate account ............cc.c....... 117,321 117,321 113,488 113,488

The carrying values for short-term investments approximate fair values based on the nature of the investments. Other
investments primarily includeinvestment funds organized aslimited partnershipsand limited liability companiesand real estate
investment held by limited liability companies which are reflected in the Company’s financial statements under the equity
method of accounting. In determining thefair value of such investmentsfor purposes of thisfootnote disclosure, the Company
concluded that the value calculated using the equity method of accounting was reflective of the fair market value of such
investments. Theinvestment portfolios of the fundsin which the fund investments are maintained vary from fund to fund, but
aregenerally comprised of liquid, publicly traded securitiesthat have readily determinable market valuesand which are carried
at fair value on the financial statements of such funds, substantially all of which are audited annually. The amount that an
investor isentitled to receive upon the redemption of itsinvestment from the applicablefund isdetermined by referenceto such
security values. The Company utilizesthefinancial statementsfurnished by thefundsto determinethevalues of itsinvestments
in such funds and the carrying val ue of each such investment, which is based on its proportionate interest in the relevant fund
as of the balance sheet date. The carrying valuesof all other invested assets and separate account liabilities approximate their
fair value.

The fair values of policyholder account balances are net of reinsurance receivables and the carrying values have been
decreased for related acquisition costs of $79.8 million and $94.0 million at September 30, 2010 and December 31, 2009,
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 fromtimetotime. Thefair valuesof the
2033 Senior Notes, 7.875% Senior Notes due 2020 (“2020 Senior Notes’) and the 7.376% fixed-to-floating rate junior
subordinated debentures due 2067 (“ Junior Subordinated Debentures”) are based on the expected cash flows discounted to net
present value. Thefair valuesfor fixed rate advancesfrom the FHL B were cal culated using discounted cash flow analysesbased
on the interest rates for the advances at the balance sheet date.
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Note D — Cor por ate Debt

On January 20, 2010, the Company issued the 2020 Senior Notes pursuant to an effective registration statement. The 2020
Senior Noteswereissued in an aggregate principal amount of $250 million with aninterest rate of 7.875% and amaturity date
of January 31, 2020. Theinterest on the 2020 Senior Notesis paid semi-annually in arrearson January 31 and July 31.. The
2020 Senior Notes may be redeemed in whole at any time or in part from time to time, at the Company’s option, at a
redemption price equal to the greater of 100% of the principal amount of the 2020 Senior Notes being redeemed and the
applicable make-whole amount (which, in general, would consist of the sum of the present val ues of the remaining scheduled
payments of principal and interest on the 2020 Senior Notes being redeemed discounted to the redemption date by the
applicable U.S. Treasury security yield plus an applicable spread), in each case plus any accrued and unpaid interest. The
Company used the proceeds from the issuance of the 2020 Senior Notes to repay in full the $222.0 million of outstanding
borrowings under the Amended Credit Agreement and for general corporate purposes.

During the second quarter of 2010, the Company repurchased $5.0 million principal amount of the 2033 Senior Notes. During
the third quarter of 2010, the Company effected two partial redemptions of the 2033 Senior Notesrelating to atotal of $70.0
million in aggregate principal amount of such notes, $20.0 million in aggregate principal amount on July 14, 2010 and $50.0
million in aggregate principal amount on September 21, 2010. The Company recognized a loss of $2.6 million, net of an
income tax benefit of $1.4 million during the first nine months of 2010 from the early retirement of such notes pursuant to
these transactions. In addition, the September 2010 redemption resulted in the redesignation of the series of covered debt
benefiting from the replacement capital covenant into which the Company entered in connection with theissuance of its Junior
Subordinated Debentures. Accordingly, the 2033 Senior Notes ceased being the covered debt under such covenant and the
2020 Senior Notes became the covered debt under such covenant. At September 30, 2010, $68.8 million in aggregate
principal amount of the 2033 Senior Notes remained outstanding. On November 8, 2010, the Company gave notice of
redemption of all of the outstanding 2033 Senior Notes. Such redemption will occur on December 23, 2010.

Note E — Segment Information

Three Months Ended Nine Months Ended
September 30, September 30,
2010 2009 2010 2009
(dollars in thousands)
Revenues:

Group employee benefit products...........cccceevveeeeeviceenenne. $ 399976 $ 385809 $ 1,173,139 $ 1,163,866
Asset accumulation ProduCtS.........cceeeeeeeereriesesieseseeneens 32,020 32,775 94,107 95,740
Other @ oo 11,909 12,708 39,272 36,730
443,905 431,292 1,306,518 1,296,336
Net realized investment gains (I0SSES)......coeeerreereerienienienn 1,192 (50,459) (27,788) (99,929)
Loss on early retirement of senior NOtes..........ccccoeveeeennee (3,760) - (3,972) -

$ 441337 $ 380,833 $ 1274758 $ 1,196,407

Operating income:

Group employee benefit products...........cccceeeeeeeeeeeeeievenenee. $ 73071 $ 74678 $ 212,746 $ 212,284
Asset accumulation ProduCtS..........coeeeeeeerere e 10,596 13,792 32,324 35,497
Other e (7,914) (7,703) (22,214) (24,656)

75,753 80,767 222,856 223,125
Net realized investment gains (I0SSES)......ccveeerverereeneerennn. 1,192 (50,459) (27,788) (99,929)
Loss on early retirement of senior NOtes.........ccccvvvvvrvennee. (3,760) - (3,972) -

$ 73185 $ 30308 $ 191096 $ 123,196

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

Note F — Comprehensive I ncome (L 0ss)

Total comprehensiveincome (loss) attributable to common shareholdersis comprised of net income and other comprehensive
income (loss), which includes the change in unrealized gains and losses on securities available for sale, the changein other than
temporary impairments recognized in other comprehensive income, the change in net periodic pension cost and the changein
the loss on the cash flow hedge. Total comprehensive income attributable to common sharehol ders was $292.9 million and
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Note F — Comprehensive I ncome (L 0ss) — (Continued)

$390.1 million for the first nine months of 2010 and 2009, respectively, and $151.1 million and $207.3 million for the third
quartersof 2010 and 2009, respectively. Net unrealized |osses on securitiesavailablefor sale decreased $170.3 millioninthe
first nine months of 2010 and $103.7 million in the third quarter of 2010.

Note G — Stock-Based Compensation

The Company recognized stock-based compensation expenses of $6.5 million and $7.7 millioninthefirst ninemonths of 2010
and 2009, respectively, of which $2.1 million and $2.8 million was recognized in the third quarter of 2010 and 20009,
respectively. Theremaining unrecognized compensation expense rel ated to unvested awards at September 30, 2010 was $18.3
million and the weighted average period of time over which this expense will be recognized is 3.1 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 nine months of 2010: expected volatility — 43.0%, expected dividends — 1.83%,
expected lives of the options— 6.1 years, and therisk freerate—2.7%. Thefollowing weighted average assumptionswere used
for thefirst nine months of 2009: expected volatility — 39.4%, expected dividends—1.82%, expected lives of the options—7.3
years, and the risk free rate — 3.0%.

The expected volatility 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
optiontoitsexercise or cancellation and the average remaining years until expiration for the Company’ s outstanding optionsto
estimate the expected life of options for which the Company had sufficient historical exercise data. The Company used the
“simplified method” to estimate the expected life of options for which sufficient historical data was not available due to
significant differencesin the vesting periods of these grants compared to previously issued grants. Therisk-freerateisderived
from public data sources at the time of each option grant. Compensation cost isrecognized over therequisite service period of
the option using the straight-line method.

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

Weighted
Weighted Average Aggregate
Number Average Remaining Intrinsic
of Exercise Contractual Vaue
Options Options Price Term ($000)
Outstanding at January 1, 2010........ccccocererenenieeieneeneniene 3927758 $ 29.10
Granted ......cooeeueirrieeresee et 553,470 21.73
EXEICISE ...t (239,860) 13.84
FOrfEIted ... (188,775) 28.82
EXPITE ..ot (20,323) 29.27
Outstanding at September 30, 2010.......cccoeeerreeienereierennnne 4,032,270 29.01 67 $ 6,362
Exercisable at September 30, 2010..........ccceevreneneeeeierinnene. 2,216,015 $ 3047 57 $ 2385

The weighted average grant date fair value of options granted during the first nine months of 2010 and 2009 was $8.22 and
$8.89, respectively, and during the third quarter of 2010 and 2009 was $0 and $9.81, respectively. The cash proceedsfrom
stock options exercised were $1.8 million and $4.2 million in the first nine months of 2010 and 2009, respectively, and $0.5
million and $2.0 million for the third quarter of 2010 and 2009, respectively. The tota intrinsic value of options exercised
during the first nine months of 2010 and 2009 was $2.5 million and $2.8 million, respectively.

At September 30, 2010, 5,673,250 performance-contingent incentive options were outstanding with a weighted average
exercise price of $25.67, a weighted average contractual term of 5.5 years and an intrinsic value of $7.8 million. Of such
options, 3,208,250 optionswith aweighted average exercise price of $24.84, aweighted average contractua termof 3.5 years
and an intrinsic value of $7.7 million were exercisable at September 30, 2010.
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The following table sets forth the calculation of basic and diluted results per share:

Three Months Ended Nine Months Ended

September 30, September 30,
2010 2009 2010 2009
(amounts in thousands, except per share data)
Numerator:
Net income attributable shareholders.........ccovvvveniincnineines $46,137 $20823  $120,751 $82,314
Denominator:
Weighted average common shares outstanding.........cc.oeevvveeereeeene 55,404 52,947 55,284 50,376
Effect of dilutive SECUNTIES........covvireeere e 396 438 390 241
Weighted average common shares outstanding, assuming dilution... 55,800 53,385 55,674 50,617

Basic results per share of common stock:
Net income attributable to shareholders..........cccoveevrrevrrccenriennne, $ 083 $ 039 $ 218 $ 163

Diluted results per share of common stock:
Net income attributable to shareholders...........cccccovevveeiiiccceiens $ 083 $ 039 $ 217 $ 163
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DELPHI FINANCIAL GROUP, INC.
ITEM 2. MANAGEMENT’SDISCUSSION AND ANALYSISOF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
Introduction

The Company, through its subsidiaries, underwrites a diverse portfolio of group employee benefit products, primarily long-
term and short-term disability, life, excess workers compensation insurance for self-insured employers, large casualty
programs including large deductible workers' compensation, travel accident, dental and limited benefit health insurance.
Revenuesfrom thisgroup of productsare primarily comprised of earned premiumsand investment income. The profitability
of group employee benefit products is affected by, among other things, differences between actual and projected claims
experience, the retention of existing customers, product mix and the Company’s ability to attract new customers, change
premium rates and contract terms for existing customers and control administrative expenses. The Company transfers its
exposure to a portion of its group employee benefit risks through reinsurance ceded arrangements with other insurance and
reinsurance companies. Accordingly, the profitability of the Company’ s group employee benefit productsis affected by the
amount, cost and terms of reinsurance it obtains. The profitability of those group employee benefit products for which
reserves are discounted, in particular, the Company’ s disability and primary and excess workers' compensation products, is
also significantly affected by the difference between the yield achieved on invested assets and the discount rate used to
calculate the related reserves.

The Company continues to benefit from the favorable market conditions which havein recent years prevailed for its excess
workers' compensation products as to pricing and other contract terms for these products. However, due primarily to
improvements in the primary workers' compensation market resulting in lower premium rates in that market, conditions
relating to new business production and growth in premiums for the Company’ s excessworkers' compensation productshave
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 been achieving significantly improved levels of new business production for
these products. In addition, based on the growth and development of the Company’ s assumed workers' compensation and
casualty reinsurance product, the Company included this product inits core products beginning with the third quarter of 2009.

For its other group employee benefit products, the Company is presently experiencing challenging market conditionsfroma
competitive standpoint, particularly asto pricing. These conditions, in addition to the downward pressure on employment and
wage levels exerted by the recent recession, are adversely impacting the Company’ s ability to achieve levels 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 enhance its focus on the small case niche (insured groups of 10 to 500 individuals), including
employerswhich are first-time providers of these employee benefits, which the Company believesto offer opportunitiesfor
superior profitability. The Company is also emphasizing its suite of voluntary group insurance products, which includes,
among others, its group limited benefit health insurance product. In response to the recently adopted federal health care
reform legislation, the Company, effective in September 2010, isissuing al of its new and renewal limited benefit health
policies under afixed indemnity benefit structure that will be exempt from certain of the requirements of the legislation that
will then become effective. However, it is uncertain whether this product can be effectively marketed once the minimum
medical coverage requirements of thelegidlation become effectivein 2014, since this product’s coveragewill not satisfy these
requirements. The Company markets its other group employee benefit products on an unbundled basis and as part of an
integrated empl oyee 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 al so operates an asset accumul ation business that focuses primarily on offering fixed annuitiestoindividuas. In
addition, during thefirst quarter of 2006, the Company issued $100 millionin 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. From timeto time, the Company acquires blocksof existing
SPDA and FPA policiesfrom other insurersthrough indemnity assumed reinsurancetransactions. The Company believesthat
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itsfunding agreement program and annuity reinsurance arrangements enhance the Company’ s asset accumul ation business by
providing alternative sources of funds for this business. The Company’s liabilities for its funding agreements and annuity
reinsurance arrangements are recorded in policyholder account balances. Deposits from the Company’ s asset accumulation
business are recorded asliabilities rather than as premiums. Revenues from the Company’ s asset accumul ation business are
primarily comprised of investment income earned on the funds under management. The profitability of asset accumulation
products is primarily dependent on the spread achieved between the return on investments and the interest credited with
respect to these products. The Company sets the crediting rates offered on its asset accumulation products in an effort to
achieve its targeted interest rate spreads on these products, and is willing to accept lower levels of sales on these products
when market conditions make these targeted spreads more difficult to achieve.

The management of the Company’s investment portfolio is an important component of its profitability. Beginning in the
second half of 2007, due primarily to the extraordinary stresses affecting the banking system, the housing market and the
financial marketsgenerally, particularly the structured mortgage securities market, the financial markets have been the subject
of extraordinary volatility. At the same time the overall level of risk-free interest rates has declined substantially. These
market conditionsresulted in asignificant decrease in the Company’ slevel of net investment income for 2008, due primarily
to the adverse performance of those investments whose changesin value, positive or negative, areincluded in the Company’s
net investment income, such as investment funds organized as limited partnerships and limited liability companies, trading
account securitiesand hybrid financial instruments. In an effort to reduce fluctuations of thistypeinitsnet investment income,
the Company has repositioned itsinvestment portfolio to reduce its holdings of these types of investmentsand, in particular,
those investments whose performance had demonstrated the highest levels of variability. As part of thiseffort, the Company
hasincreased itsinvestmentsin more traditional sectors of the fixed income market such as mortgage-backed securities and
municipal bonds. In addition, in light of these market conditions, the Company has been maintaining a significantly larger
proportion of its portfolio in short-term investments, which totaled $360.4 million and $406.8 million at September 30, 2010
and December 31, 2009, respectively. The Company has recently been engaged in effortsto deploy a significant portion of
these short-term investmentsinto longer-term fixed maturity securitieswhich offer more attractiveyields. However, especially
since the recent market environment, in which low interest rates and tight credit spreads have been prevailing, has made it
particularly challenging to make new investments on termswhich the Company deems attractive, no assurance can be given as
to the timing of the completion of these efforts or their ultimate outcome.

The Company achieved significantly improved levels of investment income in its repositioned investment portfolio in 2009
and in the first nine months of 2010, during which more favorable market conditionsemerged, as compared to 2008. However,
market conditions may continue to be volatile and may result in significant fluctuations in net investment income, and as a
result, in the Company’s results of operations. Accordingly, there can be no assurance as to the impact of the Company’s
investment repositioning on the level or variability of its future net investment income. 1n addition, while the total carrying
value of the Company’s available for sale investment portfolio has increased in recent quarters, the Company’s realized
investment losses from declinesin fair value relative to the amortized cost of various securitiesthat it determined to be other
than temporary increased significantly during 2009. Investment losses of thistype moderated significantly during thefirst nine
months of 2010 and in the third quarter of 2010, the Company had net realized investment gains. However, in light of the
continuing effects of the market conditions discussed above, investment losses may recur in the futureand it isnot possibleto
predict the timing or magnitude of such losses.

The following discussion and analysis of the results of operations and financial condition of the Company should beread in
conjunction with the Consolidated Financial Statements and related notesincluded in thisdocument, aswell asthe Company’s
annual report on Form 10-K for the year ended December 31, 2009 (the “2009 Form 10-K”). Capitalized terms used herein
without definition have the meanings ascribed to them in the 2009 Form 10-K. The preparation of financia statementsin
conformity with GAAP requires management, in someinstances, to make judgments about the application of these principles.
The amounts of assetsand liabilities at the date of thefinancial statements and the reported amounts of revenues and expenses
during the reporting period could differ materially from the amounts reported if different conditions existed or different
judgments were utilized. A discussion of how management applies certain critical accounting policies and makes certain
estimates is contained in the 2009 Form 10-K in the section entitled “Management’ s Discussion and Analysis of Financial
Condition and Results of Operations - Critical Accounting Policiesand Estimates’ and should be read in conjunction with the
following discussion and analysis of results of operationsand financial condition of the Company. Inaddition, adiscussion of
uncertainties and contingencies which can affect actual results and could cause future results to differ materially from those
expressed in certain forward-looking statements contained in this Management’s Discussion and Analysis of Financial
Condition and Results of Operations can be found below under the caption “Forward-L ooking Statements And Cautionary
Statements Regarding Certain Factors That May Affect Future Results,” in Part I, Item 1A of the 2009 Form 10-K, “Risk
Factors’.
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Results of Operations

Nine Months Ended September 30, 2010 Compared to
Nine Months Ended September 30, 2009

Summary of Results. Net income attributable to shareholderswas $120.8 million, or $2.17 per diluted share, inthefirst nine
months of 2010 as compared to $82.3 million, or $1.63 per diluted share, in the first nine months of 2009. Netincomeinthe
first nine months of 2010 and 2009 included net realized investment losses, net of the related income tax benefit, of $18.1
million, or $0.32 per diluted share, and $65.0 million, or $1.28 per diluted share, respectively. Netincomein the first nine
months of 2010 as compared to the first nine months of 2009 benefited from an increase in net investment income and a
decreasein the level of realized investment losses, and, on a per-share basi s, was adversely impacted by the Company’ stwo
Class A Common Stock offerings completed during 2009. Net investment income in the first nine months of 2010, which
increased 2% from the first nine months of 2009, reflects a 20% increase in average invested assets, partially offset by a
decrease in the tax equivalent weighted average annualized yield to 6.0% from 7.0%. Net realized investment lossesin the
first nine months of 2010 and 2009 included losses, net of therelated income tax benefit, of $32.6 million, or $0.59 per diluted
share, and $61.5 million, or $1.21 per diluted share, respectively, dueto the other than temporary declinesinthefair vauesof
certain fixed maturity securities and other investments.

Operating earnings, which is a non-GAAP financial measure, consist of net income attributable to sharehol ders excluding
after-tax realized investment gains and losses, losses on early retirement of senior notes and junior subordinated deferrable
interest debentures and results from discontinued operations, as applicable. The Company believes that because these
excluded items arise from events that are largely within management’s discretion and whose fluctuations can distort
comparisons between periods, a measure excluding their impact is useful in analyzing the Company's operating trends.
Investment gains or losses are realized based on management’ s decision to dispose of aninvestment, and investment lossesare
realized based on management’s judgment that a decline in the fair value of an investment is other than temporary. Early
retirement of senior notes and junior subordinated deferrable interest debentures occurs based on management’ s decision to
redeem or repurchase these notes and debentures. Discontinued operations result from management’ sdecisionto exit or sell a
particular business. Thus, these excluded itemsare not reflective of the Company’ s ongoing earnings capacity, and trendsin
the earnings of the Company’ s underlying insurance operations can be more clearly identified without their effects. For these
reasons, management uses the measure of operating earningsto assess performance and make operating plansand decisions,
and the Company believesthat analystsand investorstypically utilize measures of thistype asone element of their eval uations
of insurers’ financial performance. However, gainsor losses fromthe excluded items, particularly asto investments, can occur
frequently and should not be considered as nonrecurring items. Further, operating earnings should not be considered a
substitute for net income attributabl e to shareholders, the most directly comparable GAAP measure, as an indication of the
Company’soverall financia performance and may not be cal culated in the same manner assimilarly titled measures utilized
by other companies.

Operating earnings were $141.4 million, or $2.54 per diluted share, in the first nine months of 2010 as compared to $147.3
million, or $2.91 per diluted sharein thefirst nine months of 2009, primarily dueto the interest paid on the 2020 Senior Notes,
which wereissued in thefirst quarter of 2010, and, on a per share basis, the impact of the Company’ stwo ClassA Common
Stock offerings completed during 2009.

The following table reconciles the amount of operating earnings to the corresponding amount of net income attributable to
shareholders for the indicated periods:
Nine Months Ended

September 30,
2010 2009

OPEratiNg BAMINGS.....c.cvevivieiiiiieiiititete ettt et st st sttt e b et et et ese e s sess s s b bebebesesese s s st esebebebeberesans $141,395 $147,268
Net realized investment 10Sses, Net Of taXES @) ...........coovveeeeieeeeeseee e (18,062) (64,954)
Loss on early retirement of SEnior NOtES ®).............ooveiveeeeeeeeeeeeee s (2,582) -
Net income attributable to SharehOldErS ... ..o $120,751 $ 82,314
Diluted results per share of common stock:

OPEratiNg EAMINGS. ... .cveiveeeteiteeetesteseete st eseete st e s etess e s esesse s esessessesessesesessesesessesesessessesessesseneann $ 254 $ 291
Net realized investment 10SSes, Net O taXES ™) ... (0.32) (1.28)
Losson early retirement of SEnior NOES ® ... (0.05) -
Net income attributable to Shareholders.........oooov i $ 217 $ 163



(A) Netof anincometax benefit of $9.7 million and $35.0 million, or $0.17 per diluted share and $0.69 per diluted share, for the ninemonths ended
September 30, 2010 and 2009, respectively. The tax effect is calculated using the Company's statutory tax rate of 35%.

(B) Net of an income tax benefit of $1.4 million or $0.02 per diluted share for the nine months ended September 30, 2010. The tax effect is
calculated using the Company's statutory tax rate of 35%.

Premium and Fee Income. Premium and fee income in the first nine months of 2010 was $1,057.3 million as compared to
$1,052.8 millioninthefirst nine months of 2009. Premiumsfrom core group employee benefit products, whichinclude short-
term and long-term disability, life, excess workers' compensation, travel accident and dental insurance, assumed workers
compensation and casualty reinsurance and limited benefit medical insurance, were $1,012.6 million and $1,013.4 millionin
first nine months of 2010 and 2009, respectively. Premiumsfrom excessworkers' compensation insurance for self-insured
employers increased 4% to $213.3 million in the first nine months of 2010 from $205.5 million in the first nine months of
2009. New business production, which represents the annualized amount of new premium sold, for excess workers
compensation was $39.0 million and $41.0 million in the first nine months of 2010 and 2009, respectively. Premiumsfrom
assumed workers' compensation and casualty reinsurance increased 45% to $36.8 million in the first nine months of 2010
from $25.4 million inthefirst nine months of 2009. Assumed workers' compensation and casualty reinsurance production was
$12.2 million in the first nine months of 2010 compared to $16.4 million in the first nine months of 2009. Retention of
existing excess workers' compensation customers in the first nine months of 2010 remained strong.

Premiums from the Company’s other core group employee benefit products was $762.5 million in the first nine months of
2010 compared to $782.5 million in thefirst nine months of 2009. During thefirst nine months of 2010 and 2009, premiums
from the Company’s group life products were $291.8 million and $300.1 million, respectively, and premiums from the
Company’ s group disability products were $406.2 million and $422.8 million, respectively. Premiumsfrom the Company’s
turnkey disability business were $37.2 million in the first nine months of 2010 compared to $41.0 million in the first nine
months of 2009. New business production for the Company’s other core group empl oyee benefit productswas $141.6 million
and $141.0 million in the first nine months of 2010 and 2009, respectively. The level of production achieved from these
productsreflects, among other things, the Company’ sfocus on the small case niche (insured groups of 10 to 500 individuals).
The payments received by the Company in connection with loss portfolio transfers, which are episodic in nature and are
recorded as liabilities rather than as premiums, were $11.4 million in the first nine months of 2010 as compared to $30.9
million in the first nine months of 2009.

Deposits from the Company’ s asset accumul ation productsincreased 16% to $270.4 million in the first nine months of 2010
from $232.2 millioninthefirst nine months of 2009. Depositsfromthe Company’ sasset accumulation products, consisting of
new annuity sales and issuances of funding agreements, are recorded asliabilitiesrather than as premiums. The Company is
continuing to maintain its disciplinein setting the crediting rates offered on itsasset accumulation productsin 2010 in an effort
to achieve itstargeted interest rate spreads on these products.

Net Investment Income. Net investment income in the first nine months of 2010 was $249.2 million as compared to $243.6
million inthefirst nine months of 2009. Thisincreasereflectsahigher level of investment income from the Company’ sfixed
maturity security portfolio resulting from the portfolio repositioning discussed above. See*“Introduction”. Thelevel of net
investment incomein thefirst nine months of 2010 also reflects a20% increase in average invested assetsto $5,960.7 million
in 2010 from $4,962.3 million in the first nine months of 2009, partially offset by a decrease in the tax equivalent weighted
average annualized yield to 6.0% from 7.0%.

Net Realized I nvestment Gains (Losses). Net realized investment losseswere $(27.8) million in the first nine months of 2010
compared to $(99.9) million in the first nine months of 2009. The Company monitors its investments on an ongoing basis.
When the fair value of a security declines below its amortized cost, the decline isincluded as a component of accumulated
other comprehensiveincome or loss, net of the related income tax benefit and adjustment to cost of business acquired, onthe
Company’s balance sheet. In the case of a fixed maturity security, if management judges the decline to be other than
temporary, the portion of the decline representing credit loss is recognized as a realized investment loss in the Company’s
income statement and the remaining portion of the decline continues to be included as a component of accumulated other
comprehensiveincomeor loss. For al other types of investments, the entire amount of the declineisrecognized asarealized
investment loss. Due to the continuing effects of the adverse market conditions for financial assets described above, the
Company recognized $(62.8) million and $(137.0) million of lossesin the first nine months of 2010 and 2009, respectively,
due to the other than temporary declinesinthefair values of certain fixed maturity securities and other investments, of which
$(50.2) million and $(94.5) million was recognized as credit-rel ated realized investment losses and $(12.6) million and $(42.5)
million remained as a component of accumulated other comprehensive income, respectively. See “Introduction”. The
Company’s investment strategy results in periodic sales of securities and, therefore, the recognition of realized investment
gainsand losses. During thefirst nine months of 2010 and 2009, the Company recognized $22.4 million and $(5.4) million,
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respectively, of net gains (losses) on the sales of securities.

The Company may continue to recognize | osses due to other than temporary declinesin security fair valuesin the future, and
such losses may be significant. The extent of such losses will depend on, among other things, future developments in the
United States and global economies, financial and credit markets, credit spreads, interest rates, expected future cash flows
from structured securities, the outlook for the performance by the security issuersof their obligations and changesin security
values. The Company continuously monitors its investments in securities whose fair values are below the Company’s
amortized cost pursuant to its procedures for evaluation for other than temporary impairment in valuation. See Note B to the
Consolidated Financial Statements and the section in the 2009 Form 10-K entitled “ Management’ s Discussion and Anaysis of
Financial 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 changesinvalue,
positive or negative, or the results of the future application of these procedures, with respect to these securities. For further
information concerning the Company’ sinvestment portfolio, see “Liquidity and Capital Resources — Investments.”

Benefits and Expenses. Policyholder benefits and expenses were $1,083.7 million in the first nine months of 2010 as
compared to $1,073.2 million in the first nine months of 2009. Thisincrease does not reflect significant additionsto reserves
for prior years claimsand claim expenses. However, there can be no assurance that future periodswill not include additions
to reserves of this type, which will depend on the Company’s future loss development. 1f the Company were to experience
significant adverseloss devel opment in the future, the Company’ sresults of operations could be materially adversely affected.
The combined ratio (lossratio plus expenseratio) for group employee benefit productswas 94.2% and 93.3% in thefirst nine
months of 2010 and 2009, respectively. Theincreasein the combined ratio in the first nine months of 2010 resulted from a
higher level of commissions at RSLIC resulting from changes in its product mix, a lower level of premiums from the
Company’s group employee benefit products, and increased expenses associated with new product development at SNCC.
Theweighted average annualized crediting rate on the Company’ s asset accumul ation productswas 3.8% and 4.3%in thefirst
nine months of 2010 and 2009, respectively.

Interest Expense. Interest expense was $33.1 millionin thefirst nine months of 2010 ascompared to $21.4 millioninthefirst
nine months of 2009. This increase primarily reflects interest expense associated with the 2020 Senior Notes, which were
issued by the Company inthefirst quarter of 2010, partially offset by adecreasein the weighted average borrowingsunder the
Amended Credit Agreement.

Income Tax Expense. Income tax expense was $37.1 millionin thefirst nine months of 2010 as compared to $19.3 millionin
thefirst nine months of 2009, primarily dueto the decreasein theincometax benefit resulting fromrealized investment | osses.
The Company’ s effective tax rate was 23.5% in the first nine months of 2010 compared to 18.9% in the first nine months of
2009.

Three Months Ended September 30, 2010 Compared to
Three Months Ended September 30, 2009

Summary of Results. Net income attributable to shareholders was $46.1 million, or $0.83 per diluted share, for the third
quarter of 2010 ascompared to $20.8 million, or $0.39 per diluted share, for thethird quarter of 2009. Netincomeinthethird
quarter of 2010 and 2009 included net realized investment gains (losses), net of the related income tax expense (benefit), of
$0.8 million, or $0.01 per diluted share, and $(32.8) million, or $(0.61) per diluted share, respectively. Netincomeinthethird
quarter of 2010 benefited from adecreaseinthelevel of realized investment losses and was adversely impacted by adecrease
in net investment income, primarily attributable to performance of the Company’ sinvestmentsin investment funds organi zed
aslimited partnershipsand limited liability companiesthat was below the particularly strong performance of theseinvestments
inthe prior year’s quarter and aloss on the early retirement of the 2033 Senior Notes. Net realized investment gains (Iosses)
in the third quarter of 2010 and 2009 included losses, net of the related income tax benefit, of $(4.2) million, or $(0.07) per
diluted share, and $(33.8) million, or $(0.63) per diluted share, respectively, due to credit loss-related impairments in the
values of certain investments.

Operating earnings, which is a non-GAAP financial measure, consist of net income attributable to sharehol ders excluding
after-tax realized investment gains and losses, losses on early retirement of senior notes and junior subordinated deferrable
interest debentures and results from discontinued operations, as applicable. The Company believes that because these
excluded items arise from events that are largely within management’s discretion and whose fluctuations can distort
comparisons between periods, a measure excluding their impact is useful in analyzing the Company's operating trends.
Investment gains or losses are realized based on management’ s decision to dispose of aninvestment, and investment lossesare
realized based on management’s judgment that a decline in the fair value of an investment is other than temporary. Early
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retirement of senior notes and junior subordinated deferrable interest debentures occurs based on management’ s decision to
redeem or repurchase these notes and debentures. Discontinued operations result from management’ sdecisionto exit or sell a
particular business. Thus, these excluded itemsare not reflective of the Company’ s ongoing earnings capacity, and trendsin
the earnings of the Company’ s underlying insurance operations can be more clearly identified without their effects. For these
reasons, management uses the measure of operating earningsto assess performance and make operating plansand decisions,
and the Company believesthat analysts and investorstypically utilize measures of thistype asone element of their eval uations
of insurers’ financial performance. However, gainsor losses fromthe excluded items, particularly asto investments, can occur
frequently and should not be considered as nonrecurring items. Further, operating earnings should not be considered a
substitute for net income attributable to shareholders, the most directly comparable GAAP measure, as an indication of the
Company’soverall financia performance and may not be cal culated in the same manner assimilarly titled measures utilized
by other companies.

Operating earnings were $47.8 million in the third quarter of 2010 compared to $53.6 million in the third quarter of 2009.
Operating earnings were $0.86 per diluted sharein the third quarter of 2010 compared to $1.00 per diluted sharein the third
quarter of 2009, primarily dueto theinterest paid on the 2020 Senior Notes, which wereissued in thefirst quarter of 2010 and,
on a per share basis, the impact of the Company’s two Class A Common Stock offerings completed during 2009.

The following table reconciles the amount of operating earnings to the corresponding amount of net income attributable to
shareholders for the indicated periods:

Three Months Ended
September 30,
2010 2009

OPEratiNg EAMINGS. ... .cveiveeeteiteeetesteseete st estete st et etesse e esessessesessessesessessesessesesessesesessensesessesseneann $ 47,806 $ 53,621
Net realized investment gains (10Sses), Net Of taXES ™) ............ovoveeeeeeeeeeeeeeee e, 775 (32,799)
Losson early retirement of SEnior NOES ® ... (2,444) -
Net income attributable to Shareholders.........co.oi i $ 46,137 $ 20,823
Diluted results per share of common stock
OPEratiNgG BAMINGS.....c.cvcvivieiiieieiiieitete et ee e st st et ebebebebese e s ssse s s bebebebesesese s s st stebebabebesasans $ 08 $ 1.00
Net realized investment gains (10SSes), Net of taXES ™ ...........coooovveerveieeseee s, 0.01 (061)
Loss on early retirement of SENior NOtES ®).............oovuiveieeeeeeeeeeeee e (0.04) -
Net income attributable to SharehOldErS ... ..o $ 083 $ 039

(A) Netof anincometax expense (benefit) of $0.4 million and $(17.7) million, or $0.01 per diluted share and $(0.33) per diluted share, for thethree
months ended September 30, 2010 and 2009, respectively. The tax effect is calculated using the Company's statutory tax rate of 35%.

(B) Net of an income tax benefit of $1.3 million or $0.02 per diluted share for the three months ended September 30, 2010. The tax effect is
calculated using the Company's statutory tax rate of 35%.

Premium and Fee Income. Premium and feeincome for the third quarter of 2010 was $357.0 million as compared to $342.6
million for the third quarter of 2009, an increase of 4%. Premiumsfrom core group employee benefit productsincreased 4%
to $341.6 million for the third quarter of 2010 from $329.8 million for the third quarter of 2009. Thisincrease reflects new
business production and improved persistency. Premiums from excess workers compensation insurance for self-insured
employersincreased 8% to $74.4 million in the third quarter of 2010 from $68.7 million in the third quarter of 2009. Excess
workers' compensation new business production, which represents the annualized amount of new premium sold, was $19.3
million in the third quarter of 2010 as compared to $15.7 million in the third quarter of 2009, an increase of 23%. Premiums
from assumed workers' compensation and casualty reinsurance increased 29% to $13.4 million in the third quarter of 2010
from $10.4 million in the third quarter of 2009. Assumed workers' compensation and casualty reinsurance production was
$3.7 millioninthethird quarter of 2010 ascompared to $7.7 millioninthethird quarter of 2009. Averageratesdecreased less
than 1% on third quarter 2010 excessworkers' compensation renewal s and self-insured retentionsare on average up modestly
inthird quarter 2010 on new and renewal policies. Retention of existing excessworkers compensation customersinthethird
guarter of 2010 remained strong.

During the third quarter of 2010, premiums from the Company’s other core group employee benefit products increased to
$253.8 million from $250.7 million during the third quarter of 2009. Premiums from the Company’s group life products
increased to $97.9 million in the third quarter of 2010 from $95.8 million in the third quarter of 2009. Premiums from the
Company’s group disability products were $135.1 million and $135.6 million in the third quarters of 2010 and 2009,
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respectively. Premiumsfrom the Company’ s turnkey disability businesswere $12.0 million during the third quarter of 2010
compared to $13.0 million during the third quarter of 2009. New business production for the Company’s other core group
employee benefit products was $49.1 million and $48.8 million in the third quarters of 2010 and 2009, respectively. The
level of production achieved from these products reflects the Company’ sfocus on the small case niche (insured groups of 10
to 500 individuals).

Deposits from the Company’ s asset accumulation products were $153.6 million in the third quarter of 2010 as compared to
$57.5millioninthethird quarter of 2009, anincrease of 167%. Theincreasein depositsisattributableto, among other things,
particularly advantageous conditions for the Company in the fixed annuity marketplace having resulted from various
competitors having either terminated their marketing of comparabl e fixed annuity products or experienced ratings downgrades.
Deposits from the Company’s asset accumulation products, consisting of new annuity sales and issuances of funding
agreements, are recorded asliabilitiesrather than as premiums. The Company is continuing to maintainitsdisciplinein setting
the crediting rates offered on its asset accumulation productsin 2010 in an effort to achieveitstargeted interest rate spreadson
these products.

Net Investment Income. Net investment incomein thethird quarter of 2010 was $86.9 million ascompared to $88.7 millionin
the third quarter of 2009. This decrease reflects a decrease in the tax equivalent weighted average annualized yield on
invested assetsto 6.0% for the third quarter of 2010 from 7.0% for the third quarter of 2009, primarily attributableto alower
level of net investment income from the Company’ s investments in investment funds organized as limited partnerships and
limited liability companies, whose performancein the prior year’ squarter was particularly strong. Thisdecreasewaspartialy
offset by ahigher level of investment income from the Company’ sfixed maturity security portfolio resulting from the portfolio
repositioning discussed above and a 16% increase in average invested assets to $6,283.9 million in the third quarter of 2010
from $5,417.7 million in the third quarter of 2009.

Net Realized I nvestment Gains (Losses). Net realized investment gains (losses) were $1.2 million in thethird quarter of 2010
as compared to $(50.5) million in the third quarter of 2009. The Company monitors its investments on an ongoing basis.
When the fair value of a security declines below its amortized cost, the decline isincluded as a component of accumulated
other comprehensiveincome or loss, net of the related income tax benefit and adjustment to cost of business acquired, onthe
Company’s balance sheet. In the case of a fixed maturity security, if management judges the decline to be other than
temporary, the portion of the declinerelated to credit lossisrecognized as aredlized investment lossin the Company’ sincome
statement and the remaining portion of the decline continuesto be included as acomponent of additiona other comprehensive
incomeor loss. For all other types of investments, the entire amount of the declineisrecognized asarealized investment loss.
The Company recognized $(13.9) million of lossesin the third quarter of 2010 due to the other than temporary declinesinthe
fair values of certain fixed maturity securities and other investments, of which $(6.4) million was recognized as realized
investment losses related to credit losses and $(7.5) million remained as a component of accumulated other comprehensive
income on the balance sheet related to non-credit losses. During the third quarter of 2009, the Company recognized $(73.8)
million of losses due to the other than temporary declines in the fair values of certain fixed maturity securities and other
investments, of which $(52.0) million wasrecognized asrealized investment lossesrel ated to credit lossesand $(21.7) million
remained as a component of accumulated other comprehensiveincome on the balance sheet related to non-credit losses. The
Company’s investment strategy results in periodic sales of securities and, therefore, the recognition of realized investment
gains and losses. During the third quarters of 2010 and 2009, the Company recognized $7.6 million and $1.6 million,
respectively, of net gains on sales of securities.

The Company may recognize additional 1osses due to other than temporary declinesin security valuesin the future, and such
losses may be significant. See “Nine Months Ended September 30, 2010 Compared to Nine Months Ended September 30,
2009 — Net Realized Investment Gains (L0sses).”

Benefits and Expenses. Policyholder benefits and expenses were $368.2 million in the third quarter of 2010 as compared to
$350.5 million in the third quarter of 2009. Thisincrease primarily reflects the increase in premiums from the Company’s
group employee benefit products discussed above, and does not reflect significant additionsto reservesfor prior years claims
and claim expenses. However, there can be no assurance that future periodswill not include additionsto reservesof thistype,
which will depend on the Company’s future loss development. |f 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 94.9% and 93.7% in the third quarters of 2010 and
2009, respectively. Theincrease in the combined ratio in the third quarter of 2010 resulted primarily from ahigher level of
commissionsat RSLIC, which followed changesinits product mix, aswell as, increased expenses associated with new product
development at SNCC. The weighted average annualized crediting rate on the Company’ s asset accumulation products was
3.7% and 4.5% in the third quarters of 2010 and 2009, respectively.
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Interest Expense. Interest expense was $11.0 million in the third quarter of 2010 as compared to $7.1 million in the third
quarter of 2009. Thisincrease primarily reflectsinterest expense associated with the 2020 Senior Notes, which wereissued by
the Company inthefirst quarter of 2010, partially offset by a decrease in the weighted average borrowings under the Amended
Credit Agreement.

Income Tax Expense. Income tax expense was $16.0 million in the third quarter of 2010 as compared to $2.3 millionin the
third quarter of 2009. Thisincrease primarily reflectsthe decreaseintheincometax benefit resulting from realized investment
losses, aswell asahigher level of operating income. The Company’s effective tax rates were 25.7% and 10.0% in the third
guarter of 2010 and 2009, respectively.

Liquidity and Capital Resources

General. The Company’scurrent liquidity needsinclude principal and interest payments on any outstanding borrowings under
the Amended Credit Agreement and interest payments on the 2020 Senior Notes, 2033 Senior Notes and 2007 Junior
Debentures, aswell asfunding its operating expenses and dividendsto stockholders. The 2033 Senior Notes maturein their
entirety in May 2033 and are not subject to any sinking fund requirements. During the second quarter of 2010, the Company
repurchased $5.0 million in aggregate principal amount of the 2033 Senior Notes. During the third quarter of 2010, the
Company effected two partial redemptions of the 2033 Senior Notesrelating to atotal of $70.0 million in aggregate principal
amount of such notes, $20.0 million in aggregate principal amount on July 14, 2010 and $50.0 million in aggregate principal
amount on September 21, 2010. The Company recognized aloss of $2.6 million, net of anincome tax benefit of $1.4 million,
during the first nine months of 2010 from the early retirement of such notes pursuant to these transactions. In addition, the
September 2010 redemption resulted in the redesignation of the series of covered debt benefiting from the replacement capital
covenant into which the Company entered in connection with the issuance of its Junior Subordinated Debentures.
Accordingly, the 2033 Senior Notes ceased being the covered debt under such covenant and the 2020 Senior Notesbecamethe
covered debt under such covenant. At September 30, 2010, $68.8 million in aggregate principal amount of the 2033 Senior
Notes remained outstanding. On November 8, 2010, the Company gave notice of redemption of all of the outstanding 2033
Senior Notes. Such redemption will occur on December 23, 2010. The 2007 Junior Debentureswill become due on May 15,
2037, but only to the extent that the Company has received sufficient net proceeds from the sale of certain specified qualifying
capital securities. Any remaining outstanding principal amount will bedueon May 1, 2067. During thefirst quarter of 2010,
the Company issued the 2020 Senior Notes, which will mature in January 2020 and pay interest semi-annually in arrears on
January 31 and July 31, which commenced on July 31, 2010. The 2020 Senior Notes are not subject to any sinking fund
requirements and contain certain provisions permitting their early redemption by the Company. See Note D to the
Consolidated Financial Statements. The 2033 Senior Notes and the 2007 Junior Debentures also contain certain provisions
permitting their early redemption by the Company. For descriptions of these provisions, see Notes E and H to the
Consolidated Financial Statements included in the 2009 Form 10-K.

Asaholding company that does not conduct business operationsin itsown right, substantially all of the assets of the Company
are comprised of its ownership interests in its insurance subsidiaries. In addition, the Company held approximately $70.5
million of financial resources available at the holding company level at September 30, 2010, primarily comprised of short-term
investments and in investment subsidiaries whose assets are primarily invested in investment funds organized as limited
partnerships and limited liability companies. Other sources of liquidity at the holding company level include dividends paid
fromsubsidiaries, primarily generated from operating cash flows and investments, and borrowingsunder the Amended Credit
Agreement. The Company’ sinsurance subsidiarieswould be permitted, without prior regulatory approval, to make dividend
payments totaling $112.8 million during 2010, of which $3.6 million has been paid to the Company during the first nine
months of 2010. However, the level of dividendsthat could be paid consistent with maintaining the insurance subsidiaries
RBC and other measures of capital adequacy at levels consistent with its current claims-paying and financial strength ratings
from rating agenciesis likely to be substantially lower than such amount. In general, dividends from the Company’s non-
insurance subsidiaries are not subject to regulatory or other restrictions. Inaddition, the Company ispresently categorized asa
well known seasoned issuer under Rule 405 of the Securities Act. Assuch, the Company hasthe 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 the amount of $350.0 million, and certain
financial institutions were added as new lenders, pursuant to a supplement to the Amended Credit Agreement. Borrowings
under the Amended Credit Agreement bear interest at arate equal to the LIBOR ratefor the borrowing period selected by the
Company, which istypically one month, plus aspread which varies based on the Company’ s Standard & Poor’ sand Moody’s
credit ratings. Based on the current levels of such ratings, the spread is currently equal to 62.5 basis points. The Amended
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Credit Agreement containsvariousfinancial and other affirmative and negative covenants, along with variousrepresentations
and warranties, considered ordinary for this type of credit agreement. The covenants include, among others, a maximum
Company consolidated debt to capital ratio, a minimum Company consolidated net worth, minimum statutory risk-based
capital requirements for RSLIC and SNCC, and certain limitations on investments and subsidiary indebtedness. As of
September 30, 2010, the Company wasin compliancein all material respectswith the financial and various other affirmative
and negative covenants in the Amended Credit Agreement. At September 30, 2010, the Company had $50.0 million of
outstanding borrowings and $300.0 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 agreements with maturities of threeto five yearsin connection with the i ssuance by an unconsolidated special purpose
vehicle of funding agreement-backed notesin acorresponding principal amount. Based onthe Company’ sinvestment at risk
compared to that of the holders of the funding agreement-backed notes, the Company has concluded that it is not the primary
beneficiary of the special purpose vehicle that issued the funding agreement-backed notes. During thefirst quarter of 2009,
the Company repaid $35.0 million in aggregate principal amount of floating rate funding agreements at their maturity. At
September 30, 2010 and 2009, the Company’s reserves related to the funding agreements were $65.2 million.

On November 4, 2010, the Company’ s Board of Directors declared acash dividend of $0.11 per share, whichwill be paid on
the Company’s Class A Common Stock and Class B Common Stock on December 2, 2010.

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
$6,561.0 million at September 30, 2010, consists primarily of investmentsin fixed maturity securities, short-terminvestments,
mortgage loans and equity securities. The Company’s investment portfolio also includes investments in investment funds
organized as limited partnerships and limited liability companies and trading account securities which collectively totaled
$296.5 million at September 30, 2010. At September 30, 2010, thetotal carrying value of the portfolio of private placement
corporate loans, mortgage loans, interestsin limited partnershipsand limited liability companies and equity securitiesmanaged
on the Company’s behalf by Fortress Investment Group LLC was $40.2 million.

During the first nine months of 2010, the market val ue of the Company’ savailablefor saleinvestment portfolio, inrelationto
its amortized cost, increased by $285.5 million from year-end 2009, before the related decrease in the cost of business
acquired of $23.5 million and an increasein the federal incometax provision of $91.7 million. At September 30, 2010, 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 Company’ sfixed maturity security holdingstotaled $363.7 million
(of which $319.0 million was attributable to investment grade securities) and $137.6 million (of which $43.3 million was
attributable to investment grade securities), respectively. During thefirst nine months of 2010, the Company recognized pre-
tax net investment losses of $27.8 million. The weighted average credit rating of the securities in the Company’s fixed
maturity portfolio, based upon the highest of the ratings assigned to the respective securities by Standard & Poor’s, Moody’ s
and Fitch, was“A” at September 30, 2010. While ratings of thistype areintended 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 2009 Form 10-K, “Risk Factors’, for a discussion of various risks relating to the Company’s
investment portfolio.

Reinsurance. The Company cedes portions of the risks relating to its group employee benefit products and variable life
insurance products under indemnity reinsurance agreements with various unaffiliated reinsurers. The Company pays
reinsurance premiums which are generally based upon specified percentages of the Company’s premiums on the business
reinsured. These agreementsexpire at variousintervalsasto new risks, and replacement agreements are negotiated on terms
believed appropriatein light of then-current market conditions. The Company currently cedes through indemnity reinsurance
100% of itsexcessworkers compensation risks between $10.0 million and $50.0 million per occurrence, 100% of itsexcess
workers' compensation risks between $100.0 million and $150.0 million per occurrence, and 15% of its excess workers
compensation risks between $200.0 million and $250.0 million, per occurrence. Effectivein July 2010, the Company entered
into areinsurance agreement under which it cedes 100% (compared to 85% previously) of its excessworkers compensation
risks between $50.0 million and $100.0 million, per occurrence, and 65% (compared to 50% previoudly) of itsexcessworkers
compensation risks between $150.0 million and $200.0 million per occurrence.
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In addition, effective in March 2010, the Company currently cedes through indemnity reinsurance up to $20 million of
coverage (compared to $10 million previously) with respect to workers' compensation losses resulting from certain naturally
occurring catastrophic events. The Company also currently cedes through indemnity reinsurance risksin excess of $300,000
per individual and type of coverage for new and existing employer-paid group life insurance policies. Reductionsin the
Company’ sreinsurance coverageswill decrease the reinsurance premiums paid by the Company under these arrangementsand
thus increase the Company’ s premium income, and will also increase the Company’ srisk of loss with respect to the relevant
policies. Generally, increases in the Company’s reinsurance coverages will increase the reinsurance premiums paid by the
Company under these arrangements and thus decrease the Company’ s premium income, and will a so decrease the Company’'s
risk of loss with respect to the relevant policies.

Cash Flows. Operating activities increased cash by $253.0 million and $336.1 million in the first nine months of 2010 and
20009, respectively. Net investing activities used $425.1 million and $557.4 million of cash during the first nine months of
2010 and 2009, respectively, primarily for the purchase of securities. Financing activities provided $183.9 million of cash
during the first nine months of 2010, principally from depositsto policyholder accounts and the i ssuance of the 2020 Senior
Notes, partially offset by thefull repayment of the then outstanding borrowings under the Amended Credit Agreement and the
early retirement of $75.0 million in principal amount of the 2033 Senior Notes. During the first nine months of 2009,
financing activities provided $239.8 million of cash, principally from depositsto policyholder accountsand proceedsfromthe
issuance of 6.5 million sharesof its Class A Common Stock in two separate public offerings, partially offset by the repayment
of $35.0 million in aggregate principal amount of floating rate funding agreements at their maturity.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

There have been no material changes in the Company’s exposure to market risk or its management of such risk since
December 31, 2009.

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 (theindividual who actsin 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
changesin the Company’sinternal control over financial reporting during the fiscal quarter to which thisreport relates that
have materially affected, or are reasonably likely to materially affect, the Company’ sinternal control over financial reporting.

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

In connection with, and becauseit desiresto take advantage of, the “ safe harbor” provisions of the Private SecuritiesLitigation
Reform Act of 1995, the Company cautions readers regarding certain forward-looking statementsin the above “Management’s
Discussion and Analysisof Financial Condition and Results of Operations’ and el sewherein thisForm 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-looking statements may be
identified by the use of terms such as “expects,” “believes,” “anticipates,” “intends,” “judgment,” “outlook,” “effort,”

“attempt,” “achieve,” “project” or other similar expressions. Forward-looking statements are necessarily based upon estimates
and assumptions that are inherently 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 businessdecisions,
are subject to change. Examples of such uncertainties and contingencies include, among other important factors, those
affecting the insurance industry generally, such as the economic and interest rate environment, the performance of financial

markets, prevailing levels of credit spreads, federal and statelegidative and regul atory developments, including but not limited
to changesin financial services, employee benefit, health care and tax laws and regulations, changesin accounting rules and
interpretati onsthereof, market pricing and competitive trends rel ating to insurance products and services, acts of terrorismor
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 its investment portfolio and changes in the Company’s investment strategy,
acquisitions of companies or blocks of business, and ratings by major rating organizations of the Company and itsinsurance
subsidiaries. These uncertaintiesand contingencies can affect actual resultsand could cause actual resultsto differ materialy
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fromthose expressed in any forward-looking statements made by, or on behalf of, the Company. Certain of these uncertainties
and contingencies are described in more detail in Part |, Item 1A of the 2009 Form 10-K, “Risk Factors’. The Company
disclaims any obligation to update forward-looking information.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings

A putative classaction, Moorev. Reliance Standard Life Insurance Company, wasfiled in the United States District Court for
the Northern District of Mississippi in July 2008 against the Company’ ssubsidiary, RSLIC. Theaction challengesRSLIC's
ability to pay certain insurance policy benefitsthrough a mechanism commonly known in the insurance industry asaretained
asset account and contains related claims of breach of fiduciary duty and prohibited transactions under the federal Employee
Retirement Income Security Act of 1974. The Company does not believe that the ultimate resolution of thisaction will havea
material adverse effect on its results of operations, liquidity or financial condition.

In addition to this action, the Company is a party to various other litigation and proceedings in the course of its business,
primarily involving itsinsurance operations. 1n some cases, these proceedings entail claims against the Company for punitive
damages and similar types of relief. The ultimate disposition of such litigation and proceedings is not expected to have a
material adverse effect on the Company’ s results of operations, liquidity or financial condition.

Item 1A. Risk Factors

Thefollowing discussion, which supplements the significant factorsthat may affect the Company’ sbusinessand operationsas
described in Part |, Item 1A of the 2009 Form 10-K, “Risk Factors.” updates and supersedes the discussion contained therein
under the heading “ The Company may be adversely impacted by adeclinein theratings of itsinsurance subsidiariesor itsown
credit ratings’:

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

Ratings with respect to claims-paying ability and financial strength have become an increasingly important factor impacting
the competitive position of insurance companies. The financia strength ratings of RSLIC as of October 2010 as assigned by
A.M. Best, Fitch, Moody’ sand Standard & Poor’ swere A (Excellent), A- (Strong), A3 (Good) and A (Strong), respectively.
Thefinancia strength ratings of SNCC as of October 2010 as assigned by A.M. Best, Fitch, Moody’ sand Standard & Poor’s
were A (Excellent), A- (Strong), A3 (Good) and A (Strong), respectively. Theseratings are significantly influenced by the
risk-based capital ratiosand levels of statutory capital and surplus of these subsidiaries. In addition, these rating agencies may
implement changes to their internal models that have the effect of increasing or decreasing the amount of capital these
subsidiaries must hold in order to maintain these ratings. Each of the rating agencies reviews its ratings of companies
periodically and there can be no assurance that current ratingswill be maintained in thefuture. 1n September 2010, Standard
& Poor’ srevised the outlook onitsratingsrelating to RSLIC, SNCC and the Company to stable from negative. In December
2009, A.M. Best revised the outlook on itsrating relating to SNCC to stable from negative. 1n June 2010, Moody’ s revised
the outlook on itsratingsrelating to RSLIC, SNCC and the Company to stable from negative. In April 2009, Fitch Ratings
downgraded itsratingsrelating to RSLIC and SNCCto A- (Good) from A (Good). I1n December 2008, A.M. Best revised the
outlook on its ratings relating to RSLIC, SNCC and the Company to negative from stable. Claims-paying and financial
strength ratingsrelating to the Company’ sinsurance subsidiaries are based upon factorsrelevant to the policyholders of such
subsidiaries and are not directed toward protection of investorsin the Company. Downgradesin the ratings of the Company’s
insurance subsidiaries could adversely affect sales of their products, increase policyholder withdrawals and could have a
material adverse effect on the results of the Company’ s operations. In addition, downgradesin the Company’ s credit ratings,
which are based on factors similar to those considered by the rating agenciesin their evaluations of itsinsurance subsidiaries,
could materially adversely affect itsability to accessthe capital markets and could increase the cost of itsborrowingsunder the
Amended Credit Agreement. The Company’s senior unsecured debt ratings as of October 2010 from A.M. Begt, Fitch,
Moody’ s and Standard & Poor’ s were bbb, BBB-, Baa3 and BBB, respectively. Theratings for the Company’s 2007 Junior
Debentures as of October 2010 from A.M. Best, Fitch, Moody’s and Standard & Poor’s were bb+, BB, Bal and BB+,
respectively. The ratings for RSLIC’s funding agreements as of October 2010 from A.M. Best, Moody’s and Standard &
Poor’swere a, A3, and A, respectively.
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Item 6. Exhibits

31
111

311

31.2

321

101.

Amended and Restated By-Laws of Delphi Financial Group, Inc.,

Computation of Results per Share of Common Stock (incorporated by reference to Note H to the
Consolidated Financial Statements included el sewhere herein)

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

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

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

Thefollowing financial information from the Company’ s Quarterly Report on Form 10-Q for the nine months
ended September 30, 2010, formatted in XBRL: (i) Consolidated Statements of Incomefor thethree and nine
months ended September 30, 2010 and 2009; (ii) Consolidated Balance Sheets at September 30, 2010 and
December 31, 2009; (iii) Consolidated Statement of Equity for the nine months ended September 30, 2010
and 2009; (iv) Consolidated Statements of Cash Flows for the nine months ended September 30, 2010 and
2009; and (v) Notesto Consolidated Financial Statements, tagged as blocks of text.

SIGNATURES

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

DELPHI FINANCIAL GROUP, INC.

/s ROBERT ROSENKRANZ

Robert Rosenkranz

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

I1s THOMASW. BURGHART
Thomas W. Burghart

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

Date: November 9, 2010
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Exhibit 3.1
AVENDED AND RESTATED
BY- LAWS
OoF
DELPHI FI NANCI AL GROUP, | NC.
(As adopted Novenber 4, 2010)

ARTI CLE |
OFFI CES

Section 1. The registered office shall be located in the
Cty of WImngton, County of New Castle, State of Del aware.

Section 2. The corporation may also have offices at such
ot her places both within and without the State of Delaware as the
board of directors of the corporation (the “Board”) may fromtine
to tinme determ ne or the business of the corporation may require.

ARTI CLE |
STOCKHOLDERS

Section 1. Al neetings of the stockholders shall be held at
such place, within or without the State of Delaware, as shall be
designated by the Board and stated in the notice of the neeting.

Section 2. Annual neetings of stockholders, at which they
shall elect the Board and transact such other business as nay
properly be brought before the neeting, shall be held at such tine
and on such day as shall be designated fromtine to tinme by the
Board and stated in the notice of the neeting.

Section 3. Witten notice of the annual neeting stating the
pl ace, date and hour of the neeting shall be given to each
stockhol der entitled to vote at such neeting not |ess than 10 nor
nore than 60 days before the date of the neeting.

Section 4. The officer who has charge of the stock | edger of
the corporation shall prepare and nmake, at |east 10 days before
every neeting of stockholders, a conplete Iist of the stockhol ders
entitled to vote at the neeting, arranged in al phabetical order
and showing the address of each stockholder and the nunber and
class, if applicable, of shares registered in the name of each
st ockhol der. Such list shall be open to the exam nation of any
stockhol der, for any purpose gernmane to the neeting, during
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ordi nary business hours, for a period of at |east ten days prior
to the neeting, (a) on a reasonably accessible el ectronic network,
provided that the information required to gain access to such |ist
is provided with the notice of the neeting or (b) during ordinary
business hours, at the principal place of business of the
corporation. The list shall also be produced and kept at the tine
and place of the nmeeting during the whole tinme thereof, and may be
i nspected by any stockhol der who is present.

Section 5. Special neetings of the stockholders, for any
pur pose or purposes, unless otherw se prescribed by statute or by
the corporation’s Restated Certificate of |Incorporation, as in
effect from time to time (the “Certificate of |Incorporation”),
shall be called solely by resolution of the Board, acting by not
less than a mgjority of the entire Board. Such resol ution shal
state the purpose or purposes of the proposed neeting.

Section 6. Witten notice of a special neeting stating the
pl ace, date and hour of the neeting and the purpose or purposes
for which the neeting is called, shall be given not |less than 10
or nore than 60 days before the date of the neeting to each
stockhol der entitled to vote at such neeti ng.

Section 7. The holders of stock representing a majority of
the voting power of all classes of stock issued and outstanding
and entitled to vote at any neeting, present in person or
represented by proxy, shal | constitute a quorum of the
stockhol ders for the transaction of business except as otherw se
provi ded by statute, the Certificate of Incorporation or these By-
| aws; provided, however, that where a separate vote by class or
classes is required on any nmatter, the holders of stock
representing a majority of the voting power of the class or
cl asses issued and outstanding and entitled to vote on such
matters, present in person or represented by proxy, shal
constitute a quorum with respect to such matter. If a quorumis
present or represented at any neeting with respect to any matter,
the vote of the holders of stock representing a majority of the
votes which are cast affirmatively or negatively shall decide any
gquestion brought before such neeting, unless the question is one
upon which by express provision of law, the Certificate of
| ncorporation or these By-laws a different vote is required, in
whi ch case such express provision shall govern and control the
deci sion of such question; provided, however, that the directors
shall be elected by a plurality of votes cast. |If, however, such
guorum shall not be present or represented at any neeting of the
stockhol ders, the chairman of the neeting, if so directed by the
Board, may adjourn the neeting fromtine to tinme, wthout notice
ot her than announcenent at the neeting, until a quorum shall be
present or represented. If the time and place of the adjourned
nmeeting are announced at the neeting at which an adjournnent is
taken, then, at such adjourned neeting at which a quorum shall be
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present or represented, any business may be transacted which m ght
have been transacted at the neeting as originally notified. | f
the adjournnment is for nore than thirty days, or if after the
adjournment a new record date is fixed for the adjourned neeting,
a notice of the adjourned neeting shall be given to each
st ockhol der of record entitled to vote at the neeting.

Section 8. At each neeting of stockholders, the chairman
of the neeting shall announce the opening and the closing of the
polls for each matter upon which the stockholders will vote and

shall determne the order of business and all other matters of
procedure. Except to the extent inconsistent with any rul es that
are adopted by the Board, the chairman nay establish rules to
mai ntai n order for the conduct of the neeting, including, wthout
limtation, rul es restricting at t endance to bona fide
stockholders of record, their proxies and other persons in
attendance at the invitation of the chairnman. I n establishing
rules, the chairman will have absolute discretion and his or her
rulings will not be subject to appeal. Rules established by the
chai rman need not be in witing.

Section 9. To be properly brought before an annual neeting
of stockhol ders, business nust be (a) specified in the notice of
nmeeting (including any suppl enent thereto) given by or at the
direction of the Board, (b) otherw se properly brought before the
meeting by or at the direction of the Board or (c) otherw se be a
proper matter for stockhol der action which is properly brought
before the neeting by a stockhol der of the corporation who is a
stockhol der of record at the tinme of the giving of notice as
required in this Section 9 and at the tine of the neeting and who
is entitled to vote at such neeting. For business to be properly
brought before an annual neeting by a stockhol der, the
st ockhol der nust have provided Tinely Notice (as defined in the
foll ow ng sentence) thereof in witing to the secretary of the
corporation and provide such updates or supplenents as are
required by this Section 9. For a stockholder’s notice to
constitute Tinmely Notice under these By-laws, such notice nust be
received at the corporation’s principal executive offices not
later than the close of business on the 90'" day, nor earlier
than the close of business on the 120'" day, prior to the first
anni versary of the date on which the prior year’s annual neeting
of stockhol ders was held, except that if the date of the annual
nmeeting i s advanced by nore than 30 days or del ayed by nore than
70 days from such anniversary date, such notice nust be so
received not earlier than the close of business on the 120'" day
prior to such annual neeting and not |ater than the cl ose of
busi ness on the later of the 70'" day prior to such annua
meeting or the 10'" day fol |l owing the day on which public
announcenent of the date of such neeting is first made by the
corporation. In no event shall the public announcenent of an
adj our nnent or postponenent of an annual neeting commence a new
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time period (or extend any tinme period) for the giving of a
notice for purposes of the preceding sentence. As to each item
of busi ness the stockhol der proposes to bring before the annual
nmeeti ng of stockhol ders, the stockholder’s notice nust set forth
(1) a description of such business and the reasons supporting the
bringing of such business before the annual neeting, (ii) the
name and address, as they appear on the corporation’s books, of

t he st ockhol der proposing such business and the nane and address
of any Associ ated Person (as defined in Section 11 of this
Article Il) on whose behalf the proposal is being made, (iii) any
material interest of such stockhol der or any Associ ated Person of
such stockhol der in such business, (iv) the class and nunber of
shares of the corporation that are owned of record and
beneficially owned by each of such stockhol der and any Associ at ed
Person of such stockholder, and (v) a description of the terns of
any hedgi ng, swap or other transactions or series of transactions
havi ng been entered into, or of any other agreenent, arrangenent
or understanding (including but not limted to, regardl ess of the
formof settlement thereof, any short or |ong derivative
positions, profit interests, forwards, futures, swaps, options,
warrants, convertible securities, stock appreciation or simlar
rights, hedging transactions and any borrow ng or |ending of
shares of stock) having been nade, the effect or intent of which
in either case is to increase or mtigate the potential |oss to,
manage the risk or benefit of stock price changes for, or to

i ncrease or decrease the voting power of, the stockhol der or any
Associ ated Person of such stockholder wth respect to any shares
of the corporation.

A stockhol der providing notice of business proposed to be
brought before an annual neeting pursuant to this Section 9 shal
further update and suppl ement such notice to the extent necessary
to cause the information provided or required to be provided in
such notice to be true and correct as of the record date for the
nmeeting and as of the date that is 10 busi ness days prior to the
nmeeti ng or any adjournnment or postponenent thereof, and such
updat e and suppl enent shall be delivered to, or nmailed and
recei ved by, the secretary of the corporation at the
corporation’s principal executive offices not later than 5
busi ness days after the record date for the neeting (in the case
of the update and supplenent required to be nade as of the record
date), and not later than 8 business days prior to the date of
the nmeeting or any adjournnent or postponenent thereof, if
practicable, or if not practicable, on the first practicable date
prior thereto (in the case of the update and suppl enent required
to be nade as of the date that is 10 busi ness days prior to the
meeti ng or any adjournment or postponenent thereof).

No business shall be conducted at an annual neeting except
in accordance with the procedures set forth in this Section 9
(other than the nom nation and election of directors, to which
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Section 10 of this Article Il shall apply). |If the chairman of
the neeting determ nes that any business has not been properly
brought before an annual neeting in accordance with this Section
9, he shall so declare to the neeting and the busi ness shall not
be transacted at the neeting.

Not wi t hst andi ng anything to the contrary contai ned herein, a
proposal by a stockhol der shall be deened to have been properly
brought before a neeting of stockholders if such a proposal is
submtted to the corporation in conpliance with Rule 14a-8 under
the Securities Exchange Act of 1934, as anended, and the rules
and regul ati ons hereunder (the “Exchange Act”), and is included
in a proxy statenent prepared by the corporation to solicit
proxi es for such neeting.

Section 10. Only those persons who are nom nated in
accordance with the requirenents of this Section 10 shall be
eligible for election as directors. Nom nations of persons for
election to the Board at the annual neeting of stockhol ders may
be made (a) by the Board or (b) a stockhol der of the corporation
who is a stockhol der of record at the tinme of the giving of
notice required by this Section 10 and who is entitled to vote at
such neeting. A stockholder’s nom nation shall be nmade pursuant
to Tinmely Notice thereof in witing to the secretary of the
corporation. Such stockholder’s notice nust set forth (a) as to
each person whom the stockhol der proposes to nom nate for
el ection or re-election as a director, (i) the nane, age,
busi ness address and residential address of the person, (ii) the
princi pal occupation or enploynent of the person, (iii) the class
and nunber of shares of capital stock of the corporation, if any,
whi ch are beneficially owed by the person and (iv) all other
information relating to the person that is required to be
di sclosed in solicitations for proxies for election of directors,
or is otherwise required to be disclosed, pursuant to Regul ation
14A under the Exchange Act, and (b) as to the stockhol der giving
the notice and any Associ ated Person of such stockhol der, the
information required by clauses (ii), (iii) and (v) of the fifth
sentence of the first paragraph of Section 9 of this Article II.
The corporation may require any proposed nom nee to furnish such
other information as may reasonably be required by the
corporation to assess his or her eligibility to serve as a
director of the corporation and whether such service would have
any inpact on the ability of the corporation to satisfy the
applicable legal, regulatory and exchange listing requirenents.
| f the chairman of the nmeeting determ nes that a nom nation was
not in accordance with this Section 10, he shall so declare to
t he neeting and such nom nation shall be disregarded.

Not wi t hst andi ng anything in the fourth sentence of the
precedi ng paragraph to the contrary, in the event that the nunber
of directors to be elected to the Board is increased and the
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corporation does not make a public announcenent nam ng all of the
nom nees for director or specifying the size of the increased
Board at | east 100 days prior to the first anniversary of the
date on which the preceding year’s annual neeting was held, a

st ockhol der’ s notice required by such paragraph shall al so be
considered tinely with respect to nom nees for any new positions
created by such increase if it is received at the corporation’s
princi pal place of business not nore than 10 days after the day
on whi ch such public announcenment is first nade by the

cor porati on.

Not wi t hst andi ng anything to the contrary contained in this
Section 10, a nom nation by a stockhol der of a person for
el ection at a neeting of stockholders shall be deened to have
been made in accordance with the requirenents of this Section 10
if such nomnation is submtted to the corporation in conpliance
with Rule 14a-11 under the Exchange Act and is included in a
proxy statenment prepared by the corporation to solicit proxies
for such neeting.

Section |1. For purposes of Sections 9 and 10 of this
Article Il, as applicable, (a) an “Associ ated Person” shall nean,
Wi th respect to a stockholder, (i) any person (which term shal
include, in addition to a natural person, a legal entity or
associ ation of any type) directly or indirectly controlling, or
acting in concert with, such stockholder, (ii) any benefici al
owner of shares of stock of the corporation owed of record or
beneficially by such stockholder and (iii) any person
controlling, controlled by or under conmon control with any
person of the types described in the preceding clauses (i) and
(ii), (b) beneficial ownership shall be determ ned as provided in
Rul e 13d-3 under the Exchange Act and, in addition, shall include
any financial interest in a derivative instrunent which provides
the opportunity, directly or indirectly, to profit fromor share
in any profit derived fromany increase in value of any class of
shares of the corporation and (c) a public announcenent shal
i nclude disclosure in a press rel ease reported by the Dow Jones
News Service, Associated Press, Reuters, Business Wre or
conpar abl e national news service or in a docunent publicly filed
or furnished by the corporation with or to the Securities and
Exchange Conm ssion pursuant to Section 13, 14 or 15(d) of the
Exchange Act.

Section 12. In addition to (and wthout limting) the
requi renents of Sections 9 and 10 of this Article 11, a
stockhol der shall comply with the requirements of the Exchange
Act and the rules and regul ati ons thereunder and of Del aware | aw,
to the extent applicable to the matters to which such Sections
rel ate.
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ARTICLE II']
DI RECTORS

Section 1. The Board shall consist of a mninmmof five
directors and a maxi mum of 14 directors. The nunber of directors
shall be determned fromtinme to tinme by resolution of the Board,
provi ded that no decrease in the nunber of directorships shal
shorten the termof any incunbent director. Any change in the
nunber of directors nust be authorized by a mgjority of the whole
Board, as constituted imedi ately prior to such change. The
directors shall be elected at the annual neeting of the
st ockhol ders, except as provided in Section 2 of this Article
11, and each director elected shall hold office until the next
annual neeting of stockholders and until his successor is duly
el ected and qualified or until his earlier death or resignation
or renoval in accordance with these By-laws. Directors need not
be st ockhol ders.

Section 2. Vacancies and newly created directorships
resulting from any increase in the nunber of directors may be
filled by a mayority of the directors then in office, though Iess
than a quorum and the directors so chosen shall hold office unti
t he next annual neeting of stockholders and until their successors
are duly elected and qualified. A vacancy created by the renoval
of a director by the stockholders may be filled by the
stockhol ders. If, at the tinme of filling any vacancy or any newy
created directorshinp, the directors then in office shall
constitute less than a majority of the whole Board (as constituted
imediately prior to any such increase), the Court of Chancery
may, upon application of any stockhol der or stockhol ders hol ding
at least ten percent of the total voting power of all shares at
the tinme outstanding having the right to vote for such directors,
summarily order an election to be held to fill any such vacancies
or newy created directorships, or to replace the directors chose
by the directors then in office.

Section 3. The business of the corporation shall be nmanaged
by or under the direction of the Board, which may exercise all
such powers of the corporation and do all such lawful acts and
things as are not by statute or by the corporation’s Restated
Certificate of Incorporation, as anended from tinme to tinme (the
“Certificate of Incorporation”), or by these By-laws directed or
required to be exercised or done by the stockhol ders.

Section 4. The independent nenbers of the Board may, at
their discretion, appoint a lead or presiding director to
facilitate and coordinate their activities. Any such l|ead or

presiding director shall have such duties and responsibilities as
may fromtine to tinme be established by the Board.
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Section 5. Any director may resign at any tinme upon witten
notice to the corporation. Such witten resignation shall take
effect at the time specified therein, or if no time is specified,
at the time of its receipt by the chairman or the secretary. The
acceptance of a resignation shall not be necessary to nmake it
effective.

MEETI NGS OF THE BOARD OF DI RECTORS

Section 6. The first nmeeting of each newy elected Board
shall be held on the day follow ng the date of the annual neeting
of stockholders or such other tine as shall be determned by the
Board, either within or wwthout the State of Del aware.

Section 7. The Board may hold neetings, both regular and
special, either wwthin or without the State of Del aware.

Section 8. Regular neetings of the Board may be hel d w t hout
notice at such tine and at such place as shall fromtinme to tine
be determ ned by the Board.

Section 9. Special neetings of the Board may be called by
the secretary on the request of the chairman or the chief
executive officer (a) by witten notice nailed to each director
first class postage prepaid, not later than the fifth day before
the neeting, or (b) by either witten or oral notice given
personally or by telephone or other neans of electronic
comuni cation, including wthout limtation by electronic mail,
in which case the neeting may be held as soon after such notice
is given as a quorum shall be assenbled at the place of the
meeting, unless another tine shall be specified in the notice
Special neetings shall be called by the chairman, the chief
executive officer or the secretary in |ike manner and on |ike
notice on the witten request of any two directors.

Section 10. Attendance of a director at any neeting shal
constitute a waiver of notice of such neeting, except where a
director attends for the express purpose of objecting to the
transaction of any business because the neeting is not lawully
call ed or convened. Neither the business to be transacted at, nor
the purpose of, any regular or special neeting of the Board need
be specified in the notice or waiver of notice of such neeting.

Section 11. At all neetings of the Board a majority of the
total nunber of directors then constituting the whole Board shal
constitute a quorumfor the transaction of business. The act of a
majority of the directors present at any neeting at which there is
a quorum shall be the act of the Board, except as may be ot herw se
specifically provided by statute or by the Certificate of
| ncorporation or by these By-I|aws. If a quorum shall not be
present at any neeting of the Board, the directors present thereat
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may adjourn the neeting fromtine to time, wthout notice other
t han announcenent at the neeting, until a quorum shall be present.

Section 12. Unl ess otherwise restricted by the Certificate
of Incorporation or these By-laws, any action required or
permtted to be taken at any neeting of the Board or of any
commttee thereof may be taken without a neeting, if prior to such
action all nenbers of the Board or commttee, as the case may be,
consent thereto in witing, and such witten consent or consents
are filed with the mnutes of proceedings of the Board or
comm ttee.

Section 13. Unl ess otherwise restricted by the Certificate
of Incorporation or these By-laws, nenbers of the Board, or any
comm ttee designated by the Board, may participate in a neeting of
the Board or any conmttee by neans of conference tel ephone or
simlar communications equipnent so long as all per sons
participating in the neeting can hear each other, and such
participation in a neeting shall constitute presence in person at
t he neeti ng.

COW TTEES OF DI RECTORS

Section 14. The Board may, by resolution passed by a
majority of the whole Board, designate one or nore committees
each commttee to consist of tw or nore directors. Such
commttees shall at all tines include an audit commttee, a
conmpensation conmttee and a nom nating and corporate governance
commttee. Subject to the foregoing, the Board nmay designate one
or nore directors as alternate nenbers of any commttee, who nmay
repl ace any absent or disqualified nenber at any neeting of such
commttee.

Any such commttee, to the extent provided in the
rel evant resolution of the Board, shall have and nmay exercise al
the powers and authority of the Board in the managenent of the
busi ness and affairs of the corporation, and nmay authorize the
seal of the corporation to be affixed to all papers which may
require it, but no such commttee shall have the power or
authority to take action 1in respect of (a) anending the
Certificate of Incorporation (except that a conmttee may, to the
extent authorized in the resolution or resolutions providing for
the issuance of shares of stock adopted by the Board as provided
in Section 151(a) of the General Corporation Law of the State of
Del aware, fix any of the preferences or rights of such shares
relating to dividends, redenption, dissolution, any distribution
of assets of the corporation or the conversion into, or the
exchange of such shares for, shares of any other class or classes
or any other series of the sanme or any other class or classes of
stock of the corporation), (b) adopting an agreenent of nerger or
consolidation, (c) recomending to the stockholders the sale,
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| ease or exchange of all or substantially all of the corporation's
property and assets, (d) recommending to the stockholders a
di ssolution of the corporation or a revocation of a dissolution

or (d) anmending, repealing or replacing these By-laws;, (e) the
conpensation of directors, or (f) unless such resolution or the
Certificate of |Incorporation expressly so provides, (i) the
declaration of a dividend, (ii) the authorization of the issuance
of stock of any class or (iii) the adoption of a certificate of
ownership and nerger. Such commttee or commttees shall have
such nane or nanes as nmay be determined from tinme to tinme by
resol uti on adopted by the Board.

Section 14. Each commttee shall cause the secretary to keep
regular mnutes of its nmeetings and report the sane to the Board
on a regul ar basis.

COVPENSATI ON OF DI RECTORS

Section 15. Unl ess otherwise restricted by the Certificate
of Incorporation or these By-laws, the Board shall have the
authority to fix the conpensation of directors. The directors may
be reinbursed for their expenses, if any, of attendance at each
nmeeting of the Board and may be paid a fixed sumfor attendance at
each neeting of the Board and a stated retainer for service as
director. No such paynent shall preclude any director from serving
the corporation in any other capacity and receiving conpensation
therefor. Menbers of commttees of the Board may be allowed |ike
conpensation and reinbursenent for expenses for attending
comm ttee neetings.

REMOVAL OF DI RECTORS

Section 16. Unl ess otherwise restricted by the Certificate
of Incorporation or these By-laws, any director or the entire
Board may be renoved, with or w thout cause, by the holders of a
majority of the voting power of all shares of the capital stock of
the corporation entitled to vote with respect to an election of
directors; provided, however, that whenever the holders of any
class or series of stock of the corporation are entitled to el ect
one or nore directors by the Certificate of Incorporation, this
Section 15 shall apply, with respect to renoval w thout cause of a
director or directors so elected, to the vote of the holders of
out standi ng shares of that class or series and not to the vote of
t he outstandi ng shares as a whol e.

ARTI CLE |V
NOTI CES

Section 1. \Whenever, under the provisions of statute or of
the Certificate of Incorporation or of these By-laws, notice is
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required to be given to any director or stockholder, it shall not
be construed to nmean personal notice, but such notice may be given
in witing, by mail addressed to such director or stockhol der at
his address as it appears on the records of the corporation, with
postage thereon prepaid, and such notice shall be deened to be
given at the tine when the sane is deposited in the United States
mail or when furnished by electronic transm ssion. For notice
given by electronic transmssion to a stockholder, such
st ockhol der nmust have consented to the corporation’ s giving notice
through that particular form of electronic transmssion. A
stockhol der nmay revoke consent to receive notice by electronic
transm ssion by witten notice to the corporation. A stockholder’s
consent to notice by electronic transmssion is automatically
revoked if the corporation is unable to deliver two consecutive
el ectronic transm ssion notices and such inability becones known
to the secretary or any assistant secretary of the corporation

the transfer agent or other person responsible for giving notice;
provi ded, however, that the inadvertent failure to treat such
inability as a revocation shall not invalidate any neeting or
other action. Notices are deened given (a) if by facsimle
transmssion, when transmtted to a nunber at which the
st ockhol der has consented to receive notice; (b) if by electronic
mail, when mailed electronically to an electronic nmail address at
which the stockholder has consented to receive such notice.
Notice to directors may al so be given personally, by tel ephone or
ot her neans of el ectronic conmunication, including but not limted
to electronic mail.

An affidavit of the secretary or an assistant secretary of
the corporation or of the transfer agent or other agent of the
corporation that a particular notice has been given shall, in the
absence of fraud, be prima facie evidence of the giving of such
noti ce.

Section 2. \Wenever any notice is required to be given under
the provisions of statute or of the Certificate of |ncorporation
or of these By-laws, a waiver thereof in witing, signed by the
person or persons entitled to such notice, whether before or after
the tine stated in such notice, shall be deened equivalent to the
gi ving of such noti ce.

ARTI CLE V
OFFI CERS

Section 1. The officers of the corporation shall be chosen
by the Board and shall be a chief executive officer, a president,

one or nore vice presidents, a secretary and a treasurer. In the
discretion of the Board, there may also be a chairman and a vice
chai rman of the Board. The Board may al so choose one or nore

assistant vice presidents, assistant secretaries and assistant
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treasurers and such subordinate officers as may, from tinme to
tinme, be deened desirable. Two or nore offices nay be held by the
same person except the offices of president and secretary or the
of fices of president and treasurer.

Section 2. The Board shall elect officers of the corporation
at its first neeting after each annual neeting of stockhol ders.

Section 3. The Board may appoint such other officers and
agents as it shall deem necessary, who shall hold their offices
for such ternms and shall exercise such powers and perform such
duties as shall be determned fromtinme to tine by the Board.

Section 4The officers of the corporation shall hold office
until their successors are chosen and qualify. Any officer
el ected or appointed by the Board may be renbved at any tine by
the affirmative vote of a majority of the nmenbers of the Board or
may resign at any tinme upon witten notice to the corporation
Any vacancy occurring in any office of the corporation shall be
filled by the Board.

THE CHAlI RVAN

Section 5. The chairman of the Board, if there be a
chai rman, shall be chosen from anong the directors, shall preside
at all neetings of the stockholders and directors at which he or
she is present, and shall have such powers and duties as may from
time to tine be assigned to him by the Board.

THE VI CE CHAlI RVAN

Section 6. The vice chairman of the Board, if there be a
vice chairman, shall be chosen from anong the directors, shall
preside (in the absence or disability of the chairman) at all
nmeetings of the stockholders and directors, and shall have such
powers and duties as may fromtinme to tinme be assigned to him by
t he Board.

THE CH EF EXECUTI VE OFFI CER AND THE PRESI DENT

Section 7. The chief executive officer of the
corporation, in the absence or disability of the chairmn and
vice chairman, or if there be no chairman or vice chairmn, shal
preside at all neetings of the stockholders. The chief executive
of ficer shall have full responsibility for the supervision and
direction of the business and affairs of the corporation, subject
to the control of the board of directors, and shall see that al
resolutions and directives of the Board are carried into effect,
and shall perform such duties as fromtinme to tinme may be
assi gned by the Board, to which the chief executive officer wll
directly report.
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The president shall be the chief operating officer of
the corporation and shall perform such nmanagenent and ot her
duties in connection with the operations of the corporation as
the board of directors or the chief executive officer shall from
time to tine determne, and shall report directly to the chief
executive officer. The president shall, to the extent requested
by the chief executive officer, supervise and counsel with one or
nore other officers of the corporation and shall perform such
ot her duties as nmay be assigned by the chief executive officer or
as the Board may fromtine to tine determ ne.

VI CE PRESI DENTS

Section 8. The several vice presidents, if any, shal
perform such duties and have such powers as may fromtine to tine
be assigned to themby the Board or the president. In the absence

or disability of the president, the duties of the president shal
be performed and his powers may be exercised by such vice
president as shall be designated by the president or the Board.

THE SECRETARY AND ASS| STANT SECRETARY

Section 9. The secretary shall take mnutes of the
proceedi ngs of the stockholders, the Board and its conmttees and
record the sanme in a suitable book for preservation. He shal

give notice of all regular and duly called special neetings of the
stockhol ders and the Board. He shall have charge of and keep the
seal of the corporation, and affix the seal, attested by his
signature, to such instrunments as may require the sane. Unl ess
the Board shall have appointed a transfer agent, he shall have
charge of the certificate books, transfer books and stock | edger,
and shall prepare voting lists prior to all neetings of the
stockhol ders. He shall have charge of such other books and papers
as the board of directors may direct and shall perform such ot her
duties as may be prescribed fromtine to tine by the Board, the
chi ef executive officer or the president.

Section 10. The assistant secretary, if there shall be one,
or if there shall be nore than one, the assistant secretaries in
the order determned by the Board, shall, in the absence or
disability of the secretary, perform the duties and exercise the
powers of the secretary and shall perform such other duties and
have such other powers as the Board, the chief executive officer
or the president may fromtinme to time prescribe.

THE TREASURER AND ASSI STANT TREASURER
Section 11. The treasurer shall provide for the custody of

the funds, securities and other assets of the corporation. He
shal |l cause to be kept a full and accurate record of all receipts
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and disbursenents of the corporation in books belonging to the
corporation, and shall deposit or cause to be deposited in the
nanme of the corporation all nonies or other valuable effects in
such banks, trust conpanies, or other depositories as may from
time to tinme be appropriate. He shall have power to make and
endor se not es and pay out noni es on checks wi t hout
countersignature and shall perform such other duties as may be
prescribed from tine to time by the Board, the chief executive
of ficer or the president.

Section 12. The assistant treasurer, if there shall be
one, or, if there shall be nore than one, the assistant treasurers
in the order determned by the Board shall, in the absence or
disability of the treasurer, perform the duties and exercise the
powers of the treasurer and shall perform such other duties and
have such other powers as the Board may from tine to tine
prescri be.

PROXI ES

Section 13. The chairman or vice chairman of the Board,
acting alone, shall have full power and authority on behalf of the
corporation to attend and act at any neeting of stockhol ders of
any corporation in which the corporation nmay hold stock, and at
any such neeting shall possess and exercise any and all rights and
powers incident to the ownership of such stock which, as the owner
thereof, the corporation mght have possessed and exercised if
present, and the chairman, vice chairman or president shall have
full power to execute on behalf of the corporation any witten
consent in lieu of a neeting of stockholders of any corporation in
which the corporation owns all of the outstanding stock having
voting power, where such consent is permtted under the |aws of
the jurisdiction in which such corporation is organized. The
Board, by resolution, may confer |ike powers upon any person or
persons or limt or curtail such power.

ARTI CLE VI
CERTI FI CATES FOR SHARES

Section 1. Every owner of capital stock of the corporation
shall be entitled to have a certificate or certificates in such
formas the Board shall prescribe certifying the nunber of shares
of capital stock of the corporation owned by such hol der, except
as provided below. The certificates shall be signed by hand or by
facsimle in the name of the corporation by such officer or
officers as the Board shall appoint. The Board may provide by
resolution that the capital stock of the corporation shall be
uncertificated shares. Not wi t hstanding the adoption of such a
resolution by the Board, every holder of uncertificated shares of
capital stock of the corporation shall, upon request, be entitled
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to receive a certificate, signed by such officer or officers
designated by the ~corporation and ©prescribed by statute,
representing the nunber of shares of capital stock of the
corporation in registered certificate form A record shall be
kept of the nanes of the persons owning any such stock, whether
certificated or uncertificated, and the nunber of shares of
capital stock of the corporation owed by each such person.

If the corporation shall be authorized to issue nore
than one class of stock or nore than one series of any class, the
powers, designations, preferences and relative, participating,
optional or other special rights of each class of stock or series
thereof and the qualifications, l|imtations or restrictions of
such preferences and/or rights shall be set forth in full or
summarized on the face or back of the certificate which the
corporation shall issue to represent such class or series of
stock; provided that, except as otherw se provided by the Cenera
Corporation Law of the State of Delaware (the “D3CL"), in lieu of
the foregoing requirenents, there may be set forth on the face or
back of the certificate which the corporation shall issue to
represent such class or series of stock, a statenent that the
corporation will furnish w thout charge to each stockhol der who so
requests the powers, designations, preferences, and relative,
participating, optional or other special rights of each class of
stock or series thereof and the qualifications, limtations or
restrictions of such preferences and/or rights.

Wthin a reasonable tine after the issuance or transfer of
uncertificated stock, the corporation shall send to the registered
owner thereof a witten notice containing the information required
to be set forth or stated on certificates pursuant to the DGCL or
a statenent that the corporation will furnish w thout charge to
each stockholder who so requests the powers, designations,
preferences and relative, participating, optional or other special
rights of each class of stock or series thereof and the
qualifications, limtations or restrictions of such preferences
and/ or rights.

Section 2. Any of or all the signatures on a certificate
may be by facsimle. In case any officer, transfer agent or
registrar who has signed or whose facsimle signature has been
pl aced upon a certificate shall have ceased to be such officer,
transfer agent or registrar before such certificate is issued, it
may be issued by the corporation with the sane effect as if he or
she were such officer, transfer agent or registrar at the date of
i ssue.

LOST, STOLEN OR DESTROYED CERTI FI CATES

Section 3. The Board may direct a new certificate or
certificates or uncertificated shares to be issued in place of any
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certificate or certificates theretofore issued by the corporation
all eged to have been | ost, stolen or destroyed, upon the naking of
an affidavit of that fact by the person claimng the certificate
of stock to be lost, stolen or destroyed. Wen authorizing such
issue of a new certificate or certificates or wuncertificated
shares, the Board may, in its discretion and as a condition
precedent to the issuance thereof, require the owner of such |ost,
stolen or destroyed certificate or certificates, or such owner’s
| egal representative, to advertise the sane in such manner as it
shall require and/or to give the corporation a bond in such sum as
it may direct or an agreenent of indemification satisfactory to
the corporation as indemity against any claim that may be nade
agai nst the corporation with respect to the certificate alleged to
have been | ost, stolen or destroyed.

TRANSFER OF STOCK

Section 4. Upon surrender to the corporation, or, if a
transfer agent for the corporation has been named by the Board, to
the transfer agent, of a certificate representing shares duly
endorsed or acconpanied by a proper evidence of succession,
assignnent or authority to transfer, a new certificate shall be
issued to the person entitled thereto, and the old certificate
cancelled and the transaction recorded upon the books of the

cor porati on. Upon receipt of proper transfer instructions from
the regi stered owner of uncertificated shares, such uncertificated
shares shall be <cancelled and issuance of new equivalent

uncertificated shares or certificated shares shall be nmade to the
person entitled thereto and the transactions shall be recorded
upon the books of the corporation.

FI XI NG RECORD DATE

Section 5. In order that the corporation nmay determne the
stockhol ders entitled to notice of or to vote at any neeting of
stockhol ders, or to receive paynent of any dividend or other
distribution or allotnent of any rights or to exercise any rights
in respect of any change, conversion or exchange of stock or for
t he purpose of any other |awful action, the Board may fix a record
date, which record date shall not precede the date on which a
resolution fixing the record date is adopted and which record date
shall not be nore than sixty (60) nor less than ten (10) days
before the date of any neeting of stockholders, nor nore than
sixty (60) days prior to the time for such other action as
her ei nbef ore descri bed; provided, however, that if no record date
is fixed by the Board, the record date for determning
stockhol ders entitled to notice of or to vote at a neeting of
stockhol ders shall be at the close of business on the day next
preceding the day on which notice is given or, if notice is
wai ved, at the close of business on the day next preceding the day
on which the neeting is held, and, for determ ning stockhol ders
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entitled to receive paynent of any dividend or other distribution
or allotnment of rights or to exercise any rights of change,
conversion or exchange of stock or for any other purpose, the
record date shall be at the close of business on the day on which
the Board adopts a resolution relating thereto.

A determ nation of stockholders of record entitled to notice
of or to vote at a neeting of stockholders shall apply to any
adj ournment of the neeting; provided, however, that the Board may
fix a newrecord date for the adjourned neeting.

REG STERED STOCKHOLDERS

Section 6. The corporation shall be entitled to recognize
the exclusive right of a person registered on its books as the
owner of capital stock to receive dividends, and to vote as such
owner, and to hold liable for calls and assessnents a person
registered on its books as the owner of shares, and shall not be
bound to recogni ze any equitable or other claimto or interest in
such share or shares of capital stock on the part of any other
person, whether or not it shall have express or other notice
t hereof , except as otherw se provided by the DGCL.

SI GNI NG AUTHORI TY

Section 7. Except as provided below and as bel ow and as
otherwi se required by law, all contracts, assignnents, transfers,
deeds, stock powers or other instrunents of the corporation may
be executed and delivered by the chief executive officer, the
president or any vice president or by such other officer or
officers, or agent or agents, of the corporation as shall be
thereunto authorized fromtine to tine either by the Board or by
power of attorney executed by any person pursuant to authority
granted by the board of directors, and the secretary or any
assistant secretary, the treasurer or any assistant treasurer may
affix the seal of the corporation thereto and attest sane.
Certificates representing stock and certificates 1issued upon
request to holders of uncertificated stock shall be signed by (i)
the chairman, vice chairman, chief executive officer, president
or a vice president, and (ii) the secretary, treasurer, an
assi stant secretary or an assistant treasurer.

ARTI CLE VI |
GENERAL PROVI SI ONS

DI VI DENDS
Section 1. D vidends wupon the capital stock of the

corporation may, subject to the provisions of the Certificate of
| ncor poration, be declared by the Board at any regular or specia
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nmeeting. Dividends may be paid in cash, in property, or in shares
of the capital stock, subject to the provisions of the Certificate
of I ncorporation.

Section 2. Before paynent of any dividend, there may be set
aside out of any funds of the corporation avail able for dividends
such sum or sunms as the Board fromtine to tinme in its absolute
discretion thinks proper as a reserve or reserves to neet
contingencies or for such other purpose as the Board shall think
conducive to the interest of the corporation, and the Board may
nmodi fy or abolish any such reserve in the manner in which it was
creat ed.

CHECKS

Section 3. Al checks or demands for noney and notes of the
corporation shall be signed by such officer of officers or such
other person or persons as the Board may from tinme to tine
desi gnat e.

FI SCAL YEAR

Section 4. The fiscal year of the corporation shall be the
cal endar year unless otherw se fixed by resolution of the Board

SEAL

Section 5. The corporate seal shall have inscribed thereon
the nane of the corporation, the year of its organization and the
words "Corporate Seal, Delaware". The seal may be used by causing
it or a facsimle thereof to be inpressed or affixed or in any
manner reproduced.

FORUM FOR LEGAL ACTI ONS

Section 6. The Court of Chancery of the State of Del aware
shall be the sole and exclusive forum for (a) any derivative
action or proceedi ng brought on behalf of the corporation; (b) any
action asserting a claim of breach of fiduciary duty owed by any
director or officer of the corporation to the corporation or to
t he stockholders of the corporation; (c) any action asserting a
cl ai m agai nst the corporation arising pursuant to any provision of
the DGECL, the Certificate of Incorporation or these By-laws; or
(d) any action asserting a claim against the corporation that is
governed by the internal affairs doctrine.

| NCONSI STENT PROVI SI ONS; Tl TLES

Section 7. In the event that any provision of these By-|aws
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is or becones inconsistent with any provision of the Certificate
of Incorporation, the DGCL or any other applicable |aw, the

provi sion of these By-laws shall not be given any effect to the
extent of such inconsistency but shall otherw se be given ful
force and effect. The section titles contained in these By-Laws
are for convenience only and shall be w thout substantive neaning
or content of any kind whatsoever.

ARTI CLE VI |
| NSURANCE AND | NDEMNI FI CATI ON

Section 1. R ght to Indemification. Each person who was or
is made a party or is threatened to be nmade a party to or is
ot herwi se involved in any threatened, pending or conpleted action,
suit or proceeding, whether civil, crimnal, admnistrative or
i nvestigative (hereinafter a "proceeding"”), by reason of the fact
that he or she is or was a director or an officer of the
corporation or any of its subsidiaries or is or was serving at the
request of the corporation as a director, officer, enployee or
agent of another corporation or of a partnership, joint venture,
trust or other enterprise, including but not limted to service
with respect to an enployee benefit plan (hereinafter an
"indemitee"), whether the basis of such proceeding is alleged
action in an official capacity as a director, officer, enployee or
agent or in any other capacity while serving as a director,
of ficer, enployee or agent, shall be indemified and hel d harnl ess
by the corporation to the fullest extent permtted by the DGCL, as
the sanme exists or may hereafter be anended (but, in the case of
any such anmendnent, only to the extent that such anendnent permts
the corporation to provide broader indemification rights than
such law permtted the corporation to provide prior to such
amendnent), against all expense, liability and | oss (including but
not limted to attorneys' fees, judgnents, fines, ERI SA excise
taxes or penalties and anounts paid in settlenent) reasonably
incurred or suffered by such indemitee in connection therewth;
provi ded, however, that except as provided in Section 3 of this
Article VIl with respect to proceedings to enforce rights to
i ndemmi ficati on, the corporation shall indermmify any such
indetTmitee in connection with a proceeding (or part thereof)
initiated by such indemitee only if such proceeding (or part
t hereof) was authorized by the Board.

Section 2. Ri ght to Advancement of Expenses. The right to
indemmi fication conferred in Section 1 of this Article VIII shal
include the right to be paid by the corporation the expenses
incurred in defending any proceeding in advance of its final
di sposition (hereinafter an "advancenent of expenses"); provided,
however, that, if the DGECL requires, an advancenent of expenses
incurred by an indemmitee in his or her capacity as a director or
of ficer of the corporation (and not in any other capacity in which
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service was or is rendered by such indemitee, including but not
limted to service to an enpl oyee benefit plan) shall be made only
upon delivery to the corporation of an undertaking (hereinafter an
"undertaking"), by or on behalf of such indemitee, to repay al

anmounts so advanced if it shall ultimately be determ ned by fina
judicial decision from which there is no further right to appea
(hereinafter a "final adjudication") that such indemitee is not
entitled to be indemified for such expenses under this Section 2

or otherw se. The rights to indemification and to the
advancenent of expenses conferred in Sections 1 and 2 of this
Article Ml shall be contract rights and such rights shal
continue as to an indemitee who has ceased to be a director,
of ficer, enployee or agent and shall inure to the benefit of the
indemmitee's heirs, executors and adm ni strators.

Section 3. Right of Indemnitee to Bring Suit. If a claim
under Section 1 or 2 of this Article VIIl is not paid in full by

the corporation within sixty (60) days after a witten claim has
been received by the corporation, except in the case of a claim
for an advancenent of expenses, in which case the applicable
period shall be twenty (20) days, the indemmitee may at any tine
thereafter bring suit against the corporation to recover the
unpai d anmount of the claim |If successful in whole or in part in
any such suit, or in a suit brought by the corporation to recover
an advancenent of expenses pursuant to the terns of an
undertaking, the indemitee shall be entitled to be paid also the
expense of prosecuting or defending such suit. The failure by the
indemitee to have net any applicable standard for indemification
under the DECL (i) shall constitute a defense to any suit brought
by the indermitee to enforce a right to indemification hereunder
(but not in a suit brought by the indemmitee to enforce a right to
an advancenent of expenses) and (ii) shall, wupon a fina

adj udi cation establishing such failure on the part of the
indemitee, entitle the corporation to recover an advancenent of
expenses in any suit brought by the corporation seeking such
recovery pursuant to the ternms of an undert aking. Nei t her the
failure of the corporation (including the Board, independent [ egal
counsel, or its stockholders) to have nade a determ nation prior
to the commencenent of such suit that indemification of the
indemitee is proper in the circunstances because the indemitee
has net the applicable standard of conduct set forth in the DGCL,
nor an actual determnation by the corporation (including the
Board, independent |egal counsel, or its stockholders) that the
i ndemmi tee has not net such applicable standard of conduct, shal

either create a presunption that the indemitee has not net the
applicable standard of conduct or, in the case of such a suit
brought by the indemitee, be a defense to such suit. |In any suit
brought by the indemmitee to enforce a right to indemification or
to an advancenent of expenses hereunder, or Dbrought by the
corporation to recover an advancenent of expenses pursuant to the
terns of an undertaking, the burden of proving that the i ndemitee
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is not entitled to be indemified, or to such advancenent of
expenses, under this Article VIII or otherwise shall be on the
cor porati on.

Section 4. Non- Exclusivity of Rights. The rights to
indemification and to the advancenent of expenses conferred in
this Article VIl shall not be exclusive of any other right which
any person may have or hereafter acquire under any statute, the
Certificate of Incorporation, these By-Laws, any agreenent, vote
of stockhol ders or disinterested directors or otherw se.

Section 5. | nsur ance. The corporation may nmaintain
insurance, at its expense, to protect itself and any present or
former director, officer, enployee or agent of the corporation or
any of its subsidiaries or another corporation, partnership, joint

venture, trust or other enterprise against any expense, liability
or loss, whether or not the corporation would have the power to
indemi fy such person against such expense, Iliability or |oss

under the DGCL

Section 6. | ndemmi fication of Enployees and Agents of the
Cor por ati on. The corporation may, to the extent authorized from
time to time by the Board, grant rights to indemification and to
the advancenent of expenses to any enployee or agent of the
corporation or any of its subsidiaries to the fullest extent of
the provisions of this Article VIII wth respect to the
indemmi fication and advancenent of expenses of directors and
of ficers of the corporation.

ARTI CLE | X
AVENDVENTS

Section 1. These By-Laws nay be altered, anmended or replaced
(a) at any regular or special neeting of stockholders at which a
gquorum is present or represented, provided notice of the proposed
alteration, amendnent or repeal be contained in the notice of such
meeting or (b) at any regular or special neeting of the Board at
whi ch a quorumis present.



Exhibit 31.1

CERTIFICATION

I, Robert Rosenkranz, certify that:

1.

2.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Date: November 9, 2010

/s’ ROBERT ROSENKRANZ

Robert Rosenkranz
Chairman of the Board and Chief Executive Officer



Exhibit 31.2

CERTIFICATION

[, Thomas W. Burghart, certify that:

1.

2.

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

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

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

The registrant’ s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(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 interna 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 financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

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

disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materialy affected, or is reasonably
likely to 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 financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

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

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

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

Date: November 9, 2010

/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 September 30, 2010 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), the
undersigned officers of the Company certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

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

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

/s’ ROBERT ROSENKRANZ

Robert Rosenkranz
Chairman of the Board and Chief Executive Officer

/s THOMASW. BURGHART

Thomas W. Burghart
Senior Vice President and Treasurer

November 9, 2010



