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December 1, 1966, and is registered with
the Commission as an open-end,
management investment company.
Fund B was organized as the investment
vehicle for variable annuity contracts for
individual use and for use with plans
and trusts on a non-tax qualified basis.
Fund B has the same investment
objectives and policies of Fund A, and
is managed by a three person Board of
Managers elected by Fund B contract
owners. The membership of the Board
of Managers for Fund A and Fund B is
identical.

4. Prior to 1984, federal tax law
required that capital gains of Fund B be
treated differently from capital gains of
Fund A because the contracts for which
Fund B serves as the investment vehicle
were not for use with tax-qualified
plans. In 1984, federal tax law was
amended to eliminate this difference.
Because of this change in federal tax
law, the principal reason for the
separate existence and operation of
Fund A and Fund B no longer applies.

5. The Board of Directors of Lincoln
Life has determined that the efficiency
of the operations of the Funds could be
improved by merging Fund B into Fund
A. Accordingly, the respective Board of
Managers for Fund A and Fund B, none
of whom are ‘‘interested persons,’’ as
defined in Section 2(a)(19) of the 1940
Act, considered and approved an
Agreement and Plan of Reorganization
(the ‘‘Reorganization Agreement’’).
Pursuant to the Reorganization
Agreement, the assets and liabilities of
Fund B will be transferred to Fund A in
exchange for accumulation and annuity
units of Fund A to be credited to
contract owners of Fund B. The
aggregate value of the accumulation and
annuity units credited by Fund A would
correspond to the value of the net assets
transferred by Fund B to Fund A.
Following the proposed reorganization,
each Fund B contract owner will
possess a number of Fund A
accumulation or annuity units (both full
and fractional) that when multiplied by
the accumulation unit value of Fund A
units, would result in an aggregate
accumulation unit value equal to the
aggregate accumulation unit value of the
accumulation and annuity units the
contract owner had in Fund B
immediately before the consummation
of the proposed reorganization.

6. Applicants state that the Funds are
seeking contract owner approval of the
reorganization. The Reorganization
Agreement provides that the
consummation of the proposed
reorganization is conditioned upon
approval of the contract owners of Fund
A and Fund B. Lincoln Life will pay all
of the costs in connection with the

proposed reorganization including costs
of printing and distributing proxy
materials, counting contract owner
instructions, legal and auditing fees, and
expenses of holding the contract
owners’ meeting. Applicants state that
they do not expect that the proposed
reorganization will entail any
liquidation expenses because the Funds
have identical investment objectives.
However, Lincoln Life will pay any
liquidation expenses in the event that,
as investment adviser to Fund A, it
considers any securities held by Fund B
to be unsuitable for Fund A. Applicants
state that the reorganization will have
no tax consequences for contract
owners.

Applicants’ Legal Analysis
1. Section 17(a) of the 1940 Act

provides generally that it is unlawful for
any affiliated person of a registered
investment company acting as principal
knowingly to purchase from or to sell
any security or other property to such
registered investment company. Section
17(b) of the 1940 Act provides generally
that the Commission may grant an order
exempting a transaction otherwise
prohibited by Section 17(a) of the 1940
Act if evidence establishes that: (1) the
terms of the proposed transaction,
including the consideration to be paid
or received, are reasonable and fair and
do not involve overreaching on the part
of any person concerned; (2) the
proposed transaction is consistent with
the policy of each registered investment
company concerned, as recited in its
registration statement and reports filed
under the 1940 Act; and (3) the
proposed transaction is consistent with
the general purposes of the 1940 Act.

2. The proposed reorganization may
be subject to the provisions of Section
17(a) of the 1940 Act since it could be
viewed as one investment company
(Fund B) selling its assets to another
investment company (Fund A) that is
affiliated by reason of having the same
sponsoring insurance company,
investment adviser and principal
underwriter (Lincoln Life) that may be
deemed to be in control of both
investment companies.

3. Rule 17a–8 under the 1940 Act
exempts mergers of certain affiliated
investment companies from the
provisions of Section 17(a) of the 1940
Act under certain conditions. However,
the exemption provided by Rule 17a–8
may not be available in this case since
Rule 17a–8 is limited to mergers of
registered investment companies that
are affiliated persons solely by reason of
having a common investment adviser,
common directors, and/or common
officers. Fund A and Fund B also may

be affiliates of each other because they
have a common sponsoring insurance
company and common principal
underwriter. Applicants maintain,
however, that the proposed
reorganization falls within the spirit and
intent of Rule 17a–8.

4. Applicants assert that the proposed
reorganization is fair and reasonable to
the Fund B contract owners and to Fund
A because the proposed reorganization
will not affect any rights to annuity
payments, the annuity options that are
offered under any contract of either
Fund, the death benefit or the federal
income tax treatment during the
accumulation or payment periods of any
contract of either Fund. There are no
material differences between the voting
or other rights of contract owners or
annuitants of Fund B and the rights
such contract owners or annuitants will
have as contract owners or annuitants of
Fund A. Applicants state that Fund A
will pay the same fees to Lincoln Life
after the proposed reorganization as
Fund B currently pays.

Applicants state that identical
methods and procedures are used to
determine the value of the assets and
accumulation units of each of Fund A
and Fund B, and, at the time of the
proposed reorganization, each Fund is
expected to have a portfolio similar to
that of the other Fund. Thus, Applicants
maintain that the interests of Fund A
contract owners will not be diluted by
the proposed reorganization.

5. Applicants also maintain that the
proposed transaction does not involve
overreaching on the part of any party to
the transaction because of the similarity
of the Funds’ portfolios and the use of
an objective standard to value the
portfolio securities of each of the Funds.
Furthermore, the Board of Managers of
both Fund A and Fund B, none of whom
are interested persons of Fund A, Fund
B or Lincoln Life, determined that the
terms of the proposed reorganization do
not involve overreaching on the part of
any persons concerned.

6. Applicants state that the proposed
reorganization is not inconsistent with
the investment policy of each Fund as
set forth in the registration statements
and reports filed under the 1940 Act.
Both Funds have identical investment
objectives and the same investment
adviser.

7. Applicants also state that the
proposed reorganization is necessary or
appropriate in the public interest and
consistent with the purposes fairly
intended by the policy and provisions of
the 1940 Act. In particular, Applicants
maintain that the proposed
reorganization will reduce operating
costs due primarily to economies of


