














more conservative plan designs.  Our success in penetrating the small case market niche was marked by continuing
declines in average case size accompanied by increases in the number of cases sold.    

Reliance Standard’s turnkey disability division, Custom Disability Solutions (CDS), contributed $50 million in
premiums in 2008, which was level with 2007.  Premium growth at the CDS division continued to be modestly impacted
by some turnover of the customer base following
Reliance Standard’s formation of the CDS division
through the 2006 acquisition of assets of a predecessor
company.  We believe this transition process is
completed and over the past two years CDS has added
several major new turnkey partners that we expect will
contribute to growth in 2009 and beyond.  CDS provides us with significant alternative distribution to our profitable
small case market niche, and while the addition of new turnkey partners involves a long sales cycle, we remain excited
about the long-term growth opportunity.

Matrix/Integrated Employee Benefits
Delphi’s unique Integrated Employee Benefits program
continued to be a powerful contributor to our premium and profit
growth in 2008.  We achieved a 29% increase in total revenues
from this program in 2008 to $275 million.  About 90% of this
revenue is comprised of premiums from insurance products,
which are bundled with absence management services from our
Matrix Absence Management subsidiary.  This successful
bundling approach aimed at larger companies was the strategic
rationale for Delphi’s acquisition of Matrix in 1998.  The value-
added services from Matrix enable us to differentiate our
insurance products and maintain attractive margins by avoiding
the purely price-driven competition that is more typical in selling
insurance to larger companies.   

Safety National
Safety National continued to benefit from a firm market for our core product, excess workers’ compensation for self-
insured employers.  We achieved improved underwriting margins for this product in 2008 as we realize the benefit to
our loss ratio from having taken in significantly more
premiums for less risk since the dramatic market turn
that began in 2001.  While excess workers’
compensation premiums decreased 4% to $264 million
in 2008, they remain well above the $73 million of
premiums written in 2001.  Rates declined modestly in
2008 but we continued to achieve low single-digit percentage increases in our average self-insured retention, the
important attachment point where the risk shifts from our client to us.  Our average attachment point is now over
$500,000, up from an average of $300,000 in 2001.  On average, over half of our excess workers’ compensation claims
payments are made more than 15 years after the loss has occurred.  This significant deferral period drives the buildup
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of reserves and the compounding effect of investment income.  In 2008,
excess workers’ compensation represented 20% of premiums in
Delphi’s group employee benefits insurance segment while contributing
43% of operating profits.     

We believe the market for excess workers’ compensation is stable, and
are cautiously optimistic that conditions may harden.  We were
encouraged by trends in the most recent January renewals, when
Safety National typically writes 25% to 30% of our business.  In the
January 2009 renewal season, we had record renewals of our customer
base, strong growth in production and a modest increase in payrolls.
The payroll growth is not surprising given that Safety National has
targeted market sectors that we believe are less economically
sensitive, with two-thirds of its business comprised of governmental entities, health care and educational
institutions.  Demand for our coverage remains strong from employers who self-insure as a preferred alternative to
the primary workers’ compensation market.  We expect the competitive environment to remain attractive for the
foreseeable future as there continue to be meaningful barriers to profitable entry, including our proprietary
database, underwriting expertise and strong broker relationships.  

ASSET ACCUMULATION
We increased funds under management in our asset accumulation segment to over $1.3 billion at the end of 2008
from $1.1 billion at the end of 2007.  This growth was primarily driven by strong sales of our traditional fixed
annuities, whose rates were more attractive than those of competing products such as bank CDs in the current

investment environment.  Reliance Standard’s annuity sales more than
doubled in 2008 to $245 million.

Annuity funds under
management also grew
in 2008 from the
assumption of a block of

$135 million of fixed annuities in an indemnity reinsurance
transaction.  This block of annuities was an excellent fit with our
existing book of business, which are primarily one-year annuities in
which Reliance Standard has the ability to adjust crediting rates every
year.  We believe our asset accumulation business will remain stable
since more than half of our individual annuity products are subject to
significant surrender charges and the small amount of institutional
funding agreements we issued in 2006 are not puttable by the
institutional holders.

We remained disciplined during 2008 in setting crediting rates to hit
our target spreads of 150 to 250 basis points.  While poor investment results in 2008 impacted the overall profits
for our asset accumulation segment, we expect improved profits in this segment in 2009 as we benefit from our
investment portfolio repositioning.
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INVESTMENTS
Delphi’s investment results in 2008 were well below expectations due primarily to negative returns in our alternative
investments, which are marked to market through the income statement.  Investment yields were also impacted by
the continued low interest rate environment and our buildup of cash and short-term investments.  Net investment
income in 2008 declined to $134.8 million from $270.5 million in 2007, and the tax-equivalent yield on our
investment portfolio was 3.2% compared to 6.2% for the prior year.  

With the outlook for alternative investment performance remaining highly uncertain, we focused in the fourth quarter
of 2008 on repositioning our investment portfolio to reduce investment income volatility and take advantage of
emerging opportunities in credit markets.  We were successful in lowering our exposure to assets that are marked to

market through the income statement to $270 million
at the end of 2008, which was less than half the amount
a year ago.  The other major focus of our repositioning
was redeploying cash into our more traditional fixed
income asset classes, including municipal bonds and
senior tranches of mortgage-backed securities.  We
were able to redeploy some cash in the fourth quarter
but mostly proceeded with caution due to the
weakening economy and tumultuous bond market.
Short-term investments at the end of 2008 remained
unusually high at $402 million, or 9% of total invested
assets, compared to $286 million, or 6% of total
invested assets, at the end of 2007.

Delphi’s investment results in 2008 were also impacted by realized investment losses stemming from the turbulent
financial markets and the impact of the recession on credit markets.  Delphi reported after-tax realized investment
losses in 2008 of $57 million.  The vast majority of our “realized losses,” $51 million, were not on securities sold
but resulted from writedowns referred to as “other-than-temporary impairments,” or OTTI, primarily on bonds spread
across a number of sectors including mortgage-backed and corporate loans.  Delphi continues to apply a consistent,
methodical process for evaluating OTTI.  We believe there is no substitute for seasoned judgment, so we do not use a
formulaic bright-line approach.  The impairments we took in 2008 reflect our best evaluation of our bond portfolio in
light of current market conditions. Given the size of our bond portfolio, though, we would expect to have some additional,
though we believe manageable, level of OTTI writedowns as the credit cycle continues to unfold.

Looking ahead, we believe our investment portfolio repositioning will reduce volatility while helping us to earn
attractive returns more in line with the historical performance of our fixed income assets.  Our management team is
committed to building long-term shareholder value by achieving consistent earnings growth and capitalizing on the
strength of our insurance operations.  

Respectfully submitted,

Donald A. Sherman
President and Chief Operating Officer
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Delphi Financial Group, Inc. is an integrated employee benefit services

company. Delphi is a leader in managing all aspects of employee absence

to enhance the productivity of its clients and provides the related group

insurance coverages: long-term and short-term disability, life, excess

workers’ compensation for self-insured employers, travel accident, dental

and limited benefit health insurance. Delphi’s asset accumulation business

emphasizes individual annuity products. Delphi’s common stock is listed

on the New York Stock Exchange under the symbol DFG and its corporate

website address is www.delphifin.com.

“ ”
We believe the strong performance 
of Delphi’s insurance businesses is 

sustainable for the foreseeable future...

2008 Highlights

◆ Delphi drove its group employee benefits combined ratio to 92.2%, our best ever.  

◆ Reliance Standard increased premiums 10% to surpass the billion dollar milestone,
emphasizing smaller, more profitable cases. 

◆ Delphi more than doubled its annuity sales and expanded its asset accumulation
business to $1.3 billion. 

◆ Safety National improved profit margins in its excess workers’ compensation market.

◆ Delphi grew Integrated Employee Benefits revenues, primarily insurance premiums,
by 29% to $275 million.
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