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PART |. FINANCIAL INFORMATION

Item1.  FINANCIAL STATEMENTS

PHL VARIABLE INSURANCE COMPANY
Balance Sheets
($in thousands, except share data)
June 30, 2012 (unaudited) and December 31, 2011

ASSETS:

Available-for-sale debt securities, at fair value (amortized cost of $2,797,401
and $2,496,830)

Limited partnerships and other investments

Policy loans, at unpaid principal balances

Derivative investments

Fair value option investments

Total investments

Cash and cash equivalents

Accrued investment income

Receivables

Deferred policy acquisition costs

Deferred income taxes

Receivable from related parties

Other assets

Separate account assets

Total assets

LIABILITIES:

Policy liabilities and accruals
Policyholder deposit funds
Payableto related parties
Other liabilities

Separate account liabilities
Total liabilities

CONTINGENT LIABILITIES (Note 10)

STOCKHOLDER'SEQUITY:

Common stock, $5,000 par value: 1,000 shares authorized; 500 shares issued
Additional paid-in capital

Accumulated other comprehensive income

Accumulated deficit

Total stockholder’s equity

Total liabilitiesand stockholder’s equity

June 30, Dec 31,
2012 2011

$ 2913202 $ 2,546,392

5,754 4,965
61,129 62,502
129,649 113,222
7,337 7,299
3,117,071 2,734,380
97,744 67,465
21,852 18,602
383,973 382,383
496,721 524,052
19,453 15,524
6,145 4,830
59,839 52,599
2,076,772 2,547,007

$ 6,279,570 $ 6,346,842

$ 138939 $ 1355078

2,054,657 1,721,219
34,434 30,024
100,153 89,138
2,076,772 2,547,007

5,652,955 5,742,466

2,500 2,500
802,152 802,152
30,148 4,766
(208,185) (205,042)
626,615 604,376

$ 6,279,570 $ 6,346,842

The accompanying unaudited notes are an integral part of these financial statements.



PHL VARIABLE INSURANCE COMPANY
Unaudited Interim Statements of Comprehensive Income
($in thousands)
Threeand Six Months Ended June 30, 2012 and 2011

REVENUES:
Premiums
Insurance and investment product fees
Net investment income
Net realized investment gains (l0sses):
Total other-than-temporary impairment (“OTTI") losses
Portion of OTTI losses recognized in
other comprehensive income (“OCI”)
Net OTTI losses recognized in earnings
Net realized investment losses, excluding OTTI losses
Net realized investment losses
Total revenues

BENEFITS AND EXPENSES:
Policy benefits

Policy acquisition cost amortization
Other operating expenses

Total benefits and expenses
Income (loss) before income taxes
Income tax expense (benefit)

Net income (l0ss)

COMPREHENSIVE INCOME (LOSS):

Net income (loss)

Net unrealized investment gains

Non-credit portion of OTTI losses recognized in OCI
Net unrealized other loss

Other comprehensiveincome

Comprehensiveincome

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
$ 1804 $ % $ 2517  $ 259
91,110 101,817 187,643 203,647
32,798 24,231 63,060 45,629
(3,003) (782) (4,089) (1,662)
2,390 346 2,817 732
(613) (436) (1,272 (930)
(6,431) (1,753) (13,544) (5,721)
(7,044) (2,189) (14,816) (6,651)
118,668 123,955 238,404 242,884
76,878 73,587 140,553 123,865
27,024 24,224 55,759 56,508
24,471 18,375 47,769 37,071
128,373 116,186 244,081 217,444
(9,705) 7,769 (5,677) 25,440
(3,667) 6,205 (2,534 8,653
$ (6,038) $ 1564 $ (3143) $ 16,787
$ (6,038) $ 1564 $ (3143) $ 16,787
19,343 12,096 27,213 15,598
(1,554) (225) (1,831) (476)
17,789 11,871 25,382 15,122
$ 11751 $ 13435 $ 22239 $ 31,909

The accompanying unaudited notes are an integral part of these financial statements.



PHL VARIABLE INSURANCE COMPANY
Unaudited Interim Statements of Cash Flows
($in thousands)

Six Months Ended June 30, 2012 and 2011

Six Months Ended
June 30,
2012 2011

OPERATING ACTIVITIES:

Net income (l0ss) $ (3143) $ 16,787
Net realized investment losses 14,816 6,651
Amortization of deferred policy acquisition costs 55,759 56,508
Policy acquisition costs deferred (52,877) (66,988)
Undistributed equity in earnings of limited partnerships and other investments (92) (53)

Changein:

Accrued investment income (3,893) (3,579)
Deferred income taxes (17,597) 7,706
Receivables (4,324) (1,583)
Policy liabilities and accruals 31,974 32,111

Other , net (3,464) 9,860

Cash provided by operating activities 17,160 57,420

INVESTING ACTIVITIES:

Purchases of:

Available-for-sale debt securities (601,875) (718,244)
Limited partnerships and other investments (939) (539)
Derivativeinstruments (29,183) (12,472)
Sales, repayments and maturities of:
Available-for-sale debt securities 304,028 313,206
Limited partnerships and other investments 247 3
Derivative instruments 12,087 18,539
Fair value option investments 22 37

Policy loans, net 1,373 (3,482

Cash used for investing activities (314,240) (402,952)

FINANCING ACTIVITIES:

Policyholder deposit fund deposits 410,187 700,364

Policyholder deposit fund withdrawals (82,828) (342,328)

Capital contributions from parent - -

Cash provided by financing activities 327,359 358,036

Changein cash and cash equivalents 30,279 12,504

Cash and cash equivalents, beginning of period 67,465 51,059

Cash and cash equivalents, end of period $ 97744 $ 63563

Included in cash and cash equivalents above is cash held as collateral by athird party of $7,885 thousand and $7,510 thousand as of June 30, 2012 and 2011,
respectively.

During the six months ended June 30, 2012 and 2011, the Company received no capital contributions.

The accompanying unaudited notes are an integral part of these financial statements.



PHL VARIABLE INSURANCE COMPANY
Unaudited Interim Statements of Changesin Stockholder’s Equity
($in thousands)

Six Months Ended June 30, 2012 and 2011

COMMON STOCK:
Balance, beginning of period
Balance, end of period

ADDITIONAL PAID-IN CAPITAL:
Balance, beginning of period
Balance, end of period

ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS):

Balance, beginning of period
Adjustment for cumulative effect of accounting change
Other comprehensive income

Balance, end of period

ACCUMULATED DEFICIT:
Balance, beginning of period
Adjustment for cumulative effect of accounting change
Net income (loss)
Balance, end of period

TOTAL STOCKHOLDER'SEQUITY:
Balance, beginning of period

Change in stockholder’s equity
Balance, end of period

Six Months Ended
June 30,

2012 2011
$ 2500 $ 2,500
$ 2500 $ 2,500
$ 802152 $ 802,152
$ 802,152 $ 802,152
$ 4766 $  (12,456)
- (3,577)
25,382 15,122
$ 30148 $ (911)
$ (205042) $ (182,041)
- (53,362)
(3,143 16,787
$ (208,185) $ (218,616)
$ 604376 $ 553216
22,239 31,909
$ 626,615 $ 585125

The accompanying unaudited notes are an integral part of these financial statements.



PHL VARIABLE INSURANCE COMPANY
Notesto Unaudited Interim Financial Statements
Threeand Six Months Ended June 30, 2012 and 2011

1. Organization and Description of Business

PHL Variable Insurance Company (“we,” “our,” “us,” “PHL Variable” or the “Company”) isalife insurance company offering variable and fixed annuity and life
insurance products. It isawholly-owned subsidiary of PM Holdings, Inc. and PM Holdings, Inc. isawholly-owned subsidiary of Phoenix Life Insurance Company
(“Phoenix Life"), which isawholly-owned subsidiary of The Phoenix Companies, Inc. (“PNX"), aNew Y ork Stock Exchange listed company.

Since 2009, our ultimate parent company, PNX, has focused on selling products and services that are less capital intensive and less ratings sensitive. In 2011 and the
first six months of 2012, PHL Variable product sales were primarily in fixed indexed annuities.

Our ultimate parent company, PNX, provides employees with post-employment benefits that include retirement benefits, through pension and savings plans, and
other benefits, including health care and life insurance. Thisincludes three defined benefit pension plans. We incur applicable employee benefit expenses through
the process of cost allocation by PNX. Phoenix Life provides services and facilitiesto us and is reimbursed through a cost allocation process.

2. Basisof Presentation and Significant Accounting Policies

We have prepared these unaudited financial statementsin accordance with accounting principles generally accepted in the United States of America (“ GAAP"),
which differ materially from the accounting practices prescribed by various insurance regulatory authorities. Certain prior period amounts have been reclassified to
conform to the current period presentation.

These financial statements include all adjustments (consisting primarily of accruals) considered necessary for the fair statement of the balance sheet, statements of
comprehensive income, and statements of cash flows for the interim periods. Certain financial information that is not required for interim reporting has been omitted.
Theinterim financial statements should be read in conjunction with the financial statementsincluded in our 2011 Annual Report on Form 10-K. Financial resultsfor
the three and six months ended June 30, 2012 are not necessarily indicative of full year results.

Adjustments Related to Prior Years

A net loss of $3,143 thousand was recognized during the six months ended June 30, 2012. This reflects approximately $2,405 thousand associated with the correction
of errorsrelated to 2011, which decreased net income recognized during 2012. We have assessed the impact of these errors and have determined that the errors were
not material to any prior periods or previously issued financial statements.

Use of estimates

In preparing these financial statementsin conformity with GAAP, we are required to make estimates and assumptions that affect the reported amounts of assets and
liahilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting periods. Significant estimates and
assumptions are made in the determination of estimated gross profits (“EGPS") used in the valuation and amortization of assets and liabilities associated with
universal life and annuity contracts; policyholder liabilities and accruals; valuation of investmentsin debt securities; limited partnerships and other investments;
valuation of deferred tax assets; and accruals for contingent liabilities. We are al so subject to estimates made by our ultimate parent company related to discount
rates and other assumptions for our pension and other post-employment benefits expense; and accruals for contingent liabilities. Actual results could differ from
these estimates.



2. Basisof Presentation and Significant Accounting Palicies (continued)
Adoption of new accounting standards
Amendments to the Presentation of Comprehensive Income

In June 2011, the Financial Accounting Standards Board (the “FASB”) issued amended guidance to ASC 220, Comprehensive Income, with respect to the
presentation of comprehensive income as part of the effort to establish common requirementsin accordance with GAAP and International Financial Reporting
Standards (“IFRS"). This amended guidance requires entities to present all non-owner changes in stockholder’s equity either in a single continuous statement of
comprehensive income or in two separate but consecutive statements. The amendments do not affect which components of comprehensive income are recognized in
net income or comprehensive income, or when an item of other comprehensive income must be classified to net income. This guidance was adopted in the first
quarter of 2012. Disclosuresin Note 9 reflect the retrospective adoption of this guidance. Other than additional disclosures, adoption of this guidance did not have a
material effect on our financial statements.

Amendments to Fair Value Measurement and Disclosure Requirements

In May 2011, the FASB issued amended guidance to ASC 820, Fair Value Measurement, with respect to measuring fair value and related disclosures as part of the
effort to establish common requirements in accordance with GAAP and I FRS. The amended guidance clarifies that the concept of highest and best use should only
be used in the valuation of non-financial assets, specifies how to apply fair value measurements to instruments classified in stockholder’s equity and requires that
premiums or discounts be applied consistent with what market participants would use absent Level 1 inputs. The amendment also explicitly requires additional
disclosures related to the val uation of assets categorized as Level 3 within the fair value hierarchy. Additional disclosuresinclude quantitative information about
unobservabl e inputs, the sensitivity of fair value measurement to changes in unobservable outputs and information on the val uation process used. This guidance
was adopted in thefirst quarter of 2012. Disclosuresin Note 7 reflect the prospective adoption of this guidance. Other than additional disclosures, adoption of this
guidance did not have a material effect on our financial statements.

Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts

In October 2010, the FASB issued amended guidance to ASC 944, Financial Services— Insurance, to address the diversity in practice for accounting for costs
associated with acquiring or renewing insurance contracts. The amendment clarifies the definition of acquisition costs (i.e., costs which qualify for deferral) to
incremental direct costs that result directly from, and are essential to, a contract and would not have been incurred by the insurance entity had the contract
transaction not occurred. Therefore, only costs related to successful efforts of acquiring a new, or renewal, contract should be deferred. This guidance was
retrospectively adopted on January 1, 2012. The cumulative effect of retrospective adoption reduced deferred policy acquisition costs and beginning stockholders’
equity as of January 1, 2012 by $52,505 thousand and $41,388 thousand, respectively, primarily related to lower deferrals associated with expenses not directly related
to new policy sales.



2. Basisof Presentation and Significant Accounting Palicies (continued)

The tables below show selected financial data as adjusted for the retrospective adoption noted above. Adoption of the standard did not affect the previously
reported totals for net cash flows provided by (used for) operating, investing or financing activities.

Summarized Selected Annual Financial Data: Year Ended December 31,
($in thousands) 2011 2010 2009 2008
Deferred policy acquisition costs, as previously reported $ 576557 $ 594126 $ 837567 $ 1,065,128
Impact of adoption (52,505) (75,262) (123,592) (154,991)
Deferred policy acquisition costs, asrevised $ 524052 $ 518864 $ 713975 $ 910,137
Deferred tax liability, as previously reported $ (6762 $ (13371) $ (26678 $  (33,291)
Impact of adoption 22,286 30,659 48,000 59,441
Deferred tax asset, as revised $ 15524 $ 17,288 $ 21,322 % 26,150
Policy liabilities and accruals, as previously reported $ 1343909 $ 1283034 $ 1,363,818 $ 1,386,611
Impact of adoption 11,169 12,336 13,550 14,839
Policy liabilities and accruals, asrevised $ 1355078 $ 1295370 $ 1,377,368 $ 1,401,450
Total equity, as previously reported $ 645764 $ 610,155 $ 613964 $ 532,441
Impact of adoption (41,388) (56,939) (89,142) (110,389)
Total equity, asrevised $ 604376 $ 553216 $ 524,822 $ 422,052
Summarized Selected Quarterly Financial Data: Quarter Ended
($in thousands) Dec 31, Sept 30, June 30, Mar 31,
2011
Policy benefits, as previously reported $ 59,339 $ 61,832 $ 73879 $ 50,569
Impact of adoption (292) (292) (292) (291)
Policy benefits, asrevised $ 59,047 $ 61540 $ 73,587 $ 50,278
Policy acquisition cost amortization, as previously reported $ 25401 $ 39815 $ 28,896 $ 39,052
Impact of adoption (4,673) (4,586) (4,672) (6,769)
Policy acquisition cost amortization, asrevised $ 20728 $ 35229 $§ 24224 $ 32,283
Operating expenses, as previously reported $ 34,329 $ 19,406 $ 18061 $ 18,381
Impact of adoption 312 315 314 315
Operating expenses, asrevised $ 34641 $ 19721 $ 18375 $ 18,696
Income (loss) before income taxes, as previously reported $ 4222 $ (2273) $ 3119 $ 10,927
Impact of adoption 4,653 4,563 4,650 6,745
Income before income taxes, asrevised $ 431 $ 2290 $ 7,769 $ 17,672
Income tax expense (benefit), as previously reported $ (296) $ (13,780) $ 4377 $ 287
Impact of adoption 1,628 1,597 1,828 2,161
Income tax expense (benefit), as revised $ 1332 $ (12183 $ 6205 $ 2,448
Net income (loss), as previously reported $ (3926) $ 11,507 $ (1,258) $ 10,640
Impact of adoption 3,025 2,966 2,822 4,584
Net income (loss), as revised $ (901) $ 14473 8 1564 $ 15224




2. Basisof Presentation and Significant Accounting Palicies (continued)

Summarized Selected Annual Financial Data: Year Ended December 31,

(% in thousands) 2011 2010 2009 2008
Policy benefits, as previously reported $ 245619 $ 213366 $ 249457 $ 218415
Impact of adoption (1,167) (1,214) (1,289) (478)
Policy benefits, as revised $ 244452 $ 212152 $ 248,168 $ 217,937
Policy acquisition cost amortization, as previously reported $ 133164 $ 192504 $ 139243 $ 262,132
Impact of adoption (20,700) (28,090 (30,243) (57,636)
Policy acquisition cost amortization, as revised $ 112464 $ 164414 $ 109000 $ 204,496
Operating expenses, as previously reported $ 90,177 $ 99,094 $ 120,986 $ 97,504
Impact of adoption 1,256 1,968 12,223 55,966
Operating expenses, asrevised $ 91433 $ 101,062 $ 133209 $ 153470
Income (loss) before income taxes, as previoudly reported $ 7551 $ (35583) $ (15146) $ (282,691)
Impact of adoption 20,611 27,336 19,309 2,148
Income (loss) befor e income taxes, as revised $ 28162 $  (8247) $ 4,163 $ (280,543
Income tax expense (benefit), as previously reported $ (9412) $ (10,707) $ 6,007 $ (87,497)
Impact of adoption 7,214 3,968 6,758 25,660
Income tax expense (benefit), asrevised $ (2198 $ (67390 $ 12765 $ (61,837)
Net income (loss), as previously reported $ 16963 $ (24,876) $ (21,153) $ (195,194)
Impact of adoption 13,397 23,368 12,551 (23,512)
Net income (loss), asrevised $ 30,360 $ (1,508) $ (8,602) $ (218,706)

Accounting standards not yet adopted
Disclosures about Offsetting Assets and Liabilities

In December 2011, the FASB issued amended guidance to ASC 210, Balance Sheet, with respect to disclosure of offsetting assets and liabilities as part of the effort
to establish common requirements in accordance with GAAP and | FRS. This amended guidance requires the disclosure of both gross information and net information
about both financial instruments and derivative instruments eligible for offset in our balance sheet and instruments and transactions subject to an agreement similar
to amaster netting arrangement. This guidance is effective for periods beginning on or after January 1, 2013, with respective disclosures required retrospectively for
all comparative periods presented. The adoption of this guidance effective January 1, 2013 is not expected to have amaterial effect on our financial statements.

Significant Accounting Policies
Our significant accounting policies are presented in the notesto our financial statementsin our 2011 Annual Report on Form 10-K. With the exception of our

adoption of new guidance related to accounting for costs associated with acquiring or renewing insurance contracts effective January 1, 2012, there have been no
significant changes since year end December 31, 2011. See Note 3 to these financial statements for our updated accounting policy related to this new guidance.
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3. Deferred Policy Acquisition Costs

Deferred Policy Acquisition Costs: Three Months Ended Six Months Ended
(% in thousands) June 30, June 30,
2012 2011 2012 2011

Policy acquisition costs deferred $ 23957 $ 30,841 $ 52877 $ 66,988
Costs amortized to expenses:

Recurring costs (31,775) (24,257) (56,627) (56,383)

Realized investment gains (losses) 4,751 32 868 (125)
Offsets to net unrealized investment gains or losses included in

accumulated other comprehensive income (“ AOCI ")(1) (18,445) (11,436) (27,183) (16,113)
Other 955 2,569 2,734 6,428
Change in deferred policy acquisition costs (20,557) (2,251) (27,331) 795
Deferred policy acquisition costs, beginning of period 517,278 521,910 524,052 518,864
Deferred policy acquisition costs, end of period $ 496721 $ 519659 $ 49,721 $ 519,659

(1) An offset to deferred policy acquisition costs and AOCI is recorded each period to the extent that, had unrealized holding gains or losses from securities classified as available-for-
sale actually been realized, an adjustment to deferred policy acquisition costs amortized using gross profits would result.

We defer incremental direct costs related to the successful sale of new or renewal contracts. Incremental direct costs are those costs that result directly from and are
essential to the sale of acontract. Costsincurred related directly to acquisition activities performed by theinsurer are also deferred. During the three and six months
ended June 30, 2012 and 2011, deferred expenses primarily consisted of third-party commissions related to fixed indexed annuity sales.

We amortize deferred policy acquisition costs based on the related policy’s classification. For universal life, variable universal life and accumulation annuities,
deferred policy acquisition costs are amortized in proportion to EGPs. Policies may be surrendered for value or exchanged for adifferent one of our products (internal
replacement). The deferred policy acquisition cost balance associated with the replaced or surrendered policiesis adjusted to reflect these surrenders. In addition, an
offset to deferred policy acquisition costs and AOCI isrecorded each period for unrealized gains or losses on securities classified as available-for-sale as if they had
been realized, an adjustment to deferred policy acquisition costs amortized using gross profits would result.

The projection of EGPsrequires the use of extensive actuarial assumptions, estimates and judgments about the future. Future EGPs are generally projected on a
policy-by-policy basis for the estimated lives of the contracts. Assumptions are set separately for each product and are reviewed at |east annually based on our
current best estimates of future events.

In addition to our quarterly reviews, we conduct a comprehensive assumption review on an annual basis, or as circumstances warrant. Upon completion of these
comprehensive assumption reviews, we revise our assumptions to reflect our current best estimates, thereby changing our estimate of EGPs in the deferred policy
acquisition cost amortization models. The deferred policy acquisition cost asset isthen adjusted in a process known as “unlocking,” with an offsetting benefit or
charge to income.

During the three and six months ended June 30, 2012 and 2011, it was determined that an unlocking was not warranted.

11



4. Investing Activities

Debt securities

Weinvest in avariety of debt securities. We classify these investmentsinto various sectors using industry conventions; however, our classifications may differ from

similarly titled classifications of other companies.

Net unrealized investment gains and losses on securities classified as avail able-for-sale and certain other assets are included in our balance sheet as a component of

AOCI.

Fair Value and Cost of Securities:

June 30, 2012

($in thousands) Gross Gross OTTI
Amortized Unrealized Unrealized Fair Recognized
Cost Gains L osses Value in Aoc|®
U.S. government and agency $ 203205 $ 13686 $ (373) $ 216518 $ -
State and political subdivision 99,773 11,351 (487) 110,637 -
Foreign government 44,423 4,255 (62) 48,616 -
Corporate 1,462,223 114,901 (39,180) 1,537,944 (1,505)
Commercial mortgage-backed (“ CMBS") 261,834 18,862 (2,556) 278,140 (650)
Residential mortgage-backed (“ RMBS") 525,183 18,718 (18,013) 525,888 (21,660)
CDO/CLO 71,211 1,398 (10,088) 62,521 (6,132)
Other asset-backed 129,549 3,959 (570) 132,938 --
Available-for-sale debt securities $ 2797401 $ 187,130 $ (71.,329) $ 2913202 $ (29,947)

(1) Represents the amount of non-credit OTTI losses recognized in AOCI excluding net unrealized gains or losses subsequent to the date of impairment.

Fair Value and Cost of Securities:

December 31, 2011

($in thousands) Gross Gross OTTI
Amortized  Unrealized Unrealized Fair Recognized
Cost Gains L osses Value inAocl®
U.S. government and agency $ 163132 $ 12653 $ (457) $ 175328 $ -
State and political subdivision 77,323 5,518 (444) 82,397 -
Foreign government 30,473 1,825 (421) 31,877 --
Corporate 1,169,209 83,310 (44,142) 1,208,377 (1,505)
CMBS 281,616 12,283 (3,944) 289,955 (5,131)
RMBS 562,186 14,106 (22,773) 553,519 (20,396)
CDO/CLO 77,456 1,240 (20,680) 68,016 (6,220)
Other asset-backed 135,435 2,333 (845) 136,923 --
Available-for-sale debt securities $ 2496830 $ 133268 $ (83706) $ 2,546,392 $ (33,252

(1)  Represents the amount of non-credit OTTI losses recognized in AOCI excluding net unredlized gains or losses subsequent to the date of impairment.
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4. Investing Activities (continued)

Aging of Temporarily Impaired Asof June 30, 2012

Debt Securities: L essthan 12 months Greater than 12 months Total
($in thousands) Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses
Debt Securities
U.S. government and agency $ - $ - $ 3,569 $ (373) $ 3,569 $ (373)
State and political subdivision 6,601 (88) 930 (399) 7,621 (487)
Foreign government 1,647 (62) - - 1,647 (62)
Corporate 83,037 (3,276) 70,481 (35,904) 153,518 (39,180)
CMBS 5,927 (79) 18,061 (2,477) 23,988 (2,556)
RMBS 20,125 (1,467) 111,135 (16,546) 131,260 (18,013)
CDO/CLO 6,475 (185) 35,962 (9,903) 42,437 (10,088)
Other asset-backed 8,714 (123 6,469 (447) 15,183 (570)
Total temporar“y |mpa|red securities $ 132,616 $ (5,280) $ 246,607 $ (66,049) $ 379,223 $ (71,329)
Below investment grade $ 32,903 $ (1,993) $ 64,113 $ (44,034) $ 97,016 $ (46,027)
Number of securities 81 168 249

Unrealized losses on bel ow-investment-grade debt securities with afair value of less than 80% of amortized cost totaled $41,177 thousand at June 30, 2012, of which
$39,010 thousand was bel ow 80% of amortized cost for more than 12 months.

These securities were considered to be temporarily impaired at June 30, 2012 because each of these securities had performed, and is expected to perform, in
accordance with original contractual terms. In addition, management does not have the intention to sell, nor does it expect to be required to sell, these securities prior
to their recovery.

Aging of Temporarily Impaired As of December 31, 2011

Debt Securities: L essthan 12 months Greater than 12 months Total
($in thousands) Fair Unrealized Fair Unrealized Fair Unrealized
Value L osses Value L osses Value L osses

Debt Securities

U.S. government and agency $ - $ - $ 3,485 $ (457) $ 3,485 $ (457)
State and political subdivision 15,419 (28) 913 (416) 16,332 (444)
Foreign government 7,231 (421) - - 7,231 (421)
Corporate 113,623 (3,707) 74,192 (40,435) 187,815 (44,142)
CMBS 59,478 (1,240) 6,924 (2,704) 66,402 (3,944)
RMBS 74,575 (2,809) 106,890 (19,964) 181,465 (22,773)
CDOICLO 3,735 (110) 40,638 (10,570) 44,373 (10,680)
Other asset-backed 22,944 (190) 15,194 (655) 38,138 (845)
Total temporarily impaired securities $ 297,005 $ (8,505) $ 248,236 $  (75,201) $ 545241 $  (83,706)
Below investment grade $ 26187 $ (1515 % 76237 $  (49711) $ 102424 $ (51,226
Number of securities 193 180 373

Unrealized |osses on bel ow-investment-grade debt securitieswith afair value of less than 80% of amortized cost totaled $44,536 thousand at December 31, 2011, of
which $40,125 thousand was below 80% of amortized cost for more than 12 months.

These securities were considered to be temporarily impaired at December 31, 2011 because each of these securities had performed, and is expected to perform, in

accordance with original contractual terms. In addition, management does not have the intention to sell, nor doesit expect to be required to sell, these securities prior

to their recovery.
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4. Investing Activities (continued)

Maturities of Debt Securities: June 30, 2012 December 31, 2011
($ in thousands) Amortized Fair Amortized Fair
Cost Value Cost Value
Duein oneyear or less $ 173875 $ 174512  $ 111,027  $ 111,279
Due after one year through five years 304,940 323,357 268,596 284,081
Due after five years through ten years 761,612 814,554 572,731 604,800
Due after ten years 569,197 601,292 487,783 497,819
CMBS/RMBS/ABS/CDO/CLO 987,777 999,487 1,056,693 1,048,413
Total $ 2797401 $ 2913202 $ 2,496,830 $ 2,546,392

The maturities of debt securities, as of June 30, 2012, are summarized in the table above by contractual maturity. Actual maturities may differ from contractua
maturities as certain borrowers have the right to call or prepay obligations with or without call or prepayment penalties, and we have the right to put or sell certain
obligations back to the issuers.

Other-than-temporary impair ments

Management assessed all securitiesin an unrealized loss position in determining whether impairments were temporary or other than temporary. In reaching its
conclusions, management exercised significant judgment and used anumber of issuer-specific quantitative indicators and qualitative judgments to assess the
probability of receiving agiven security’s contractual cash flows. Thisincluded the issue’simplied yield to maturity, cumulative default rate based on rating,
comparisons of issue-specific spreads to industry or sector spreads, specific trading activity in theissue, and other market data such as recent debt tenders and
upcoming refinancing requirements. Management al so reviewed fundamentals such asissuer credit and liquidity metrics, business outlook and industry conditions.
Management maintains awatch list of securitiesthat isreviewed for impairments. Each security on the watch list was evaluated, analyzed and discussed, with the
positive and negative factors weighed in the ultimate determination of whether or not the security was other-than-temporarily impaired. For securities for which no
OTTI was ultimately indicated at June 30, 2012, management does not have the intention to sell, nor does it expect to be required to sell, these securities prior to their
recovery.

Fixed income OTTlIsrecorded in thefirst half of 2012 were primarily concentrated in structured securities. These impairments were driven primarily by increased
collateral default rates. In our judgment, these credit events or other adverse conditions of the issuers have caused, or will most likely lead to, a deficiency in the
contractual cash flowsrelated to the investment. Therefore, based upon these credit events, we have determined that OTTIs exist. Total debt impairments recognized
through earnings related to such credit-rel ated circumstances were $613 thousand for the second quarter of 2012 and $436 thousand for the second quarter of 2011
and $1,272 thousand for the first half of 2012 and $930 thousand for the first half of 2011. There were no limited partnership and other investment OTTIs for the three
and six months ended June 30, 2012 and 2011.

In addition to these credit-related impairments recognized through earnings, we impaired securities to fair value through other comprehensive lossfor any
impairments related to non-credit related factors. These types of impairments were driven primarily by market or sector credit spread widening or by alack of liquidity
in the securities. The amount of impairments recognized as an adjustment to other comprehensive loss due to these factors was $2,390 thousand for the first quarter
of 2012 and $346 thousand for thefirst quarter of 2011 and $2,817 thousand for thefirst half of 2012 and $732 thousand for the first half of 2011.
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4. Investing Activities (continued)

Thefollowing table presents aroll-forward of pre-tax credit |osses recognized in earnings related to debt securities for which a portion of the OTTI was recognized in
OcCl.

Credit L osses Recognized in Earnings on Debt Securities for Three Months Ended Six Months Ended

which a Portion of the OTTI Loss was Recognized in OCI: June 30, June 30,

($in thousands) 2012 2011 2012 2011

Balance, beginning of period $ (19223) $ (16871) $ (18614) $ (17,335
Add: Credit losses on securities not previously impai red® -- 277) (374) (527)
Add: Credit losses on securities previously impai red® (549) (100) (784) (344)
Less: Credit losses on securities impaired due to intent to sell - - - -
Less: Credit losses on securities sold 88 - 88 958

Less: Increasesin cash flows expected on previously
impaired securities -- -- - -
Balance, end of period $ (19684 $  (17248) $ (19684 $  (17,248)

(1)  Additiona credit losses on securities for which a portion of the OTTI loss was recognized in AOCI are included within net OTTI losses recognized in earnings on the statements
of comprehensive income.

Limited partnershipsand other investments

Limited partnerships and other investments consist of private equity investments of $5,404 thousand and $4,620 thousand as of June 30, 2012 and December 31, 2011,
respectively, and common stock of $350 thousand and $345 thousand as of June 30, 2012 and December 31, 2011, respectively.

Net investment income

Sour ces of Net Investment | ncome: Three Months Ended Six Months Ended
($ in thousands) June 30, June 30,
2012 2011 2012 2011

Debt securities $ 31,471  $ 23390 $ 61,066 $ 43,832
Policy loans 805 773 1,587 1,493
Limited partnerships and other investments 759 388 923 588
Fair value option investments (48) 146 48 420
Cash and cash equivalents - 1 - 5
Total investment income 32,987 24,698 63,624 46,338
Less: Investment expenses 189 467 564 709
Net investment income $ 32,798 $ 24,231 $ 63,060 $ 45,629

15



4. Investing Activities (continued)

Net realized investment gains (losses)

Sour ces and Types of Three Months Ended Six Months Ended

Net Realized I nvestment Gains (L osses): June 30, June 30,

($ in thousands) 2012 2011 2012 2011
Total other-than temporary debt impairment losses $ (3,003 $ (782 $ (4,089) $ (1,662)
Portion of loss recognized in OCI 2,390 346 2,817 732
Net debt impair ment |osses recognized in earnings $ (613) 8 (436) $ (1272) $ (930)

Debt security impairments:
U.S. government and agency $ - $ - $ - $ -
State and political subdivision - - - -
Foreign government - - - -

Corporate - - - (250)
CMBS - - (88) -
RMBS (549) (377) (1,070) (621)
CDO/CLO (26) - (26) -
Other asset-backed (38) (59) (88) (59)
Net debt security impairments (613) (436) (1,272) (930)
Limited partnerships and other investment impairments -- - - -
Impair ment losses (613) (436) (1,272) (930)
Debt security transaction gains'? 151 1,59 258 2,227
Debt security transaction losses™™ (36) (260) (84) (585)

Limited partnerships and other investment transaction gains - -- -
Limited partnerships and other investment transaction losses - - - -

Net transaction gains 115 1,336 174 1,642
Derivative instruments 5,848 1,470 (17,680) (11,871)
Embedded derivatives® (12,394) (4,559) 3,962 4,508
Net realized investment losses, excluding impair ment losses (6,431) (1,753) (13,544) (5,721)

Net realized investment losses, including impair ment losses $ (71044 3 (2189) $  (14816) $ (6,651)

(1) Proceeds from the sale of available-for-sale debt securities were $79,105 thousand and $104,410 thousand for the three months ended June 30, 2012 and 2011, respectively.
Proceeds from the sale of available-for-sale debt securities were $80,796 thousand and $202,691 thousand for the six months ended June 30, 2012 and 2011, respectively.

(@ Includesthe changein fair value of embedded derivatives associated with variable annuity GMWB, GMAB, GPAF and COMBO riders. See Note 5 to these financial statements
for additional disclosures.

Unrealized investment gains (l0sses)

Sour ces of Changesin Three Months Ended Six Months Ended

Net Unrealized Investment Gains (L osses): June 30, June 30,

($ in thousands) 2012 2011 2012 2011
Debt securities $ 45860 $ 16,845 $ 66,239 $ 30,416
Other investments (48) 163 (8) 270
Net unrealized investment gains $ 45812 $ 17,008 $ 66231 $ 30686
Net unrealized investment gains $ 45812 $ 17,008 $ 66,231 $ 30,686
Applicable deferred policy acquisition cost 18,445 11,436 27,183 16,113
Applicable deferred income tax expense (benefit) 9,578 (6,299) 13,666 (549)
Offsets to net unrealized investment gains 28,023 5,137 40,849 15,564
Net unrealized investment gainsincluded in OCI $ 17,789 § 11871 % 25382 $ 15122
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4. Investing Activities (continued)
Non-consolidated variableinterest entities

Entities which do not have sufficient equity at risk to allow the entity to finance its activities without additional financial support or in which the equity investors, as
agroup, do not have the characteristic of a controlling financial interest are referred to as VI Es. We perform ongoing assessments of our investmentsin VIEsto
determine whether we have a controlling financial interest in the VIE and therefore would be considered to be the primary beneficiary. An entity would be considered
aprimary beneficiary and be required to consolidate a VVI1E when the entity has both the power to direct the activities of a VIE that most significantly affect the
entity’s economic performance and the obligation to absorb losses, or right to receive benefits, that could potentially be significant to the VIE. We reassess our VIE
determination with respect to an entity on an ongoing basis.

We are involved with various entities that are deemed to be VIEs primarily as a passive investor in private equity limited partnerships and through direct investments,
in which we are not related to the general partner. These investments are accounted for under the equity method of accounting and areincluded in limited
partnerships and other investments on our balance sheet. The carrying value of assets and liabilities, as well as the maximum exposure to |oss, relating to significant
VIEs for which we are not the primary beneficiary was $5,404 thousand and $4,620 thousand as of June 30, 2012 and December 31, 2011, respectively. The asset value
of our investmentsin VIEs for which we are not the primary beneficiary is based upon sponsor values and financial statements of the individual entities. Our
maximum exposure to loss related to these non-consolidated VIEsislimited to the amount of our investment.

Issuer and counter party credit exposure

Credit exposure related to issuers and derivatives counterpartiesis inherent in investments and derivative contracts with positive fair value or asset balances. We
manage credit risk through the analysis of the underlying obligors, issuers and transaction structures. We review our debt security portfolio regularly to monitor the
performance of obligors and assess the stability of their credit ratings. We also manage credit risk through industry and issuer diversification and asset all ocation.
Maximum exposure to an issuer or derivative counterparty is defined by quality ratings, with higher quality issuers having larger exposure limits. As of June 30, 2012,
we were not exposed to any credit concentration risk of asingle issuer greater than 10% of stockholder’s equity other than U.S. government and government
agencies backed by the faith and credit of the U.S. government. We have an overall limit on bel ow-investment-grade-rated issuer exposure. To further mitigate the
risk of loss on derivatives, we enter into contractsin which the counterparty isafinancia institution with arating of A or higher from at |east one rating agency.

Asof June 30, 2012, we held derivative assets, net of liabilities, with afair value of $90,169 thousand. Derivative credit exposure was diversified with nine different
counterparties. We also had debt securities of these issuers with afair value of $20,865 thousand as of June 30, 2012. Our maximum amount of loss due to credit risk
with these issuers was $111,034 thousand as of June 30, 2012. See Note 6 to these financia statements for more information regarding derivatives.

5.  Separate Accounts, Death Benefitsand Other I nsurance Benefit Features

Separate account products are those for which a separate investment and liability account is maintained on behalf of the policyholder. Investment objectives for
these separate accounts vary by fund account type, as outlined in the applicable fund prospectus or separate account plan of operations. Our separate account
products include variable annuities, fixed indexed annuities and variable life insurance contracts. The assets supporting these contracts are carried at fair value.
Assets supporting variable annuity and variable life contracts are reported as separate account assets with an equivalent amount reported as separate account
liabilities. The assets supporting fixed indexed annuity contracts are reported within the respective investment line items on the bal ance sheet. Amounts assessed
against the policyholder for mortality, administration, and other services are included within revenuein insurance and investment product fees. For the three and six
month periods ended June 30, 2012 and 2011, there were no gains or losses on transfers of assets from the general account to a separate account.

On May 21, 2012, the employee pension plan surrendered its variable annuity contract with PHL Variable. All assets held within the employee pension plan separate

account were subsequently transferred to the direct control of the plan’strustee. Thisresulted in adecrease in separate account assets and liabilities of $464,200
thousand during the quarter ended June 30, 2012.
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5. Separate Accounts, Death Benefitsand Other I nsurance Benefit Featur es (continued)

Separ ate Account I nvestments of Account Balances of Variable Annuity Contracts with

Guarantees:
($ in thousands)

Debt securities

June 30, Dec 31,
2012 2011

$ 375187 $ 395540

Equity funds 1,520,692 1,537,736
Other 57,278 58,300
Total $ 1953157 $ 1,991,576
Investments of Account Balances of Fixed Indexed Annuity Contractswith Guarantees: June 30, Dec 31,

(% in thousands)

Debt securities
Equity funds
Other

Total

Variable annuity guaranteed benefits

2012 2011

$ 1227878 $ 972,354

$ 1227878 $ 972,354

Many of our variable annuity contracts offer various guaranteed minimum death, accumulation, withdrawal and income benefits.

We establish policy benefit liabilities for minimum death and income benefit guarantees relating to certain annuity policies asfollows:

e Liabilities associated with the guaranteed minimum death benefit (‘GMDB”) are determined by estimating the expected value of death benefitsin excess of
the projected account balance and recognizing the excess ratably over the accumul ation period based on total expected assessments. The assumptions used

for calculating the liabilities are generally consistent with those used for amortizing deferred policy acquisition costs.

e Liabilities associated with the guaranteed minimum income benefit (‘GMIB”) are determined by estimating the expected value of the income benefitsin
excess of the projected account balance at the date of annuitization and recognizing the excess ratably over the accumul ation period based on total expected
assessments. The assumptions used for calculating such guaranteed income benefit liabilities are generally consistent with those used for amortizing

deferred policy acquisition costs.

For variable annuities with GMDB and GMIB, reserves for these guarantees are cal culated and recorded in policy liabilities and accruals on our balance sheet.
Changesin theliability are recorded in policy benefits on our statements of comprehensive income. We regularly evaluate estimates used and adjust the additional
liahility balances, with arelated charge or credit to benefit expenseif actual experience or other evidence suggests that earlier assumptions should be revised.

Changesin Guaranteed Liability Balances:
($in thousands)

Liability balance as of January 1, 2012
Incurred

Paid

Liability balance as of June 30, 2012

Asof
June 30, 2012

Variable Annuity
GMDB GMIB

$ 4892 $ 17,200
(585) 3,553
665 -

$ 4972 $ 20,753
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5. Separate Accounts, Death Benefitsand Other I nsurance Benefit Featur es (continued)

Changesin Guaranteed Liability Balances: Year Ended

($in thousands) December 31, 2011
Variable Annuity

GMDB GMIB

Liability balance as of January 1, 2011 $ 4570 % 17,457

Incurred (1,608) (257)

Paid 1,930 -

Liability balance as of December 31, 2011 $ 4892 $ 17,200

For those guarantees of benefits that are payablein the event of death, the net amount at risk is generally defined as the benefit payable in excess of the current
account balance at the balance sheet date. We have entered into reinsurance agreements to reduce the net amount of risk on certain death benefits. Following are the
major types of death benefits currently in-force:

Variable Annuity GM DB Benefits by Type: Net Amount Average
(% in thousands) Account at Risk after ~ Attained Age
Value Reinsurance  of Annuitant
GMDB return of premium $ 788804 $ 12,275 62
GMDB step up 1,282,770 68,182 63
GMDB earnings enhancement benefit (“ EEB”) 38,591 168 63
GMDB greater of annual step up and roll up 26,686 8,174 66
Total GMDB at June 30, 2012 $ 213681 $ 88,799
GMDB return of premium $ 825573 $ 21,576 62
GMDB step up 1,307,870 110,666 62
GMDB earnings enhancement benefit (“ EEB”) 39,715 400 62
GMDB greater of annual step up and roll up 27,106 8,759 66
Total GMDB at December 31, 2011 $ 2200264 $ 141401

Return of Premium: The death benefit isthe greater of current account value or premiums paid (less any adjusted partial withdrawals).

Step Up: The death benefit isthe greater of current account value, premiums paid (less any adjusted partial withdrawals) or the annual step up amount prior to the
oldest original owner attaining a certain age. On and after the oldest original owner attains that age, the death benefit is the greater of current account value or the
death benefit at the end of the contract year prior to the oldest original owner’s attaining that age plus premium payments (less any adjusted partial withdrawals)
made since that date.

Earnings Enhancement Benefit: The death benefit isthe greater of the premiums paid (less any adjusted partial withdrawals) or the current account value plus the
EEB. The EEB is an additional amount designed to reduce the impact of taxes associated with distributing contract gains upon death.

Greater of Annual Step Up and Annual Roll Up: The death benefit isthe greatest of premium payments (less any adjusted partial withdrawals), the annual step up
amount, the annual roll up amount or the current account value prior to the eldest original owner attaining age 81. On and after the eldest original owner attained age
81, the death benefit isthe greater of current account value or the death benefit at the end of the contract year prior to the eldest original owner’s attained age of 81
plus premium payments (less any adjusted partial withdrawal s) made since that date.

We also offer certain separate account variable products with a guaranteed minimum withdrawal benefit (“ GMWB"), guaranteed minimum accumulation benefit
(“GMAB”), guaranteed payout annuity floor (“GPAF") and combination rider (“COMBO”).
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5. Separate Accounts, Death Benefitsand Other I nsurance Benefit Featur es (continued)

Additional Insurance Benefits: Average
($in thousands) Account Attained Age
Value of Annuitant
GMWB $ 530,709 63
GMIB 411,428 63
GMAB 378,344 57
GPAF 14,188 78
COMBO 9,563 61
Total at June 30, 2012 $ 1,344,232
GMWB $ 529,027 62
GMIB 428,058 63
GMAB 374,423 57
GPAF 18,446 77
COMBO 9,756 60
Total at December 31, 2011 $ 1,359,710

The GMWB rider guarantees the contract owner a minimum amount of withdrawal s and benefit payments over time, regardless of the investment performance of the
contract, subject to an annual limit. Optional resets are available. In addition, these contracts have afeature that allows the contract owner to receive the guaranteed
annual withdrawal amount for aslong asthey are aive.

The GMARB rider provides the contract owner with aminimum accumulation of the contract owner’s purchase payments deposited within a specific time period,
adjusted for withdrawals, after a specified amount of time determined at the time of issuance of the variable annuity contract.

The GPAF rider provides the contract owner with aminimum payment amount if the variable annuity payment falls below this amount on the payment cal culation
date.

The COMBO rider includes the GMAB and GMWB riders as well asthe GMDB rider at the contract owner’s option.

We have entered into a contract with Phoenix Life whereby we reinsure 100% of any claimsrelated to GMWB liabilities on variable annuity policiesissued after

April 30, 2008 and 100% of any claimsrelated to GMAB liabilities on variable annuity policiesissued after December 31, 2008. This contract qualifies as afreestanding
derivative. The fair value of the derivativeis reported within amounts due to or due from related parties. The balance was $4,173 thousand receivable as of June 30,
2012 and $3,522 thousand receivable as of December 31, 2011. By agreement dated March 29, 2012, all ceded policies under this contract will be recaptured from
Phoenix Lifeon July 1, 2012.

The GMWB, GMAB, GPAF and COMBO represent embedded derivative liabilities in the variable annuity contracts that are required to be reported separately from
the host variable annuity contract. These investments are accounted for at fair value within policyholder deposit funds on the balance sheet with changesin fair
valuerecorded in realized investment gains on the statements of comprehensiveincome. The fair value of the GMWB, GMAB, GPAF and COMBO obligation is
calculated based on actuarial and capital market assumptions related to the projected cash flows, including benefits and related contract charges, over thelives of the
contracts, incorporating expectations concerning policyholder behavior. As markets change, contracts mature and actual policyholder behavior emerges, we
continually evaluate and may from time to time adjust these assumptions.
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5. Separate Accounts, Death Benefitsand Other I nsurance Benefit Featur es (continued)

Embedded derivative liabilitiesfor GMWB, GMAB, GPAF and COMBO are shown in the table below. There were no benefit payments made related to the GMWB
and GMAB riders during the six months ended June 30, 2012 or during the six months ended June 30, 2011. Benefit payments made for GPAF riders were $76
thousand for the six months ended June 30, 2012 and $68 thousand during the six months ended June 30, 2011. In order to manage the risk associated with these
variable annuity embedded derivative liabilities, we have established arisk management strategy under which we hedge our GMAB, GMWB and COMBO exposure
using equity index options, equity index futures, equity index variance swaps, interest rate swaps and swaptions.

Variable Annuity Embedded Derivative Liabilities: June 30, Dec 31,
(% in thousands) 2012 2011
GMWB $ 17632 % 16,313
GMAB 20,434 24,665
GPAF 1,101 1,865
COMBO (304) (312)
Total variable annuity embedded derivative liabilities $ 38863 $ 42,531

Fixed indexed annuity guaranteed benefits
Many of our fixed indexed annuities offer guaranteed minimum withdrawal and death benefits.

Liabilities associated with the GMWB for the fixed indexed annuities differ from those offered on variable annuitiesin that there is less exposure to capital market risk
due to the fixed nature of the underlying contract. These liabilities are determined by estimating the expected value of the withdrawal benefitsin excess of the
projected account balance at the date of election and recognizing the excess ratably over the accumulation period based on total expected assessments. The
assumptions used for calculating such guaranteed withdrawal benefit liabilities are consistent with those used for amortizing deferred policy acquisition costs. Some
of theseriders aso offer aGMDB in addition to the withdrawal benefits.

The GMWB and GMDB guarantees are recorded in policy liabilities and accruals on our balance sheet. Changesin the liability are recorded in policy benefits on our
statements of comprehensive income. We regularly evaluate estimates used and adjust the additional liability balances, with arelated charge or credit to benefit
expenseif actual experience or other evidence suggests that earlier assumptions should be revised.

Changesin Guaranteed Liability Balances: Fixed Indexed Annuity
($in thousands) GMWB & GMDB
June 30, Dec 31
2012 2011
Liability balance, beginning of period $ 5614 $ 204
Incurred 6,143 5,410
Paid - -
Liability balance, end of period $ 11757 3 5,614

Fixed indexed annuities also offer avariety of index options: policy credits that are calculated based on the performance of an outside equity market or other index
over aspecified term. The index options represent embedded derivative liabilities that are required to be reported separately from the host contract. These
investments are accounted for at fair value within policyholder deposits within the balance sheet with changesin fair value recorded in policy benefitsin the
statements of comprehensiveincome. The fair value of these index optionsis calculated based on the impact of projected interest rates on the discounted liabilities.
Several additional inputsreflect our internally devel oped assumptions related to lapse rates and policyholder behavior.

Fixed indexed annuity embedded derivatives were $115,172 thousand and $78,331 thousand as of June 30, 2012 and December 31, 2011, respectively. In order to
manage the risk associated with these fixed indexed annuity options, we hedge using equity index options.
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5. Separate Accounts, Death Benefitsand Other I nsurance Benefit Featur es (continued)

Universal life

Liabilitiesfor universal life are generally determined by estimating the expected value of 1osses when death benefits exceed revenues and recognizing those benefits
ratably over the accumulation period based on total expected assessments. The assumptions used in estimating these liabilities are consistent with those used for
amortizing deferred policy acquisition costs. A single set of best estimate assumptionsis used since these insurance benefits do not vary significantly with capital
market conditions. At June 30, 2012 and December 31, 2011, we held additional universal life benefit reserves in accordance with death benefit and other insurance
benefit reserves of $130,084 thousand and $134,015 thousand, respectively.

6. Derivativelnstruments

Derivativeinstruments

We use derivative financial instruments, including options, futures and swaps as a means of hedging exposure to interest rate, equity price change, equity volatility
and foreign currency risk. Thisincludes our surplus hedge which utilizes futures and options to hedge against declines in equity markets and the resulting statutory
capital and surplusimpact. We also use derivative instruments to economically hedge our exposure on living benefits offered on certain of our variable products as

well asindex credits on our fixed indexed annuity products.

The Company seeks to enter into over-the-counter (“OTC”) derivative transactions pursuant to master agreements that provide for a netting of payments and

receipts by counterparty. As of June 30, 2012 and December 31, 2011, $7,885 thousand and $7,510 thousand, respectively, of cash and cash equivalents were held as
collateral by athird party related to our derivative transactions.

Our derivatives generally do not qualify for hedge accounting. We do not designate the purchased derivatives related to variable annuity living benefits or fixed
indexed annuity index credits as hedges for accounting purposes.

Derivative I nstruments: Fair Value as of June 30, 2012 Fair Value as of December 31, 2011
($ in thousands) Notional Notional
Maturity  Amount Assets Liabilities ~ Amount Assets Liabilities
Non-hedging derivative instruments
Interest rate swaps 2017-2026 $ 116,000 $ 12,466 $ 4654 $ 101,000 $ 10,792 $ 3,472
Variance swaps 2015-2017 935 - 1,310 935 3,202 -
Swaptions 2024 25,000 60 - 25,000 254 -
Put options 2015-2021 200,000 50,950 - 200,000 54,833 -
Call options 2012-2017 635,481 50,754 33,515 354,933 27,956 18,985
Equity futures 2012 200,529 15,418 - 66,347 16,185 --
Total non-hedging
derivative instruments $ 1177945 $ 129648 $ 39479 $ 748215 $ 113222 $ 22,457
Derivative Instrument Realized Gains (L osses) Three Months Ended Six Months Ended
Recognized in Earnings: June 30, June 30,
($ in thousands) 2012 2011 2012 2011
Derivative instruments by type
Interest rate swaps $ 1,783 $ 4822 $ 492 % 4,276
Variance swaps 876 (278) (4,512) (1,653)
Swaptions (40) (217) (194) (406)
Put options 7,851 2,275 (3,883) (5,000)
Call options (9,843) (5,006) 22 (3,283)
Equity futures 5,221 (126) (9,605) (5,805)
Total derivative instrument realized gains (losses)
recognized in earni ngs $ 5848 $ 1470 $ (17,680) $ (11,871)
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6. Derivativelnstruments (continued)
Interest Rate Swaps

We maintain an overall interest rate risk-management strategy that primarily incorporates the use of interest rate swaps as hedges of our exposure to changesin
interest rates. Our exposure to changes in interest rates primarily results from our commitments to fund interest-sensitive insurance liabilities, aswell asfrom our
significant holdings of fixed rate financial instruments. We use interest rate swaps that effectively convert variable rate cash flows to fixed cash flowsin order to
hedge the interest rate risks associated with guaranteed minimum living benefit (GMAB/GMWAB) rider liabilities.

Interest Rate Options

We use interest rate options, such as swaptions, to hedge against market risks to assets or liabilities from substantial changesin interest rates. An interest rate
swaption gives us the right but not the obligation to enter into an underlying swap. Swaptions are options on interest rate swaps. All of our swaption contracts are
receiver swaptions, which give ustheright to enter into a swap where we will receive the agreed-upon fixed rate and pay the floating rate. If the market conditions are
favorable and the swap is needed to continue hedging our inforce liability business, we will exercise the swaption and enter into afixed rate swap. If aswaption
contract is not exercised by its option maturity date, it expires with no value.

Exchange Traded Future Contracts

We use equity index futures to hedge the market risks from changes in the value of equity indices, such as S& P 500, associated with guaranteed minimum living
benefit (GMAB/GMWB) rider liabilities. Positions are short-dated, exchange-traded futures with maturities of three months.

Equity Index Options
We use equity indexed options to hedge against market risks from changes in equity markets, volatility and interest rates.

An equity index option affords us the right to make or receive payments based on a specified future level of an equity market index. We may use exchange-trade or
OTC options.

Generally, we have used a combination of equity index futures, interest rate swaps, variance swaps and long-dated put optionsto hedge its GMAB and GMWB
liabilities and equity index call options to hedge itsindexed annuity option liabilities.

Contingent features

Derivative counterparty agreements may contain certain provisions that require our insurance companies financial strength rating to be above a certain threshold. If
our financial strength ratings were to fall below a specified rating threshold, certain derivative counterparties could request immediate payment or demand immediate
and ongoing full collateralization on derivative instrumentsin net liability positions, or trigger atermination of existing derivatives and/or future derivative
transactions.

In certain derivative counterparty agreements, our financial strength ratings are below the specified threshold levels. However, the Company held no derivative
instruments as of June 30, 2012 in a net aggregate liability position payable to any counterparty (i.e., such derivative instruments have fair valuesin a net asset
position payable to the Company if such holdings were liquidated).

7. Fair Valueof Financial Instruments

ASC 820-10 defines and establishes the framework for measuring fair value. The framework is based on inputs that are used in the valuation and afair value hierarchy

based on the quality of those inputs used to measure fair value. Fair value is defined as the price that would be received to sell an asset or paid to transfer aliability in
an orderly transaction between market participants at the measurement date.
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7. Fair Valueof Financial I nstruments (continued)

A financia instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement. The
valuation hierarchy is based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date. The three levels, from highest to
lowest, are defined as follows:

e Level 1—inputsto the valuation methodology are quoted prices (unadjusted) for identical assets or liabilitiesin active markets. Level 1 securitiesinclude
highly liquid government bonds and exchange-traded equities.

e Level 2—inputsto the valuation methodol ogy include quoted prices for similar assets and liabilities in active markets, and inputs that are observable for the
asset or liability, either directly or indirectly, for substantially the full term of the financial instrument. Examples of such instruments include government-
backed mortgage products, certain collateralized mortgage and debt obligations and certain high-yield debt securities.

e Level 3—inputsto the valuation methodology are unobservable and significant to the fair value measurement. Securities classified within Level 3include
broker quoted investments, certain residual interests in securitizations and other less liquid securities. Most valuations that are based on brokers' prices are
classified as Level 3 dueto alack of transparency in the process they use to develop prices.

A financia instrument’s categorization within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value measurement.

Investments, in which fair valueis based upon unadjusted quoted market prices, are reported as Level 1. We receive quoted market prices from an independent third
party, nationally recognized pricing vendor (“pricing vendor”). When quoted prices are not available, we use a pricing vendor to give an estimated fair valuein which
amounts areincluded in Level 2 of the hierarchy. If quoted prices, or an estimated price from the pricing vendor are not available or we determine that the priceis
based on disorderly transactions or in inactive markets, fair value is based upon internally devel oped models. These internal models use primarily market-based or
independently-sourced market parameters, including interest rate yield curves, option volatilities and currency rates. Valuation adjustments may be made to ensure
that financial instruments are recorded at fair value. These adjustments include amounts to reflect counterparty credit quality, our own creditworthiness, liquidity and
unobservable parameters that are applied consistently over time. The majority of the valuations of Level 3 assets were internally cal culated or obtained from
independent third-party broker quotes.

Management reviews all Level 2 and Level 3 market prices on aquarterly basis. Level 2 prices are grouped by asset class validated by using any combination of the
following:

Yield curve analysis

Published index data

Ratings data

Spread data

Sector specific economics/ performance
Alternative / comparable price sources (if available)
Price stratification to prior price

Similar traded securities

Level 3 pricesare validated on an individual security basis using multiple indicators which may include any combination of the following:

Coupon rate

Maturity data

Quiality ratings

Comparison price analysis

Sector / asset class specific index data

Vintage year / seasoning of issue (structured products)
Cash flow analysis

Alternative / comparable price sources (if available)
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7. Fair Valueof Financial I nstruments (continued)

Thefollowing is adescription of our valuation methodol ogies for assets and liabilities measured at fair value. Such valuation methodol ogies were applied to al of the
assets and liabilities carried at fair value.

Available-for-sale debt securities

We use apricing vendor to estimate fair value for the majority of our available-for-sale debt securities. The pricing vendor’s evaluations are based on market data and
use pricing modelsthat vary by asset class and incorporate available trade, bid and other market information. For investments that are not priced by the pricing
vendor, we estimated fair value using an internal matrix. Theinternal matrix uses underlying source data from independent third parties for treasury yields, market
spreads and average life calculations. Because our internal matrix prices are derived from observable market data, we include these estimatesin Level 2 of our
hierarchy.

Structured Securities

For structured securities, the majority of the fair value estimates are provided by our pricing vendor. When pricing is not available from the pricing vendor, we obtain
fair value information from brokers or use internal models. These models consider the best estimate of cash flows until maturity to determine our ability to collect
principal and interest and compare thisto the anticipated cash flows when the security was purchased. I n addition, management judgment is used to assess the
probability of collecting all amounts contractually due to us. After consideration is given to the available information relevant to assessing the collectibility, including
historical events, current conditions and reasonabl e forecasts, an estimate of future cash flows is determined. Thisincludes evaluating the remaining payment terms,
prepayment speeds, the underlying collateral, expected defaults using current default data and the financial condition of the issuer. Other factors considered are
composite credit ratings, industry forecast, analyst reports and other relevant market data are also considered, similar to those the Company believes market
participants would use.

To determinefair values for certain structured, collateralized |oan obligations (“CLO") and collateralized debt obligation (“ CDO") assets for which current pricing
indications either do not exist, or are based on inactive markets or sparse transactions, we utilize model pricing using athird-party forecasting application that
leverages historical trustee information for each modeled security. Principal and interest cash flows are modeled under various default scenarios for a given tranche of
asecurity in accordance with its contractual cash flow priority of claim and subordination with respect to credit losses. The key assumptionsinclude thelevel of
annual default rates, loss-given-default or recovery rate, collateral prepayment rate and reinvestment spread.

Fair value is then determined based on discounted projected cash flows. We use a discount rate based upon a combination of the current U.S. Treasury rate plus the
most recent gross CDO/CL O spreads (including the corresponding swap spread) by original tranche rating, which is representative of the inherent credit risk
exposurein adeal’s capital structure.

The majority of the internal valuations cal culated for structured securities are reported in Level 3 of the valuation hierarchy.
Derivatives

Exchange-traded derivatives valued using quoted prices are classified within Level 1 of the valuation hierarchy. However, few classes of derivative contracts are
listed on an exchange. Therefore, the majority of our derivative positions are valued using internally devel oped models that use as their basis readily observable
market parameters. These positions are classified within Level 2 of the valuation hierarchy. Such derivativesinclude basic interest rate swaps, options and credit
default swaps.

Fair valuesfor OTC derivative financial instruments, principally forwards, options and swaps, represent the present value of amounts estimated to be received from or
paid to a marketplace participant in settlement of these instruments (i.e., the amount we would expect to receive in aderivative asset assignment or would expect to
pay to have aderivative liability assumed). These derivatives are valued using pricing models based on the net present value of estimated future cash flows and
directly observed prices from exchange-traded derivatives or other OTC trades, while taking into account the counterparty’s credit ratings, or our own credit ratings,
as appropriate. Determining the fair value for OTC derivative contracts can require asignificant level of estimation and management judgment.
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7. Fair Valueof Financial I nstruments (continued)

New and/or complex instruments may have immature or limited markets. As aresult, the pricing models used for val uation often incorporate significant estimates and
assumptions that market participants would use in pricing the instrument, which may impact the results of operations reported in the financial statements. For long-
dated and illiquid contracts, extrapolation methods are applied to observed market data in order to estimate inputs and assumptions that are not directly observable.
This enables us to mark to market all positions consistently when only a subset of pricesisdirectly observable. Valuesfor OTC derivatives are verified using
observed information about the costs of hedging the risk and other trades in the market. As the markets for these products develop, we continually refine our pricing
modelsto correlate more closely to the market risk of these instruments.

Retained interest in securitization

Retained interestsin securitizations do not trade in an active, open market with readily observable prices. Accordingly, we estimate the fair value of certain retained
interests in securitizations using discounted cash flow (“DCF") models.

For certain other retained interestsin securitizations, asingle interest rate path DCF model is used and generally includes assumptions based upon projected finance
charges related to the securitized assets, estimated net credit |osses, prepayment assumptions and contractual interest paid to third-party investors. Changesin the
assumptions used may have a significant impact on our valuation of retained interests and such interests are, therefore, typically classified within Level 3 of the
valuation hierarchy.

We compare the fair val ue estimates and assumptions to observable market data where available and to actual portfolio experience.
Private equity investments

The valuation of non-public private equity investments requires significant management judgment due to the absence of quoted market prices, an inherent lack of
liquidity and the long-term nature of such assets. Private equity investments are valued initially based upon transaction price. The carrying values of private equity
investments are adjusted either upwards or downwards from the transaction price to reflect expected exit values as evidenced by financing and sale transactions with
third parties, or when determination of avaluation adjustment is confirmed through ongoing reviews by senior investment managers. A variety of factorsare
reviewed and monitored to assess positive and negative changes in valuation including, but not limited to, current operating performance and future expectations of
the particular investment, industry valuations of comparable public companies, changesin market outlook and the third-party financing environment over time. In
determining valuation adjustments resulting from the investment review process, emphasisis placed on current company performance and market conditions. Private
equity investments are included in Level 3 of the valuation hierarchy.

Private equity investments may also include publicly held equity securities, generally obtained through the initial public offering of privately held equity investments.

Such securities are marked-to-market at the quoted public value less adjustments for regulatory or contractual sales restrictions. Discounts for restrictions are
quantified by analyzing the length of the restriction period and the volatility of the equity security.
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7. Fair Valueof Financial I nstruments (continued)
Valuation of embedded derivatives

We make guarantees on certain variable annuity contracts, including GMAB and GMWB as well as provide credits based on the performance of certain indices
(“index credits’) on our fixed indexed annuity contracts that meet the definition of an embedded derivative. The GMAB and GMWB embedded derivative liabilities
associated with our variable annuity contracts are accounted for at fair value using arisk neutral stochastic valuation methodology with changesin fair value
recorded in realized investment gains. The inputsto our fair value methodol ogy include information derived from the asset derivatives market, including the volatility
surface and the swap curve. Several additional inputs are not obtained from independent sources, but instead reflect our internally devel oped assumptionsrelated to
mortality rates, lapse rates and policyholder behavior. The fair value of the embedded derivative liabilities associated with the index credits on our fixed indexed
annuity contractsis calcul ated using the budget method with changesin fair value recorded in policy benefits. Theinitial value under the budget method is
established based on the fair value of the options used to hedge the liabilities. The budget amount for future yearsis based on the impact of projected interest rates
on the discounted liabilities. Several additional inputsreflect our internally devel oped assumptions related to lapse rates and policyholder behavior. Asthere are
significant unobservable inputsincluded in our fair value methodol ogy for these embedded derivative liabilities, we consider the above-described methodology as a
wholeto be Level 3 within thefair value hierarchy.

Our fair value calculation of embedded derivative liabilitiesincludes a credit standing adjustment (the “ CSA”). The CSA represents the adjustment that market
participants would make to reflect the risk that guaranteed benefit obligations may not be fulfilled (“non-performance risk”). In analyzing various alternatives to the
CSA calculation, we determined that we could not use credit default swap spreads as there are no such observabl e instruments on the Company’slife insurance
subsidiaries nor could we consistently obtain an observable price on the surplus notes issued by Phoenix Life, asthe surplus notes are not actively traded.
Therefore, when discounting cash flows for calculation of the fair value of the liability, we calculated the CSA that reflects the credit spread (based on a Standard &
Poor’ s BB- credit rating) for financial services companies similar to the Company’s lifeinsurance subsidiaries. This average credit spread is recal cul ated every quarter
and, therefore, the fair value will change with the passage of time even in the absence of any other changes that would affect the valuation. The impact of the CSA
related to variable annuity GMAB and GMWB embedded derivatives at June 30, 2012 and December 31, 2011 was a reduction of $25,719 thousand and $34,679
thousand in the reserves associated with these riders, respectively.
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7. Fair Valueof Financial I nstruments (continued)

Thefollowing tables present the financial instruments carried at fair value by ASC 820-10 valuation hierarchy (as described above).

Fair Values of Financial Instrumentsby Level: As of June 30, 2012

($in thousands) Level 1 Level 2 Level 3 Total

Assets

Available-for-sale debt securities
U.S. government and agency $ 183772 $ 32,746 $ - $ 216518
State and political subdivision - 110,637 - 110,637
Foreign government - 48,616 - 48,616
Corporate - 1,496,823 41,121 1,537,944
CMBS -- 269,613 8,527 278,140
RMBS - 519,427 6,461 525,888
CDO/CLO -- -- 62,521 62,521
Other asset-backed -- 125,500 7,438 132,938

Derivative assets 15,418 114,231 - 129,649

Separate account assets 2,076,772 -- - 2,076,772

Fair value option investments() - - 7,337 7,337

Total assets $ 2275962 $ 2717593 $ 133405 $ 5126960

Liabilities

Derivative liabilities $ - $ 39479 $ - % 39,479

Embedded derivatives -- -- 154,035 154,035

Total liabilities $ - $ 39479 $ 154035 $ 193514

(1) Fair value option investments at June 30, 2012 include $7,337 thousand of available-for-sale debt securities in which the fair value option has been elected. Changesin the fair
value of these assets are recorded through net investment income.

There were no transfers of assets between Level 1 and Level 2 during the quarter ended June 30, 2012.

Fair Values of Financial Instrumentsby Level: As of December 31, 2011

($in thousands) Level 1 Level 2 Level 3 Total

Assets

Available-for-sale debt securities
U.S. government and agency $ 138947 $ 36,381 $ - $ 175328
State and political subdivision -- 82,397 -- 82,397
Foreign government - 31,877 -- 31,877
Corporate - 1,179,889 28,488 1,208,377
CMBS -- 269,514 20,441 289,955
RMBS -- 546,975 6,544 553,519
CDO/CLO -- 1,044 66,972 68,016
Other asset-backed -- 128,861 8,062 136,923

Derivative assets 16,185 97,037 - 113,222

Separate account assets®!) 2,419,655 78,325 - 2,497,980

Fair value option i nvestments® -- -- 7,299 7,299

Total assets $ 2574787 $ 2452300 $ 137,806 $ 5,164,893

Liabilities

Derivative liabilities $ - $ 22457 $ - 8 22,457

Embedded derivatives -- -- 120,862 120,862

Total liabilities $ - $ 22457 $ 120862 $ 143319

(1)  Excludes $40,086 thousand in limited partnerships and real estate investments accounted for on the equity method as well as $8,941 thousand in cash and cash equivaents and
money market funds.

(2 Fair value option investments at December 31, 2011 include $7,299 thousand of available-for-sale debt securities in which the fair value option has been elected. Changesin the
fair value of these assets are recorded through net investment income.

There were no transfers of assets between Level 1 and Level 2 during the year ended December 31, 2011.
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7. Fair Valueof Financial I nstruments (continued)
Level 3financial assetsand liabilities

Thefollowing tables set forth asummary of changesin the fair value of our Level 3 financial assets and liabilities. Financial assets and liabilities are classified in their
entirety based on the lowest level of input that is significant to the fair value measurement. For example, a hypothetical derivative contract with Level 1, Level 2 and
significant Level 3inputswould be classified asalLevel 3 financial instrument inits entirety. Subsequently, evenif only Level 1 and Level 2 inputs are adjusted, the
resulting gain or lossis classified as Level 3. Further, Level 3 instruments are frequently hedged with instruments that are classified as Level 1 or Level 2 and,
accordingly, gains or losses reported as Level 3 in the table below may be offset by gains or losses attributabl e to instruments classified in Level 1 or 2 of thefair
value hierarchy.

Level 3 Financial Assets: Three Months Ended June 30, 2012
(% in thousands) Asset- Corp & Fair Value Total
Backed CDO/CLO Other CMBS RMBS Options Assets

Balance, beginning of period $ 7525 $ 68302 $ 40873 $ 19597 $ 6,533 $ 7422 $ 150,252
Purchases 40 2,925 2,010 -- -- -- 4,975
Sdles (203) (8,558) 8) (775) (203) (22) (9,569)
Transfersinto Level 3() - - 13,883 - - - 13,883
Transfers out of Level 3 - - (16,105) (10,875) - - (26,980)
Realized gains (losses)

included in earnings (39) - - - - (26) (65)
Unrealized gains (losses)

included in other comprehensive

income (loss) 17 (279) 474 577 1 - 790
Amortization/accretion 2 131 (6) 3 30 (37) 119
Balance, end of period $ 7438 $ 62521 $ 41121 $ 8527 $ 6,461 $ 7,337 $ 133,405

(1) Transfersinto Level 3 for the three months ended June 30, 2012 represent securities for which Level 2 input assumptions for valuation pricing were no longer applicable.
(2 Transfersout of Level 3 for the three months ended June 30, 2012 represent securities for which reliable Level 2 input assumptions for valuation pricing became obtainable.

Level 3 Financial Assets: Three Months Ended June 30, 2011
(% in thousands) Asset- Fair Value Total
Backed CDO/CLO  Corporate CMBS RMBS Options Assets

Balance, beginning of period $ 1488 $ 64112 $ 32779 $ 22081 $ 11,767 $ 7,482 $ 153110
Purchases 4,000 -- 2,026 2,875 -- -- 8,901
Sdles (687) (4,235) (26) (463) (144) (19) (5,574)
Transfersinto Level 3 - - 2,213 - - - 2,213
Transfers out of Level 3?0 (3,030) - - - (4,645) - (7,675)
Realized gains (losses)

included in earnings (59) (222) 9 - - 27 (245)

Unrealized gains (losses)
included in other comprehensive

income (loss) 260 (1,002) 1,097 58 448 119 980
Amortization/accretion 8 126 13 9 34 9 199
Balance, end of period $ 15381 $ 58779 $ 38111 $ 24560 $ 7,460 $ 7,618 $ 151,909

(1)  Transfersinto Level 3 for the three months ended June 30, 2011 represent securities for which Level 2 input assumptions for valuation pricing were no longer applicable.
(2 Transfersout of Level 3 for the three months ended June 30, 2011 represent securities for which reliable Level 2 input assumptions for valuation pricing became obtainable.
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7. Fair Valueof Financial I nstruments (continued)

Level 3 Financial Assets: Six Months Ended June 30, 2012
(% in thousands) Asset- Corp & Fair Value Total
Backed CDO/CLO Other CMBS RMBS Options Assets

Balance, beginning of period $ 8062 $ 66972 $ 28488 $ 20441 $ 6,544 $ 7299 $ 137,806
Purchases 40 2,925 14,774 -- -- -- 17,739
Sdles (639) (9,425) (2,597) (2,183) (201) (22) (15,067)
Transfersinto Level 3 - 1,261 3,674 - - - 4,935
Transfers out of Level 3?) - - (4,834) (10,875) - - (15,709)
Realized gains (losses)

included in earnings 6 56 -- - @) (26) 35

Unrealized gains (losses)
included in other comprehensive

income (loss) (30) 533 1,603 1,138 58 - 3,302
Amortization/accretion (1) 199 13 6 61 86 364
Balance, end of period $ 7438 $ 62521 $ 41121 $ 8527 $ 6,461 $ 7,337 $ 133,405

(1)  Transfersinto Level 3 for the six months ended June 30, 2012 represent securities for which Level 2 input assumptions for valuation pricing were no longer applicable.
(2 Transfersout of Level 3 for the three months ended June 30, 2012 represent securities for which reliable Level 2 input assumptions for valuation pricing became obtainable.

Level 3 Financial Assets: Six Months Ended June 30, 2011
(% in thousands) Asset- Fair Value Total
Backed CDO/CLO  Corporate CMBS RMBS Options Assets

Balance, beginning of period $ 19671 $ 63184 $ 30060 $ 10308 $ 7437 $ 7,289 $ 137,949
Purchases 6,600 -- 2,056 14,169 4,500 -- 27,325
Sales (1,682) (6,262) (35) (584) (341) (19) (8,923)
Transfersinto Level 3 - - 2,213 - - - 2,213
Transfers out of Level 3 (9,441) - - - (4,645) - (14,086)
Realized gains (losses)

included in earnings (12) (293) 9 - - 146 (149)

Unrealized gains (losses)
included in other comprehensive

income (loss) 229 1,958 3,779 658 427 179 7,230
Amortization/accretion 15 192 29 9 82 23 350
Balance, end of period $ 15381 $ 58779 $ 38111 $ 24560 $ 7,460 $ 7618 $ 151,909

(1)  Transfersinto Level 3 for the six months ended June 30, 2011 represent securities for which Level 2 input assumptions for valuation pricing were no longer applicable.
(@ Transfersout of Level 3 for the six months ended June 30, 2011 represent securities for which reliable Level 2 input assumptions for valuation pricing became obtainable.
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7. Fair Valueof Financial I nstruments (continued)

Level 3 Financial Liabilities:

($ in thousands)

Balance, beginning of period

Net purchases/(sales)
Transfersinto Level 3
Transfers out of Level 3
Realized (gains) losses

Deposits less benefits
Changein fair va ue®
Amortization/accretion

Embedded Derivative Liabilities

Three Months Ended Six Months Ended
June 30, June 30,

2012 2011 2012 2011
$ 113828 % 27,082 $ 120862 $ 26,484
13,713 10,929 28,348 24,230
(1,912) -- (3,495) -
18,088 4,913 (2,904) (7,247)
Unrealized gains (losses) included in other comprehensive loss - - -- -
10,318 3 11,224 (540)
$ 154035 $ 42927 $ 154035 $ 42,927

Balance, end of period

(1)  Represents change in fair value related to fixed index credits recognized in policy benefits on the statements of comprehensive income.

The unobservable inputs used in the fair value measurement of CDO/CL O and fair value options are prepayment rates, default rates, recovery rates, and reinvestment
spread. Significant changesin any of these inputs on its own may result in asignificant change in the fair value measurement, particularly for subordinated tranches.
Generally, for aCDO/CLO whose collatera’ s weighted-average spread is higher than the assumed reinvestment spread, an increase in prepayment rates would
decrease the fair value while the deal remains within its reinvestment period. If the weighted-average spread is|ower than the assumed reinvestment spread, an
increase in prepayment rates would increase the fair value. Keeping all other inputs unchanged, a significant increase in the annual default rates would likely result in

adecreaseto fair value.

The following table presents quantitative information about unobservable inputs used in the fair value measurement of internally priced assets.

Level 3 Assets:

As of June 30, 2012

($ in thousands) Fair Value Valuation Technique(s) Unobservable Input Range
CDO/CLO $ 60,845 Discounted cash flow Prepayment rate 20% (CLOs)
Default rate 2.5% (CLOs)
Recovery rate 65% (Loans), 35% (High yield bonds),
45% (Investment grade bonds)
Reinvestment spread 3 mo LIBOR + 400bps (CLOs)
Fair value options 7,337 Discounted cash flow Default rate 0.6% - 0.8% (CDOs)
Recovery rate 45% (Investment grade bonds)
Other asset-backed 1,290 Discounted cash flow Prepayment rate 20% (CLOs)
Default rate 2.53% for 48 mos then .33% thereafter
Recovery rate 65% (Loans)
Reinvestment spread 3mo LIBOR + 400bps (CLOs)
Total Level 3 assets) $ 69472

(1) Excludes $63,933 thousand of Level 3 assets which are valued based upon non-binding independent third-party valuations for which unobservable inputs are not reasonably

availableto us.

31



7. Fair Valueof Financial I nstruments (continued)

Significant unobservable inputs used in the fair value measurement of variable annuity GMAB and GMWB liabilities are volatility surface, swap curve, mortality and
lapse rates and an adjustment for non-performance risk. Keeping other inputs unchanged, an increase in the volatility surface would increase the fair value of the
liability while adecrease in the swap curve or CSA would result in a decrease the fair value of theliability. The impact of changesin mortality and lapse rates are
dependent on overall market conditions. Significant unobservable inputs used in the fair value measurement of the GPAF liability are interest and mortality rates.
Increasesin either of these inputs would result in a decrease of the GPAF fair value liability. Thefair value of fixed indexed annuity embedded derivative related to
index creditsis calculated using the swap curve, mortality and lapse rates, as well as an adjustment for non-performance risk. Keeping other inputs unchanged, an
increase in any of these significant unobservable inputs would result in a decrease of the fixed indexed annuity embedded derivative liability.

The following table presents quantitative information about unobservable inputs used in the fair value measurement of internally priced liabilities.

Level 3 Liabilities:

As of June 30, 2012

($ in thousands) Fair Value Valuation Technique(s) Unobservable Input Range
Embedded derivatives $ 37,762 Risk neutral stochastic Volatility surface 12.26% - 48.88%
(GMAB / GMWB) valuation methodol ogy
Swap curve 0.17% - 2.61%
Mortality rate 75% of A2000 basic table
Lapserate 0.00% - 60.00%
CSA 5.03%
Embedded derivatives $ 1,101 Real world single scenario Interest rate 3.46%
(GPAF) cash flow projection
Mortality rate 70% 1994 MGDB
Embedded derivatives $ 115172 Budget method Swap curve 0.17% - 2.61%
(Index credits) Mortality rate 75% of A2000 basic table
Lapse rate 1.00% - 35.00%
CSA 5.03%
Total Level 3 $ 154,035
liabilities

Fair value of financial instruments

The Company isrequired by GAAP to disclose the fair value of certain financial instrumentsincluding those that are not carried at fair value. The following table
discloses the Company’sfinancial instruments where the carrying amounts and fair values differ:

Carrying Amountsand Fair Values of Financial Instruments: Asof June 30, 2012 As of December 31, 2011
($in thousands) Carrying Fair Carrying Fair
Value Value Value Value

Financial liabilities:

Investment contracts $ 2054657 $ 2061222 $ 1,721,219 $ 1,728,887
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7. Fair Valueof Financial I nstruments (continued)
Fair value of investment contracts

We determine the fair value of guaranteed interest contracts by using a discount rate based upon the appropriate U.S. Treasury rate to calcul ate the present val ue of
projected contractual liability payments through final maturity. We determine the fair value of deferred annuities and supplementary contracts without life
contingencies with an interest guarantee of one year or less at the amount of the policy reserve. In determining the fair value of deferred annuities and supplementary
contracts without life contingencies with interest guarantees greater than one year, we use a discount rate based upon the appropriate U.S. Treasury rate to calculate
the present value of the projected account value of the policy at the end of the current guarantee period.

Deposit type funds, including pension deposit administration contracts, dividend accumulations, and other funds left on deposit not involving life contingencies,
have interest guarantees of less than one year for which interest credited is closely tied to rates earned on owned assets. For these liabilities, we assumefair value to
be equal to the stated liability balances.

Thefair value of these investment contracts are categorized as Level 3.

8. IncomeTaxes

Itisour policy to estimate taxes for interim periods based on estimated annual effective tax rates which are derived, in part, from expected annual pre-tax income.
However, the federal income tax expense for the three and six months ended June 30, 2012 has been computed based on the first six months of 2012 as adiscrete
period due to the uncertainty regarding our ability to reliably estimate pre-tax income for the remainder of the year. Due to this uncertainty, we are unable to develop a
reasonabl e estimate of the annual effective tax rate for the full year 2012.

Asof June 30, 2012, we performed our assessment of the realization of deferred tax assets. Significant management judgment is required in determining the provision
for income taxes and, in particular, any valuation allowance recorded against our deferred tax assets. Our methodol ogy for determining the realizability of deferred tax
assets involves estimates of future taxable income and consideration of available tax planning strategies and actions that could be implemented, if necessary. These
estimates are projected through the life of the related deferred tax assets based on assumptions that we believe to be reasonable and consistent with current
operating results. Changes in future operating results not currently forecasted may have a significant impact on the realization of deferred tax assets. Based on the
scheduling of gross deferred tax liabilities, avaluation allowance is not required at June 30, 2012, aswe believe it ismore likely than not that the deferred tax assets
will be recognized.

Tax benefit of $3,667 thousand and $2,534 thousand was recognized in the income statement for the three and six months ended June 30, 2012. The tax benefit for the
three and six months ended June 30, 2012 was primarily related to current year pre-tax losses.

We areincluded in the consolidated federal income tax return filed by PNX and are party to atax sharing agreement by and among PNX and its subsidiaries. In
accordance with this agreement, federal income taxes are allocated as if they had been cal cul ated on a separate company basis, except that benefits for any net
operating losses or other tax credits used to offset atax liability of the consolidated group will be provided to the extent such loss or credit isutilized in the
consolidated federal tax return.

Within the consolidated tax return, we are required by regulations of the Internal Revenue Service (the “IRS”) to segregate the entities into two groups: life insurance
companies and non-life insurance companies. We are limited as to the amount of any operating losses from the non-life group that can be offset against taxable
income of the life group. These limitations may affect the amount of any operating loss carryovers that we have now or in the future.

The Company is no longer subject to U.S. federal income tax examinations by tax authorities for years before 2010.

In accordance with the tax sharing agreement, we had an intercompany current tax payable of $8,357 thousand and $15,514 thousand as of June 30, 2012 and
December 31, 2011, respectively.

33



8. Income Taxes (continued)
To the extent required under the relevant tax law, we recognize interest and penalties related to amounts accrued on uncertain tax positions and amounts paid or

refunded from federal and state income tax authoritiesin tax expense. The interest and penalties recorded during the three month period ending June 30, 2012 were not
material.

9. Other Comprehensive Income

Sour ces of Other Compr ehensive Income: Three Months Ended June 30,
($in thousands) 2012 2011
Gross Net Gross Net

Unrealized gains on investments $ 45313 % 16,781 $ 17,908 $ 12,441
Adjustments for net realized investment (gains) losses on

available-for-sale securities included in net income 499 1,008 (900) (570)
Net unrealized investment gains 45,812 17,789 17,008 11,871
Net unrealized gains (losses) on derivative instruments - - -- --
Other comprehensive income 45812 $ 17,789 17,008 $ 11,871
Applicable deferred policy acquisition cost amortization 18,445 11,436
Applicable deferred income tax expense (benefit) 9,578 (6,299)
Offsets to other comprehensive income 28,023 5,137
Other comprehensiveincome $ 17,789 $ 11,871
Sour ces of Other Comprehensive Income: Six Months Ended June 30,
($in thousands) 2012 2011

Gross Net Gross Net

Unrealized gains on investments $ 65132 $ 24597 % 31,398 $ 15,574
Adjustments for net realized investment (gains) losses on

available-for-sale securities included in net income 1,099 785 (712) (452)
Net unrealized investment gains 66,231 25,382 30,686 15,122
Net unrealized gains (losses) on derivative instruments - - -- -
Other comprehensive income 66231 $ 25382 3068 $ 15122
Applicable deferred policy acquisition cost amortization 27,183 16,113
Applicable deferred income tax expense (benefit) 13,666 (549)
Offsets to other comprehensive income 40,849 15,564
Other comprehensiveincome $ 25,382 $ 15,122

10. Contingent Liabilities
Litigation and Arbitration

We areregularly involved in litigation and arbitration, both as a defendant and as a plaintiff. The litigation and arbitration naming us as a defendant ordinarily
involves our activities as an insurer, investor or investment advisor.

Itisnot feasible to predict or determine the ultimate outcome of all legal or arbitration proceedings or to provide reasonabl e ranges of potential losses. Based on
current information, we believe that the outcomes of our litigation and arbitration matters are not likely, either individually or in the aggregate, to have amaterial
adverse effect on our financial condition. However, given the large or indeterminate amounts sought in certain of these matters and the inherent unpredictability of
litigation and arbitration, it is possible that an adverse outcome in certain matters could, from time to time, have a material adverse effect on our financial statementsin
particular quarterly or annual periods.



10. Contingent Liabilities (continued)

On June 5, 2012, Wilmington Savings Fund Society, FSB, as successor in interest to ChristianaBank & Trust Company and as trustee of 60 unnamed trusts, filed a
complaint against PHL Variable, Phoenix Life and PNX. in the United States District Court for the Central District of California(Case No. CV12-04926). The plaintiffs
allege that the Company promoted certain policy sales knowing that the policies would ultimately be owned by investors and then challenging the validity of these
policies or denying claims submitted on same. Plaintiffs are seeking damages, including punitive and treble damages, attorneys’ fees and a declaratory judgment. We
have meritorious defenses against the lawsuit and we intend to vigorously defend against these claims. The outcome of thislitigation and any potential losses are
uncertain.

Regulatory Matters

State regulatory bodies, the Securities and Exchange Commission (“ SEC"), the Financial Industry Regulatory Authority (“FINRA"), the IRS and other regul atory
bodies regularly make inquiries of us and, from time to time, conduct examinations or investigations concerning our compliance with laws and regulations related to,
among other things, our insurance and broker-deal er subsidiaries, securities offerings and registered products. We endeavor to respond to such inquiriesin an
appropriate way and to take corrective action if warranted.

Regulatory actions may be difficult to assess or quantify. The nature and magnitude of their outcomes may remain unknown for substantial periods of time. Itisnot
feasible to predict or determine the ultimate outcome of all pending inquiries, investigations, legal proceedings and other regulatory actions, or to provide reasonable
ranges of potential losses. Based on current information, we believe that the outcomes of our regulatory matters are not likely, either individually or in the aggregate,
to have amaterial adverse effect on our financial condition. However, given the inherent unpredictability of regulatory matters, it is possible that an adverse outcome
in certain matters could, from time to time, have amaterial adverse effect on our financial statementsin particular quarterly or annual periods.

Unclaimed Property Inquiry

OnJuly 5, 2011, the New Y ork Department of Financial Services (formerly known as the State of New Y ork Insurance Department) issued a letter (“308 Letter”)
requiring life insurers doing businessin New Y ork to use data available on the U.S. Social Security Administration’s Death Master File or asimilar database to
identify instances where death benefits under life insurance policies, annuities, and retained asset accounts are payable, to locate and pay beneficiaries under such
contracts, and to report the results of the use of the data. Additionally, the insurers are required to report on their success in finding and making payments to
beneficiaries or escheatment of funds deemed abandoned under state laws. We estimate the remaining amount of claim and interest payments to beneficiaries or state
(s) to be $24 thousand ($16 thousand after deferred policy acquisition cost offsets). This amount has been recorded in policy liabilities and accruals.

11. Subsequent Events
On August 2, 2012, the Company and its parent, Phoenix Life, and ultimate parent, PNX, were named in alawsuit brought by LimaLSPLC. The suit allegesthat the
Company sold policies knowing that the policies would ultimately be owned by investors and then challenging the validity of these policies or denying claims

submitted on same. The suit names certain current and former executive officersin addition to the corporate defendants. The Company intends to defend against
these claims vigorously. The outcome of this case and any potential |osses are uncertain.
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Item2. MANAGEMENT’'SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING STATEMENTS

The discussion in this Quarterly Report on Form 10-Q may contain “ forward-looking statements” within the meaning of the Private Securities Litigation Reform
Act of 1995. We intend for these forward-looking statements to be covered by the safe harbor provisions of the federal securities laws relating to forward-looking
statements. These forward-looking statements include statementsrelating to trendsin, or representing management’s beliefs about our future transactions,
strategies, operations and financial results, and often contain words such as“ will,” “ anticipate,” “ believe,” “ plan,” “ estimate,” “ expect,” “intend,” “is
targeting,” “ may,” “should” and other similar words or expressions. Forward-looking statements are made based upon management’s current expectations and
beliefs concerning trends and future devel opments and their potential effects on us. They are not guarantees of future performance. Our actual business, financial
condition or results of operations may differ materially from those suggested by forward-looking statements as a result of risks and uncertainties which include,
among others: (i) unfavorable general economic developmentsincluding, but not limited to, specific related factors such as the performance of the debt and
equity markets; (ii) the potential adverse affect of interest rate fluctuations on our business and results of operations; (iii) the impact on our results of operations
and financial condition of any required increase in our reserves for future policyholder benefitsand claimsif such reserves prove to be inadequate; (iv) the
possibility that mortality rates, persistency rates, funding levels or other factors may differ significantly from our assumptions used in pricing products; (v) the
effect of limited access to external sources of liquidity and financing; (vi) the effect of guaranteed benefits within our products; (vii) potential exposure to
unidentified or unanticipated risk that could adversely affect our businesses or result in losses; (viii) the consequences related to variationsin the amount of our
statutory capital could adversely affect our business; (ix) the possibility that we may not be successful in our effortsto implement a business plan focused on new
mar ket segments; (x) changesin our investment valuations based on changesin our valuation methodologies, estimations and assumptions; (xi) the impact of
downgradesin our debt or financial strength ratings; (xii) the availability, pricing and terms of reinsurance coverage generally and the inability or
unwillingness of our reinsurersto meet their obligations to us specifically; (xiii) our ability to attract and retain key personnel in a competitive environment;
(xiv) our dependence on third partiesto maintain critical business and administrative functions; (xv) the strong competition we face in our business from banks,
insurance companies and other financial servicesfirms; (xvi) tax developments may affect us directly or indirectly through the cost of, the demand for or
profitability of our products or services; (xvii) the possibility that the actions and initiatives of the federal and state governments, including those that we elect to
participate in, may not improve adver se economic and market conditions generally or our business, financial condition and results of operations specifically;
(xviii) regulatory developments or actions may harm our business; (xix) legal actions could adver sely affect our business or reputation; (xx) changesin
accounting standards; and (xxi) other risks and uncertainties described herein or in any of our filings with the SEC. Certain other factors which may impact our
business, financial condition or results of operations or which may cause actual resultsto differ from such forward-looking statements are discussed or included
in our periodic reportsfiled with the SEC and are available on our website at www.phoenixwm.com under “ Investor Relations.” You are urged to carefully
consider all such factors. We do not undertake or plan to update or revise forward-looking statements to reflect actual results, changesin plans, assumptions,
estimates or projections, or other circumstances occurring after the date of this Form 10-Q, even if such results changes or circumstances makeit clear that any
forward-looking information will not be realized. If we make any future public statements or disclosures which modify or impact any of the forward-looking
statements contained in or accompanying this Form 10-Q, such statements or disclosureswill be deemed to modify or supersede such statementsin this Form 10-

Q.

"o "o "o "o n o

MANAGEMENT'SNARRATIVE ANALYSISOF THE RESULTS OF OPERATIONS

This section reviews our financial condition as of June 30, 2012 as compared with December 31, 2011; our results of operations for the three and six months ended
June 30, 2012 and 2011; and, where appropriate, factors that may affect our future financial performance. This discussion should be read in conjunction with the
unaudited interim financial statements and notes contained in thisfiling aswell asin conjunction with our financial statements for the year ended December 31, 2011
in our 2011 Annual Report on Form 10-K.
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Executive Overview
Business

We provide lifeinsurance and annuity products through independent agents and financial advisors. Our policyholder base includes both affluent and middle market
consumers, with our more recent business concentrated in the middle market. Most of our lifeinsurance in force is permanent lifeinsurance (universal life and
variable universal life) insuring one or more lives. Our annuity productsinclude deferred fixed and variable annuities with avariety of death benefit and guaranteed
living benefit options.

Since 2009, our ultimate parent company, The Phoenix Companies, Inc. (“PNX"), has focused on selling products and services that are less capital intensive and less
sensitivetoitsratings. In 2011 and the first six months of 2012, PHL Variable Insurance Company (“PHL Variable”) product sales were primarily in fixed indexed
annuities.

Earnings Drivers
Our profitability is driven by interaction of the following elements:

e Feesonlifeand annuity products. Fees consist primarily of (1) cost of insurance charges, which are based on the difference between policy face amounts
and the account values (referred to as the net amount at risk); (2) asset-based fees (including mortality and expense charges for variable annuities) which are
calculated as a percentage of assets under management within our separate accounts; (3) premium-based fees to cover premium taxes and renewal
commissions; and (4) surrender charges.

e Policy benefitsinclude death claims net of reinsurance cash flows, including ceded premiums and recoverables, interest credited to policyholders and
changesin reserves for future claims payments. Certain universal life reserves are based on management’s assumptions about future cost of insurance fees
and interest margins which, in turn, are affected by future premium payments, surrenders, |lapses and mortality rates. Actual experience can vary significantly
from these assumptions, resulting in greater or lesser changesin reserves. In addition, we regularly review and reset our assumptionsin light of actual
experience, which can result in material changes to these reserves.

For fixed indexed annuities, policy benefitsinclude the change in the liability associated with guaranteed minimum withdrawal benefits and the fair value of
an embedded derivative liability. The assumptions used to cal culate the guaranteed minimum withdrawal liability are consistent with those used for
amortizing deferred policy acquisition costs. The fair value of the embedded derivative liability is calculated using significant management estimates,
including (1) the expected value of index credits on the next policy anniversary dates, (2) theinterest rate used to project the future growth in the contract
liability, (3) the discount rate used to discount future benefit payments, which includes an adjustment for our credit worthiness; and (4) the expected costs
of annual call optionsthat will be purchased in the future to fund index credits beyond the next policy anniversary. These factors can vary significantly from
period to period.

Certain of our variable annuity contracts include guaranteed minimum death and income benefits. The change in the liability associated with these
guaranteesisincluded in policy benefits. The value of these liabilitiesis sensitive to changes in equity markets, equity market volatility and interest rates, as
well as subject to management assumptions regarding future surrenders, rider utilization rates and mortality.

e Interest margins. Interest margins consist of net investment income earned on universal life, fixed indexed annuities and other policyholder funds, gainson
options purchased to fund index creditsless the interest or index credits applied to policyholders on those funds. Interest margins also include investment
income on assets supporting the Company’s surplus.

o Non-deferred operating expenses are expenses rel ated to servicing policies, premium taxes, reinsurance allowances, non-deferrable acquisition expenses
and commissions and general overhead. They also include employee and other benefit costs allocated to us by PNX.
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Deferred policy acquisition cost amortization is based on the amount of expenses deferred, actual results in each quarter and management’s assumptions
about the future performance of the business. The amount of future profit or margin is dependent principally on investment returnsin our separate accounts,
interest and default rates, reinsurance costs and recoveries, mortality, surrender rates, premium persistency and expenses. These factors enter into
management’s estimates of gross profits, which generally are used to amortize deferred policy acquisition costs. Actual equity market movements, net
investment income in excess of amounts credited to policyholders, claims payments and other key factors can vary significantly from our assumptions,
resulting in amisestimate of gross profits, and achange in amortization, with aresulting impact to income. In addition, we regularly review and reset our
assumptionsin light of actual experience, which can result in material changes in amortization.

Net realized investment gains or losses related to investments and hedging programs include transaction gains and losses, OTTls and changesin the value
of certain derivatives. Certain of our variable annuity contracts include guaranteed minimum withdrawal and accumulation benefits that are accounted for as
embedded derivatives. The changein fair value related to these embedded derivativesis also included in net realized gains or losses.

Income tax expense/benefit consists of both current and deferred tax provisions. Computation of these amountsis afunction of pre-tax income and the
application of relevant tax law and GAAP accounting guidance. In valuing our deferred tax assets, we make significant judgments with respect to the
reversal of certain temporary book-to-tax differences, specifically estimates of future taxable income over the periodsin which the deferred tax assets are
expected to reverse, including consideration of the expiration dates and amounts of carryforwards related to net operating losses, capital losses, foreign tax
credits and general business tax credits.

Under GAAP, premiums and deposits for variable life, universal life and annuity products are not recorded as revenues. For certain investment options of variable
products, deposits are reflected on our balance sheet as an increase in separate account liabilities. Premiums and deposits for universal life, fixed annuities and certain
investment options of variable annuities are reflected on our balance sheet as an increase in policyholder deposit funds. Premiums and deposits for other products
are reflected on our balance sheet as an increasein policy liabilities and accruals.

Recent Trends on Earnings Drivers

Feeson life and annuity products. Fees on our life and annuity products decreased $10,707 thousand in the quarter ended June 30, 2012 compared with the
quarter ended June 30, 2011. Lower fees were primarily aresult of adecrease of $7,547 thousand in cost of insurance charges related to declining life
insurance in force and a decrease of $2,474 thousand in surrender charges consistent with lower policy surrenders.

Policy benefits. Policy benefitsincreased $3,291 thousand in the quarter ended June 30, 2012 compared with the quarter ended June 30, 2011. The increase
primarily related to $12,567 thousand of higher expensesin the quarter ended June 30, 2012 compared with the quarter ended June 30, 2011 related to
changesin thefair value of the fixed indexed annuity embedded derivatives and the liabilities associated with guarantees. Thisincrease was partially offset
by arelease of other insurance benefit reserves as aresult of claimswithin a certain policy year cohort during the second quarter of 2012.

Interest margins. Interest margins on universal life and annuities were $17,159 thousand for the quarter ended June 30, 2012, compared to $8,462 thousand
for the quarter ended June 30, 2011. Universal lifeinterest margins increased $1,236 thousand primarily as aresult of lower interest credited consistent with
declining funds under management, as well as higher investment income. Annuity interest marginsincreased $7,461 thousand primarily as aresult of higher
investment income attributabl e to increases in investments backing fixed indexed annuities.

Operating expenses. Non-deferred operating expenses increased $6,096 thousand to $24,471 thousand from $18,375 thousand for the quarters ended

June 30, 2012 and 2011, respectively. The increase in operating expenses was aresult of additional expenses associated with a previously announced policy
administration system conversion and higher employee benefits.

Deferred policy acquisition cost. Excluding the impact of net realized investment losses, policy acquisition cost amortization increased $7,518 thousand to
$31,775 thousand from $24,257 thousand in the quarters ended June 30, 2012 and 2011, respectively. Amortization increased $3,615 thousand related to fixed
indexed annuities as deferred expenses related to new sales continue to amortize and $2,985 thousand related to universal life as aresult of higher mortality
margins for the second quarter of 2012 as compared with the prior year period.
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e Netrealized investment gains or losses on our investments. Net realized investment losses of $7,044 thousand were recognized during the quarter ended
June 30, 2012 compared with $2,189 thousand during the quarter ended June 30, 2011. Realized investment losses for the quarter ended June 30, 2012
primarily related to aloss of $7,012 thousand on derivative assets backing our fixed indexed annuity guarantees. In addition, we recognized $613 thousand of
impairments on debt securities, partially offset by $115 thousand of net transaction gains. Realized investment losses for the quarter ended June 30, 2011
primarily consisted of aloss of $3,089 thousand on derivative assets and embedded derivative liabilities and $436 thousand of impairments on debt
securities, partially offset by $1,336 thousand in net transaction gains.

e Incometaxes. The Company recorded income tax benefit of $3,667 thousand for the quarter ended June 30, 2012 compared with an expense of $6,205
thousand as of June 30, 2011.

Strategy and Outlook

Since 2009, we have taken significant actions to reduce expenses, effectively manage our in force business, reduce balance sheet risk, increase liquidity and pursue
new growth opportunities. These actions are beginning to have their intended effect and, we believe, position us for profitability in 2012 and beyond. However, our
business and results from operations are sensitive to general economic conditions aswell as capital market trends, including equity markets and interest rates.

We expect to continue to focus on the following key strategic pillarsin 2012:

Balance sheet strength;
Policyholder service;
Operational efficiency; and
Profitable growth.

We believe thereis significant demand for our products among middle market households seeking to accumulate assets and secure lifetime income during retirement.
The current low interest rate environment provides limited opportunities for consumers to protect principal and generate predictable income. Our indexed annuity
products are positioned favorably vis-a-vistraditional investments such as bank certificates of deposits.

Recent trendsin the life insurance industry may affect our mortality, policy persistency and premium persistency. The evolution of the financial needs of
policyholders, the emergence of a secondary market for life insurance, and increased availability and subsequent contraction of premium financing suggest that the
reasons for purchasing our products changed. Deviationsin experience from our assumptions have had, and could continue to have, an adverse effect on the
profitability of certain universal life products. Most of our current products permit us to increase charges and adjust crediting rates during the life of the policy or
contract (subject to guarantees in the policies and contracts). We have made, and may in the future make, such adjustments.

During June and August of 2012, the Company and its parent, Phoenix Life Insurance Company (“ Phoenix Life"), and ultimate parent, PNX, were named in two
lawsuits brought by Wilmington Savings Fund Society, FSB, and Lima LS PLC, respectively. The suits allege that the Company sold policies knowing that the
policieswould ultimately be owned by investors and then challenging the validity of these policies or denying claims submitted on same. The Lima case names
certain current and former executive officersin addition to the corporate defendants. The Company intends to defend against these claims vigorously. The outcomes
of these cases and any potential losses are uncertain. See Part |1 — Legal Proceedings for additional information.

Impact of New Accounting Standards

For adiscussion of new accounting standards, see Note 2 to our financial statementsin this Form 10-Q.

Critical Accounting Estimates

The discussion and analysis of our financial condition and results of operations are based upon our financial statements, which have been prepared in accordance
with GAAP. GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. Critical accounting
estimates are reflective of significant judgments, often as aresult of the need to make estimates about the effect of mattersthat are inherently uncertain.
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A complete description of our critical accounting estimatesis set forth in our 2011 Annual Report on Form 10-K. Management believes that those critical accounting
estimates as set forth in the 2011 Annual Report on Form 10-K are important to understanding our financial condition and financial statements.

Results of Operations

Summary Financial Data: Three Months Ended Increase (decrease) and
($in thousands) June 30, per centage change
2012 2011 2012 vs. 2011
REVENUES:
Premiums $ 1804 $ 9 $ 1,708 NM
Insurance and investment product fees 91,110 101,817 (10,707) (11%)
Net investment income 32,798 24,231 8,567 35%
Net realized investment gains (losses): %
Total OTTI losses (3,003) (782) (2,221) NM
Portion of OTTI losses recognized in OCI 2,390 346 2,044 NM
Net OTTI losses recognized in earnings (613) (436) a7 (41%)
Net redlized investment gains (losses), excluding OTTI losses (6,431) (1,753) (4,678) NM
Net reaized investment gains (losses) (7,044) (2,189) (4,855) (222%)
Total revenues 118,668 123,955 (5,287) (4%)
BENEFITS AND EXPENSES:
Policy benefits 76,878 73,587 3,291 4%
Policy acquisition cost amortization 27,024 24,224 2,800 12%
Other operating expenses 24,471 18,375 6,096 33%
Total benefitsand expenses 128,373 116,186 12,187 10%
Income (loss) before income taxes (9,705) 7,769 (17,474) (225%)
Income tax expense (benefit) (3,667) 6,205 (9,872) (159%)
Net income (loss) $ (6,038 $ 1564 8 (7,602) NM
Not meaningful (NM)
Summary Financial Data: Six Months Ended Increase (decr ease) and
($in thousands) June 30, per centage change
2012 2011 2012 vs. 2011
REVENUES:
Premiums $ 2517 % 259 $ 2,258 NM
Insurance and investment product fees 187,643 203,647 (16,004) (8%)
Net investment income 63,060 45,629 17,431 38%
Net realized investment gains (losses): %
Total OTTI losses (4,089) (1,662) (2,427) (146%0)
Portion of OTTI losses recognized in OCI 2,817 732 2,085 NM
Net OTTI losses recognized in earnings (1,272) (930) (342) (37%)
Net redlized investment gains, excluding OTTI losses (13,544) (5,721) (7,823) (137%)
Net redized investment gains (losses) (14,816) (6,651) (8,165) (123%)
Total revenues 238,404 242,884 (4,480) (2%)
BENEFITSAND EXPENSES:
Policy benefits 140,553 123,865 16,688 13%
Policy acquisition cost amortization 55,759 56,508 (749) (1%)
Other operating expenses 47,769 37,071 10,698 29%
Total benefits and expenses 244,081 217,444 26,637 12%
Income (loss) before income taxes (5,677) 25,440 (31,117) (122%)
Income tax expense (benefit) (2,534) 8,653 (11,187) (129%)
Net income (l0ss) $ (3143 $ 16787 $  (19930)  (119%)

Not meaningful (NM)



Analysis of Results of Operations

Three months ended June 30, 2012 compared with three months ended June 30, 2011

The Company recorded net |oss of $6,038 thousand for the three months ended June 30, 2012, compared with net income of $1,564 thousand for the three months
ended June 30, 2011. The decreasein results reflects lower insurance and investment product fees and higher realized investment losses, policy benefits and other
operating expenses. These items were partially offset by higher net investment income, and lower income tax expense.

Insurance and investment product fees declined $10,707 thousand in the quarter ended June 30, 2012 compared with the quarter ended June 30, 2011. Lower feeswere
primarily aresult of adecrease of $7,547 thousand in cost of insurance charges related to declining lifeinsurance in force and a decrease of $2,474 thousand in
surrender charges consistent with lower policy surrenders.

Net realized investment losses of $7,044 thousand were recognized during the quarter ended June 30, 2012 compared with $2,189 thousand during the quarter ended
June 30, 2011. Realized investment losses for the quarter ended June 30, 2012 primarily related to aloss of $6,546 thousand on derivative assets and embedded
derivative liabilities. Thiswas primarily attributable to aloss of $7,012 thousand on our embedded derivatives associated with our fixed indexed annuity guarantees,
partially offset by again of $1,098 thousand related to our surplus hedge which utilizes futures and options to hedge against declines in equity markets and the
resulting statutory capital and surplusimpact. Also offsetting derivative losses was a $34 thousand gain associated with embedded derivatives related to variable
annuity guarantees, which included a $8,431 thousand gain associated with the non-performance risk factor for the quarter ended June 30, 2012. In addition, we
recognized $613 thousand of impairments on debt securities, partially offset by $115 thousand of net transaction gains. Realized investment losses for the quarter
ended June 30, 2011 primarily consisted of aloss of $3,089 thousand on derivative assets and embedded derivative liabilities and $436 thousand of impairmentson
debt securities, partially offset by $1,336 thousand in net transaction gains.

The increase of $3,291 thousand in policy benefit expense primarily related to $12,567 thousand of higher expensesin the quarter ended June 30, 2012 compared with
the quarter ended June 30, 2011 related to changes in the fair value of the fixed indexed annuity embedded derivatives and the liabilities associated with guarantees.
Thisincrease was partially offset by arelease of other insurance benefit reserves as aresult of claimswithin a certain policy year cohort during the second quarter of
2012.

Operating expenses increased $6,096 thousand to $24,471 thousand from $18,375 thousand for the quarters ended June 30, 2012 and 2011, respectively. The increase
in operating expenses was a result of additional expenses associated with a previously announced policy administration system conversion and higher employee
benefits.

Net investment income increased $8,567 thousand as aresult of larger asset balances from growth in fixed indexed annuities funds under management.

The Company recorded an income tax benefit of $3,667 thousand compared to an income tax expense of $6,205 thousand for the three months ended June 30, 2012
and 2011, respectively. The benefit as of June 30, 2012 was primarily driven by current year pre-tax losses.

Six months ended June 30, 2012 compared with six months ended June 30, 2011
The Company recorded net loss of $3,143 thousand for the six months ended June 30, 2012, compared with net income of $16,787 thousand for the six months ended

June 30, 2011. The decrease in results reflects lower insurance and investment product fees and higher realized investment losses, policy benefits and operating
expense. Theseitems were partially offset by higher net investment income, and lower income tax expense.
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Debt Securities

Weinvest in avariety of debt securities. We classify these investments into various sectors using industry conventions; however, our classifications may differ from
similarly titled classifications of other companies. We classify debt securities into investment grade and bel ow-investment-grade securities based on ratings
prescribed by the National Association of Insurance Commissioners (“NAIC"). In amajority of cases, these classifications will coincide with ratings assigned by one
or more Nationally Recognized Standard Ratings Organizations (“NRSROS"); however, for certain structured securities, the NAIC designations may differ from
NRSRO designations based on the amortized cost of the securitiesin our portfolio.

Our debt securities portfolio consists primarily of investment grade publicly traded and privately placed corporate bonds, residential mortgage-backed securities
(“RMBS"), commercial mortgage-backed securities (“CMBS") and other asset-backed securities. As of June 30, 2012, our debt securities, with afair value of
$2,913,202 thousand, represented 93.5% of total investments.

Debt Securities by Type and Credit Quality: As of June 30, 2012
(% in thousands) Investment Grade Below Investment Grade
Fair Value Cost Fair Value Cost
U.S. government and agency $ 216518 $ 203205 $ - $ -
State and political subdivision 109,707 98,444 930 1,329
Foreign government 41,385 38,125 7,231 6,298
Corporate 1,447,952 1,344,028 89,992 118,195
CMBS 274,709 257,347 3,431 4,487
RMBS 500,305 492,353 25,583 32,830
CDOI/CLO 34,000 36,452 28,521 34,759
Other asset-backed 129,239 125,836 3,699 3,713
Total debt securities $ 2753815 $ 2595790 $ 159,387 $ 201,611
Per centage of total debt securities 94.5% 92.8% 5.5% 7.2%

We manage credit risk through industry and issuer diversification. Maximum exposure to an issuer is defined by quality ratings, with higher quality issuers having
larger exposure limits. Our investment approach emphasizes ahigh level of industry diversification. The top five industry holdings as of June 30, 2012 in our debt
securities portfolio are electric utilities (5.1%), banking (4.4%), diversified financial services (3.7%), oil (3.6%) and insurance (2.7%).

Eurozone Exposure

The following table presents exposure to European debt. We have focused on the countries experiencing significant economic, fiscal or political strain that could
increase the likelihood of default.

Fair Value of Eurozone Exposure by Country: Asof June 30, 2012
($ in thousands) Sovereign Financial All % of Debt
Debt Institutions Other Total Securities
Spain $ - $ 1013 % 8115 $ 9,128 0.3%
Italy - - 1,990 1,990 0.1%
Total - 1,013 10,105 11,118 0.4%
Al other Eurozonel) - 9,001 50,716 59,717 2.0%
Total $ - 3 10,014 $ 60,821 $ 70,835 2.4%

(1) Includes Finland, France, Germany, Luxembourg and Netherlands.
Residential Mortgage-Backed Securities
Weinvest directly in RMBS. To the extent these assets deteriorate in credit quality and declinein value for an extended period, we may realize impairment losses.

When making investment decisions, we have been focused on identifying those securities that could withstand significant increases in delinquencies and
foreclosures in the underlying mortgage pools before incurring aloss of principal.
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Most of our RMBS portfolio is highly rated. At June 30, 2012, 95.1% of the total residential portfolio was rated investment grade. We hold $104,996 thousand of

RMBS investments backed by prime rated mortgages, $105,177 thousand backed by Alt-A mortgages and $46,254 thousand backed by sub-prime mortgages, which
combined amount to 8.0% of our total investments. The majority of our prime, Alt-A, and sub-prime exposure is investment grade, with 72% rated NAIC-1 and 18%
rated NAIC-2. We have employed a disciplined approach in the analysis and monitoring of our mortgage-backed securities. Our approach involves a monthly review
of each security. Underlying mortgage data is obtained from the security’s trustee and analyzed for performance trends. A security-specific stress analysisis
performed using the most recent trustee information. This analysis forms the basis for our determination of whether the security will pay in accordance with the
contractual cash flows. RMBS impairments during the six months ended June 30, 2012 totaled $1,070 thousand. These impairments consist of $217 thousand from
prime, $790 thousand from Alt-A and $63 thousand from sub-prime securities.

Residential M ortgage-Backed Securities:

($in thousands) As of June 30, 2012

NAIC Rating
1 2 3 4 5 6
AAA/ CCC Inor
Amortized Market % General AA/ And Near
cost®  value®  Account® A BBB BB B Below  Default
Collateral
Agency $ 253,660 $ 269,461 8.4% 100.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Prime 106,286 104,996 3.3% 75.4% 18.5% 5.6% 0.0% 0.0% 0.5%
Alt-A 109,924 105,177 3.3% 66.0% 25.3% 8.7% 0.0% 0.0% 0.0%
Sub-prime 55,313 46,254 1.4% 75.7% 2.6% 11.2% 4.1% 5.4% 1.0%
Total $ 525183 $ 525,888 16.4% 86.1% 9.0% 3.8% 0.4% 0.5% 0.2%
(1) Individual categories may not agree with the Debt Securities by Type table on previous page due to nature of underlying collateral.
(2)  Percentages based on Market Vaue.
Prime Mortgage-Backed Securities:
($ in thousands) As of June 30, 2012
Year of | ssue
S&P Equivalent Amortized Market 9% General  Post- 2003 and
Rating  pesignation Cost Value Accountd 2007 2007 2006 2005 2004 Prior
NAIC-1 AAA/AAIA $ 79418 $ 79225 2.5% 0.0% 1.1% 58% 21.7%  44.0% 27.4%
NAIC-2 BBB 19,762 19,405 0.6% 0.0% 0.0% 1.6% 67.1% 31.3% 0.0%
NAIC-3 BB 5,955 5,872 0.2% 0.0% 0.0% 306% 232% 37.0% 9.2%
NAIC-4 B -- -- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
NAIC-5 CCC and below -- -- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
NAIC-6 In or near default 1,151 494 0.0% 0.0% 0.0% 0.0% 23.4% 0.0% 76.6%
Total $ 106,286 $ 104,99 33%  00%  08%  64% 301% 411%  216%
Percentages based on Market Vaue.
Alt-A Mortgage-Backed Securities:
($in thousands) As of June 30, 2012
Year of |ssue
S& P Equivalent Amortized Market % General  Post- 2003 and
Rating  pesignation Cost value  Account® 2007 2007 2006 2005 2004 Prior
NAIC-1 AAA/AAIA $ 73487 $ 69,373 2.2% 5.9% 40% 10.0% 23.6%  31.6% 24.9%
NAIC-2 BBB 27,566 26,660 0.8% 0.0% 0.0% 00% 31.0% 57.2% 11.8%
NAIC-3 BB 8,871 9,144 0.3% 0.0% 0.0% 0.0% 0.0%  68.0% 32.0%
NAIC-4 B -- -- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
NAIC-5 CCC and below -- -- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
NAIC-6 In or near default - - 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total $ 109,924 $ 105,177 33%  39%  27%  66% 234% 412% = 222%
Percentages based on Market Vaue.



Sub-Prime Mortgage-Backed Securities:

($in thousands) As of June 30, 2012
Year of |ssue

S& P Equivalent Amortized Market % General  Post- 2003 and
Rating Designation Cost Vvalue  Account® 2007 2007 2006 2005 2004 Prior
NAIC-1 AAAIAAIA $ 37,264 $ 34,999 1.1% 0.0% 59%  13.7% 27.7% 15.2% 37.5%
NAIC-2 BBB 1,195 1,182 0.0% 0.0% 76.5% 0.0% 23.5% 0.0% 0.0%
NAIC-3 BB 9,667 5,175 0.2% 0.0%  92.7% 7.3% 0.0% 0.0% 0.0%
NAIC-4 B 2,616 1,916 0.0% 0.0% 0.0% 0.0%  48.2% 0.0% 51.8%
NAIC-5 CCC and below 2,995 2,503 0.1% 0.0% 0.0% 0.0% 100.0% 0.0% 0.0%
NAIC-6 In or near default 1,576 479 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 100.0%
Total $ 55313 $ 46254 14%  00% 168% 11.2% 29.0% 115%  315%

(1)  Percentages based on Market Vaue.

Commercial Mortgage-Backed Securities

Weinvest directly in CMBS. To the extent these assets deteriorate in credit quality and declinein value for an extended period, we may realize impairment | osses.
When making investment decisions, we have been focused on identifying those securities that could withstand significant increases in delinquencies and

foreclosuresin the underlying mortgage pools before incurring aloss of principal.

Commercial Mortgage-Backed Securities:

($in thousands) As of June 30, 2012
Year of |ssue

S& P Equivalent Amortized Market % General Post- 2004 and
Rating Designation cost®  value®  Account®@ 2007 2007 2006 2005 Prior
NAIC-1 AAA/AAIA $ 254,353 $ 272,850 85%  51.2% 8.3% 153% 12.3% 12.9%
NAIC-2 BBB 3,469 2,274 0.1% 0.0% 0.0% 81.8% 18.2% 0.0%
NAIC-3 BB 3,587 3,124 0.1% 0.0% 51.6%  484% 0.0% 0.0%
NAIC-4 B -- -- 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
NAIC-5 CCC and below 1,832 1,262 0.0% 0.0% 0.0% 0.0% 0.0% 100.0%
NAIC-6 In or near default 900 306 0.0% 0.0% 0.0% 0.0% 0.0% 100.0%
Total $ 264141 $ 279,816 87% 409%  87% 162% 121%  13.1%

(1) Includes commercial mortgage-backed CDOs with amortized cost and market values of $2,307 thousand and $1,676 thousand, respectively.
(2)  Percentages based on Market Vaue.



Realized Gainsand L osses

The following table presents certain information with respect to realized investment gains and losses, including those on debt securities pledged as collateral, with
losses from OTTI charges reported separately in the table. These impairment charges were determined based on our assessment of factors enumerated below, as they
pertain to theindividual securities determined to be other-than-temporarily impaired.

Sour ces and Types of Three Months Ended Six Months Ended

Net Realized I nvestment Gains (L osses): June 30, June 30,

($in thousands) 2012 2011 2012 2011
Total other-than temporary debt impairment losses $ (3003) $ (782) % (4,089) $ (1,662)
Portion of loss recognized in OCI 2,390 346 2,817 732
Net debt impair ment |osses recognized in earnings $ (613 $ (436) $ (1272) $ (930)

Debt security impairments:
U.S. government and agency $ - $ - $ - % -
State and political subdivision - - - -
Foreign government - - - -

Corporate -- - - (250)

CMBS - - (88) -

RMBS (549) 377) (1,070) (621)

CDOI/CLO (26) - (26) -

Other asset-backed (38) (59) (88) (59
Net debt security impairments (613) (436) (1,272) (930)
Limited partnerships and other investment impairments - - - -
Impairment losses (613) (436) (1,272) (930)
Debt security transaction gains'? 151 1,596 258 2,227
Debt security transaction lossest) (36)

(260) (84) (585)

Limited partnerships and other investment transaction gains -
Limited partnerships and other investment transaction losses -- -- - -

Net transaction gains 115 1,336 174 1,642
Derivative instruments 5,848 1,470 (17,680) (11,871)
Embedded derivatives® (12,394) (4,559) 3,962 4,508
Net realized investment losses, excluding impairment losses (6,431) (1,753) (13,544) (5,721)

Net realized investment losses, including impair ment losses $ (7049) $ (2189) $  (14.816) $ (6,651)

(1)  Proceeds from the sale of available-for-sale debt securities were $79,105 thousand and $104,410 thousand for the three months ended June 30, 2012 and 2011, respectively.
Proceeds from the sale of available-for-sale debt securities were $80,796 thousand and $202,691 thousand for the six months ended June 30, 2012 and 2011, respectively.

(2 Includesthe changein fair value of embedded derivatives associated with variable annuity GMWB, GMAB, GPAF and COMBO riders. See Note 5 to our financia statementsin
this Form 10-Q for additional disclosures.

Other-than-Temporary Impair ments

Management assessed all securitiesin an unrealized loss position in determining whether impairments were temporary or other than temporary. In reaching its
conclusions, management exercised significant judgment and used a number of issuer-specific quantitative indicators and qualitative judgments to assess the
probability of receiving a given security’s contractual cash flows. Thisincluded theissue'simplied yield to maturity, cumulative default rate based on rating,
comparisons of issue-specific spreads to industry or sector spreads, specific trading activity in the issue, and other market data such as recent debt tenders and
upcoming refinancing requirements. Management al so reviewed fundamentals such asissuer credit and liquidity metrics, business outlook and industry conditions.
Management maintains awatch list of securitiesthat isreviewed for impairments. Each security on the watch list was evaluated, analyzed and discussed, with the
positive and negative factors weighed in the ultimate determination of whether or not the security was other-than-temporarily impaired. For securities for which no
OTTI was ultimately indicated at June 30, 2012, management does not have the intention to sell, nor doesit expect to be required to sell, these securities prior to their
recovery.



Fixed income OTTIsrecorded in thefirst half of 2012 were primarily concentrated in structured securities. These impairments were driven primarily by increased
collateral default rates. In our judgment, these credit events or other adverse conditions of the issuers have caused, or will most likely lead to, adeficiency in the
contractual cash flowsrelated to the investment. Therefore, based upon these credit events, we have determined that OTTIs exist. Total debt impairments recognized
through earnings related to such credit-related circumstances were $613 thousand for the second quarter of 2012 and $436 thousand for the second quarter of 2011
and $1,272 thousand for the first half of 2012 and $930 thousand for the first half of 2011. There were no limited partnership and other investment OTTIs for the three

and six months ended June 30, 2012 and 2011.
In addition to these credit-related impairments recognized through earnings, we impaired securities to fair value through other comprehensive loss for any
impairments related to non-credit related factors. These types of impairments were driven primarily by market or sector credit spread widening or by alack of liquidity

in the securities. The amount of impairments recognized as an adjustment to other comprehensive loss due to these factors was $2,390 thousand for the first quarter
of 2012 and $346 thousand for the first quarter of 2011 and $2,817 thousand for thefirst half of 2012 and $732 thousand for thefirst half of 2011.

Thefollowing table presents aroll-forward of pre-tax credit |osses recognized in earnings related to debt securities for which a portion of the OTTI wasrecognized in
OCl.

Credit L osses Recognized in Earnings on Debt Securities for Three Months Ended Six Months Ended

which a Portion of the OTTI Loss was Recognized in OCl: June 30, June 30,

($ in thousands) 2012 2011 2012 2011

Balance, beginning of period $ (19223) $ (16871) $ (18614 $ (17,335
Add: Credit losses on securities not previously impai red® - 277) (374) (527)
Add: Credit losses on securities previously impaired® (549) (100) (784) (344)

Less: Credit losses on securitiesimpaired due to intent to sell -
Less: Credit losses on securities sold 88 - 88 958
Less: Increases in cash flows expected on previously
impaired securities
Balance, end of period

$ (19684 $ (17248 $  (19684) $ (17,249

(1)  Additional credit losses on securities for which a portion of the OTTI loss was recognized in AOCI are included within net OTTI losses recognized in earnings on the statements
of comprehensive income.
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Unrealized Gainsand L osses

Net unrealized investment gains and losses on securities classified as available-for-sale and certain other assets are included in the balance sheet as a component of
AOCI. Thetable below presents the special category of AOCI for debt securities that are other-than-temporarily impaired when the impairment loss has been split
between the credit |oss component (in earnings) and the non-credit component (separate category of AOCI).

Fixed Maturity Non-Credit OTTI Lossesin AOCI, by Security Type: June 30, Dec 31,
($in thousands) 20120 20119
U.S. government and agency $ - $ -

State and political subdivision -
Foreign government

Corporate (1,505) (1,505)
CMBS (650) (5,131)
RMBS (21,660) (20,396)
CDOICLO (6,132) (6,220)
Other asset-backed -- --
Total fixed maturity non-credit OTTI lossesin AOCI $  (29947) $ (33252

(1)  Represents the amount of non-credit OTTI losses recognized in AOCI excluding net unredlized gains or losses subsequent to the date of impairment.

The following table presents certain information with respect to our gross unrealized losses related to our investments in debt securities as of June 30, 2012.
Applicable deferred policy acquisition costs and deferred income taxes reduce the effect of these losses on our comprehensive income.

Duration of Gross Unrealized L osses on Securities: As of June 30, 2012

($ in thousands) 0-6 6-12 Over 12
Total Months Months Months

Debt securities

Total fair value $ 379223 % 88,677 $ 43939 $ 246,607

Total amortized cost 450,552 90,510 47,386 312,656

Unrealized losses $ (7,329) $ (1,833) $ (3447) $ (66,049)

Unrealized losses after offsetst) $ (16155 $ (823 $ (1,472) $ (13,860

Number of securities 248 42 38 168

Investment grade:

Unrealized losses $ (25,302) $ (89 $ (2,389) $ (22,015)

Unrealized losses after offsets®) $ (6411) $ (385 $ (981) $ (5,045)

Below investment grade:

Unrealized losses $  (46027) $ (935) $ (1,058) $  (44,034)

Unrealized losses after offsetst) $ 97449 ¢ (438) $ (491) % (8,815)

(1) Offsetsto AOCI are recorded each period to the extent that, had unrealized holding gains or losses from securities classified as available-for-sale actually been realized, an
adjustment to deferred policy acquisition costs amortized using gross profits would result.

Total net unrealized gains on debt securities were $115,801 thousand (unrealized losses of $71,329 thousand less unrealized gains of $187,130 thousand).

For debt securities with gross unrealized losses, 39.7% of the unrealized |osses after offsets pertain to investment grade securities and 60.3% of the unrealized |osses
after offsets pertain to bel ow-investment-grade securities at June 30, 2012.

47



The following table represents those securities whose fair valueis|ess than 80% of amortized cost (significant unrealized loss) that have been at a significant
unrealized | oss position on a continuous basis.

Duration of Gross Unrealized L osses on Securities: As of June 30, 2012

(% in thousands) 0-6 6-12 Over 12
Total Months Months Months

Debt securities

Unrealized |osses over 20% of cost $ (5415) § (3945 $ (3002 $ (47,204

Unrealized losses over 20% of cost after offsets®) $  (11047) $ (67) % (850) $ (9,430)

Number of securities 53 8 8 37

Investment grade:

Unrealized losses over 20% of cost $ (12979 $ (3386 $ (1,399 $ (8,194)

Unrealized losses over 20% of cost after offsets®) $ (2786) $ (658) $ (537) $ (1,591)

Below investment grade:

Unrealized losses over 20% of cost $ (41177 % (559) $ (1608) $  (39,010)

Unrealized losses over 20% of cost after offsets®) $ (8261) $ (109 $ (313 $ (7,839)

(1) Offsetsto AOCI are recorded each period to the extent that, had unrealized holding gains or losses from securities classified as available-for-sale actually been realized, an
adjustment to deferred policy acquisition costs amortized using gross profits would result.

Liquidity and Capital Resources

In the normal course of business, we enter into transactions involving various types of financial instruments such as debt securities. These instruments have credit
risk and also may be subject to risk of loss due to interest rate and market fluctuations.

Our liquidity requirements principally relate to the liabilities associated with various life insurance and annuity products and operating expenses. Liabilities arising
from life insurance and annuity products include the payment of benefits, aswell as cash payments in connection with policy surrenders, withdrawals and loans.

Historically, we have used cash flow from operations, investing activities and capital contributions from our shareholder to fund liquidity requirements. Our principal
cash inflows from life insurance and annuities activities come from premiums, annuity deposits and charges on insurance policies and annuity contracts. Principal
cash inflows from investing activities result from repayments of principal, proceeds from maturities, sales of invested assets and investment income.

The primary liquidity risks regarding cash inflows from our investing activities are the risks of default by debtors, interest rate and other market volatility and
potential illiquidity of investments. We closely monitor and manage these risks.

We believe that our current and anticipated sources of liquidity are adequate to meet our present and anticipated needs.
Ratings

Rating agencies assign financial strength ratings to Phoenix Life and its subsidiaries based on their opinions of the Companies’ ability to meet their financia
obligations.

On January 13, 2012, A.M. Best Company, Inc. affirmed our financial strength rating of B+. They changed their outlook on our ratings from stable to positive. On
February 8, 2011, A.M. Best Company, Inc. affirmed our financial strength rating of B+ and changed their outlook from negative to stable.

On December 16, 2011, Moody’s Investor Services affirmed our financial strength rating of Ba2 and changed their outlook from stable to positive.

On April 5, 2012, Standard & Poor’s affirmed our financial strength rating of BB- maintained their stable outlook. On March 24, 2011, Standard & Poor’s affirmed our
financial strength rating of BB- and changed their outlook from negative to stable.



Thefinancia strength ratings as of August 10, 2012 were as follows:

Financial Strength Ratings of

Rating Agency Phoenix Lifeand PHL VariableLife Outlook
A.M. Best Company, Inc. B+ Positive
Moody’s Ba2 Positive
Standard & Poor’s BB- Stable

Referencein thisreport to any credit rating isintended for the limited purposes of discussing or referring to changesin our credit ratings or aspects of our liquidity or
costs of funds. Such reference cannot berelied on for any other purposes, or used to make any inference concerning future performance, future liquidity or any
future credit rating.

Contractual Obligationsand Commercial Commitments

Asof June 30, 2012, there were no significant changes to our outstanding contractual obligations and commercial commitments as disclosed in our 2012 Annual
Report on Form 10-K.

Obligations Related to Pension and Postr etirement Employee Benefit Plans

Our ultimate parent company provides employees with post-employment benefits that include retirement benefits, through pension and savings plans, and other
benefits, including health care and life insurance. Thisincludes three defined benefit pension plans. We incur applicable employee benefit expenses through the
process of cost allocation by PNX.

The employee pension plan, covering substantially all employees, provides benefits up to the amount allowed under the Internal Revenue Code. The two
supplemental plans provide benefitsin excess of the primary plan. Retirement benefits under the plans are a function of years of service and compensation. The
employee pension plan is funded with assets held in atrust, while the supplemental plans are unfunded. Effective March 31, 2010, all benefit accruals under our
funded and unfunded defined benefit plans were frozen.

Employee benefit expense allocated to us for these benefits totaled $1,679 thousand and $786 thousand for the three months ended June 30, 2012 and 2011,
respectively. Employee benefit expense allocated to us for these benefits totaled $2,609 thousand and $1,512 thousand for the six months ended June 30, 2012 and
2011, respectively. Phoenix Life made contributions to the pension plansin the first quarter and second quarter of 2012, of which $1,147 thousand and $1,222
thousand has been allocated to us. By December 31, 2012, Phoenix Life currently expects to make contributions to the pension plans, of which approximately $3,987
thousand will be allocated to us. However, on July 6, 2012, the Surface Transportation Extension Act of 2012, Part |1, was enacted into law and is effective
immediately. The law includes certain pension funding stabilization provisions. Phoenix Lifeis currently evaluating itsimpact.

Off-Balance Sheet Arrangements

As of June 30, 2012 and December 31, 2011, we did not have any significant off-balance sheet arrangements as defined by Item 303(a)(4)(ii) of SEC Regulation SK.
Reinsurance

We maintain reinsurance agreementsto limit potential losses, reduce exposure to larger risks and provide additional capacity for growth. We remain liable to the
extent that reinsuring companies may not be able to meet their obligations under reinsurance agreements in effect. Failure of the reinsurersto honor their obligations
could result in losses to the Company. Since we bear the risk of nonpayment, we evaluate the financial condition of our reinsurers and monitor concentrations of
credit risk.

Statutory Capital and Surplus

Our statutory basis capital and surplus (including asset valuation reserve (“AVR”")) increased from $320,107 thousand at December 31, 2011 to $369,213 thousand at
June 30, 2012. The principal factorsresulting in thisincrease were net income of $70,908 thousand offset by unrealized capital |osses of $9,538 thousand.
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Enterprise Risk Management

Our ultimate parent company, PNX, has acomprehensive, enterprise-wide risk management program under which PHL Variable operations are covered. The Chief Risk
Officer reportsto the Chief Financial Officer and monitors our risk management activities. It has an Enterprise Risk Management Committee, chaired by our ultimate
parent company’s Chief Executive Officer, whose functions are to establish risk management principles, monitor key risks and oversee our risk-management practices.
Its risk management governance consists of several management committeesto oversee and address i ssues pertaining to all our major risks—operational, market and
product—as well as capital management. In all cases, these committees include one or more of our Chief Executive Officer, Chief Financial Officer, Chief Investment
Officer and Chief Risk Officer.

See our 2011 Annual Report on Form 10-K for more information regarding enterprise risk management. There were no material changes in our exposure to operational
or market risk exposure at June 30, 2012 compared with December 31, 2011.

Item3. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

For information about our management of market risk, see the Enterprise Risk Management section of Management’s Discussion and Analysis of Financial Condition
and Results of Operationsin our 2011 Annual Report on Form 10-K. There were no material changesin our market risk exposure at June 30, 2012 compared with
December 31, 2011.

Item 4. CONTROLSAND PROCEDURES
Evaluation of Disclosure Controlsand Procedures

We have carried out an evaluation under the supervision and with the participation of our management, including our President and our Chief Financial Officer, of the
effectiveness of the design and operation of our disclosure controls and procedures. There are inherent limitations to the effectiveness of any system of disclosure
controls and procedures, including the possibility of human error and the circumvention or overriding of the controls and procedures. Accordingly, even effective
disclosure controls and procedures can only provide reasonable assurance of achieving their control objectives. Based upon our evaluation, these officers have
concluded that, as of June 30, 2012, our disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended (the
“Exchange Act”)) were effective to provide reasonable assurance that information required to be disclosed in the reports we file and submit under the Exchange Act
isrecorded, processed, summarized and reported within the time period specified in the SEC'srules and forms and that such information is accumulated and
communicated to our management, including our President and our Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures.

Changesin Internal Control over Financial Reporting

There were no changesin our internal control over financial reporting during the quarter ended June 30, 2012 that have materially affected, or are reasonably likely to
materially affect, our internal control over financial reporting.
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PART Il1. OTHER INFORMATION

Item1l. LEGAL PROCEEDINGS

Weareregularly involved in litigation and arbitration, both as adefendant and as a plaintiff. In addition, various regulatory bodies regularly make inquiries of usand,
from time to time, conduct examinations or investigations concerning our compliance with, among other things, insurance laws, securities laws, laws governing the
activities of broker-deal ers and other laws and regulations affecting our SEC registered products. It is not feasible to predict or determine the ultimate outcome of all
legal or regulatory proceedings or to provide reasonable ranges of potential losses. We believe that the outcomes of our litigation and regulatory matters are not
likely, either individually or in the aggregate, to have amaterial adverse effect on our financial statements. However, given the large or indeterminate amounts sought
in certain of these matters and the inherent unpredictability of litigation and regulatory matters, it is possible that an adverse outcomein certain matters could, from
timeto time, have amaterial adverse effect on our financial statementsin particular quarterly or annual periods.

On June 5, 2012, Wilmington Savings Fund Society, FSB, as successor in interest to Christiana Bank & Trust Company and as trustee of 60 unnamed trusts, filed a
complaint against PHL Variable, Phoenix Life and PNX in the United States District Court for the Central District of California (Case No. CV12-04926). The plaintiffs
allege that the Company promoted certain policy sales knowing that the policies would ultimately be owned by investors and then challenging the validity of these
policies or denying claims submitted on same. Plaintiffs are seeking damages, including punitive and treble damages, attorneys' fees and a declaratory judgment. We
have meritorious defenses against the lawsuit and we intend to vigorously defend against these claims. The outcome of thislitigation and any potential losses are
uncertain.

Seeltem 1A, “Risk Factors” in Part |, Item A of our 2011 Annual Report on Form 10-K and Note 10 to our financial statementsin this Form 10-Q for additional
information.

Item 1A. RISK FACTORS

The Company is subject to risks and uncertainties, any of which could have a significant or material adverse effect on our business, financial condition, liquidity or
financial statements. Beforeinvesting in our securities, you should carefully consider the risk factors disclosed in Part I, Item 1A of our 2011 Annual Report on Form
10-K. The risks described therein are not the only ones we face. Thisinformation should be considered carefully together with the other information contained in this
report and the other reports and material s the Company files with the SEC.

Item2. UNREGISTERED SALESOF EQUITY SECURITIESAND USE OF PROCEEDS

We have omitted thisinformation from this report as we meet the conditions set forth in General Instruction H(1)(a) and (b) of Form 10-Q and are therefore filing this
Form with the reduced disclosure format permitted by that General Instruction.

Item3. DEFAULTSUPON SENIOR SECURITIES

We have omitted this information from this report as we meet the conditions set forth in General Instruction H(1)(a) and (b) of Form 10-Q and are thereforefiling this
Form with the reduced disclosure format permitted by that General Instruction.

Item4. MINE SAFETY DISCLOSURES

Not applicable.
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Item5. OTHER INFORMATION

(& Not applicable.

(b) No material changes.

Item 6.
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101.LAB

101.PRE
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EXHIBITS

Certification of James D. Wehr, President, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Peter A. Hofmann, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of
2002

Certification by James D. Wehr, President and Peter A. Hofmann, Chief Financial Officer, pursuant to Section
906 of the Sarbanes-Oxley Act of 2002

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Label Linkbase Document
XBRL Taxonomy Extension Presentation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document

In accordance with Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to the Quarterly Report on Form 10-Q shall not be deemed to be “filed”
for purposes of Section 18 of the Exchange Act, or otherwise subject to theliability of that section, and shall not be part of any registration statement or other
document filed under the Securities Act or the Exchange Act, except as shall be expressly set forth by specific referencein such filing.

Wewill furnish any exhibit upon the payment of areasonable fee, which fee shall belimited to our reasonable expensesin furnishing such exhibit. Requests for
copies should be directed to: Corporate Secretary, PHL Variable Insurance Company, One American Row, P.O. Box 5056, Hartford, Connecticut 06102-5056.
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
PHL VARIABLE INSURANCE COMPANY

Date: August 13, 2012 By: [s/ Peter A. Hofmann
Peter A. Hofmann
Senior Executive Vice President and Chief Financial Officer
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EXHIBIT 31.1
CERTIFICATION
I, the President of PHL Variable Insurance Company (the “registrant”), certify that:
1. | havereviewed this Quarterly Report on Form 10-Q of the registrant;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial 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;

3. 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;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(€) 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;

(o) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statementsfor external purposesin
accordance with generally accepted accounting principles;

(c) 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

(d) disclosed in thisreport any changein the registrant’sinternal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’sfourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to materially affect, the
registrant’sinternal control over financial reporting; and

5. Theregistrant’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 the registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

Date: August 13, 2012 /gl James D. Wehr
Name:  JamesD. Wehr
Title: President



EXHIBIT 31.2
CERTIFICATION
1, the Chief Financia Officer of PHL Variable Insurance Company (the “registrant”), certify that:
1. | havereviewed this Quarterly Report on Form 10-Q of the registrant;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial 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;

3. 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;

4. Theregistrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(€) 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;

(o) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statementsfor external purposesin
accordance with generally accepted accounting principles;

(c) 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

(d) disclosed in thisreport any changein the registrant’sinternal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’sfourth fiscal quarter in the case of an annual report) that has materially affected, or isreasonably likely to materially affect, the
registrant’sinternal control over financial reporting; and

5. Theregistrant’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 the registrant’s board of directors (or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

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

Date: August 13, 2012 s/ Peter A. Hofmann
Name:  Peter A. Hofmann
Title: Senior Executive Vice President,
Chief Financial Officer and Treasurer



EXHIBIT 32
CERTIFICATION

The undersigned hereby certify that the Quarterly Report on Form 10-Q for the fiscal quarter ended June 30, 2012 of PHL Variable Insurance Company (the
“Company”) filed with the Securities and Exchange Commission on the date hereof fully complies with the requirements of Section 13(a) or 15(d) of the Securities

Exchange Act of 1934 and that the information contained in such report fairly presents, in all material respects, the financial condition and results of operations of the
Company.

s/ James D. Wehr [s/ Peter A. Hofmann
Name:  JamesD. Wehr Name:  Peter A. Hofmann
Title: President Title: Senior Executive Vice President,
Chief Financial Officer and Treasurer
Date:  August 13, 2012 Date:  August 13, 2012

A signed original of thiswritten statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the signature
that appearsin typed form within the electronic version of thiswritten statement required by Section 906, has been provided to PHL Variable Insurance Company and
will beretained by PHL Variable Insurance Company and furnished to the Securities and Exchange Commission or its staff upon request.



