65370

Federal Register / Vol. 60, No. 243 / Tuesday, December 19, 1995 / Notices

3. Qualivest serves as the investment
adviser of each existing series of the
Trust. Qualivest is an affiliate of United
States National Bank of Oregon, which
is a wholly owned subsidiary of U.S.
Bancorp.

4. Shares of each series of the Trust
will be offered initially only to one
separate account to serve as the
investment vehicle for variable annuity
contracts issued by one life insurance
company (the “Company’’). The Trust
intends, however, to offer shares of its
existing and future series to separate
accounts of other insurance companies,
including insurance companies that are
not affiliated with the Company
(together with the Company, the
“‘participating insurance companies’),
to serve as the investment vehicle for
variable annuity contracts, scheduled
premium variable life insurance
contracts and flexible premium variable
life insurance contracts (collectively,
“variable contracts”).

Applicants’ Legal Analysis

1. In connection with scheduled
premium variable life insurance
contracts issued through a separate
account registered under the 1940 Act
as a unit investment trust, Rule 6e—
2(b)(15) provides partial exemptions
from Sections 9(a), 13(a), 15(a), 15(a)
and 15(b) of the 1940 Act. The
exemptions granted to a separate
account (and any investment adviser,
principal underwriter and depositor
thereof) by Rule 6e-2(b)(15), however,
are not available with respect to a
scheduled premium variable life
insurance separate account that owns
shares of an investment company that
also offers its shares to a variable
annuity separate account of the same or
of any affiliated or unaffiliated
insurance company (‘“‘mixed funding’’).
In addition, the relief granted by Rule
6e—2(b) (15) is not available if shares of
the underlying investment company are
offered to variable annuity or variable
life insurance separate accounts of
unaffiliated insurance companies
(““shared funding”). Accordingly,
Applicants seek an order exempting
scheduled premium variable life
insurance separate accounts (and, to the
extent necessary, any investment
adviser, principal underwriter and
depositor of such an account) from
Sections 9(a), 13(a), 15(a) and 15(b) of
the 1940 Act, and Rule 6e—2(b)(15)
thereunder, to the extent necessary to
permit shares of the Funds to be offered
and sold in connection with both mixed
funding and shared funding.

2. In connection with flexible
premium variable life insurance
contracts issued through a separate

account registered under the 1940 Act
as a unit investment trust, Rule 6e—3(T)
(b)(15) provides partial exemptions from
Sections 9(a), 13(a), 15(a) and 15(b) of
the 1940 Act. The exemptions granted to
a separate account (and to any
investment adviser, principal
underwriter and depositor thereof) by
Rule 6e-3(T)(b)(15) permit mixed
funding of flexible premium variable
life insurance but preclude shared
funding. Accordingly, Applicants seek
an order exempting flexible premium
variable life insurance separate accounts
(and, to the extent necessary, any
investment adviser, principal
underwriter and depositor of such an
account) from Section 9(a), 13(a), 15(a)
and 15(b) of the 1940 Act, and Rule 6e—
3(T)(b)(15) thereunder, to the extent
necessary to permit shares of the Funds
to be offered and sold to separate
accounts in connection with shared
funding.

3. Section 9(a) of the 1940 Act
provides that it is unlawful for any
company to serve as investment adviser
or principal underwriter of any
registered open-end investment
company if an affiliated person of that
company is subject to a disqualification
enumerated in Section 9(a) (1) or (2).
However, Rule 6e-2(b)(15)(i) and (ii)
and Rule 6e-3(T)(b)(15)(i) and (ii)
provide partial exemptions from Section
9(a) under certain circumstances,
subject to the limitation discussion
above on mixed and shared funding.
These exemptions limit the
disqualification to affiliated individuals
or companies that directly participate in
the management or administration of
the underlying investment company.
Applicants state that the exemptions
contained in Rules 6e—2(b)(15) and 6e—
(T)(b)(15) recognized that it is
unnecessary to apply Section 9(a) to the
many individuals in an insurance
complex, most of whom will have no
connection with the investment
company funding the separate account.
Applicants believe that it is unnecessary
to limit the applicability of the rules
merely because shares of the Funds may
be sold in connection with mixed and
shared funding. Therefore, Applicants
assert that applying the restrictions of
Section 9(a) serve no regulatory
purpose.

4. Rules 6e-2(b)(15)(iii) and 6e—
3(T)(b)(15)(iii) provide partial
exemptions from Sections 13(a), 15(a),
and 15(b) of the 1940 Act to the extent
that those sections have been deemed by
the Commission to require “‘pass-
through voting with respect to
management investment company
shares held by a separate account, to
permit the insurance company to

disregard the voting instructions of its
contractowners in certain limited
circumstances when required to do so
by an insurance regulatory authority.
Paragraph (b)(15) of both Rules 6e-2 and
6e—3(T) provides that the insurance
company may disregard voting
instructions if its contractowners
initiate any change in such company’s
investment policies, principal
underwriter or any investment adviser,
provided that disregarding such voting
instructions is reasonable and subject to
certain other provisions in the rules.
However, a particular insurer’s
disregard of voting instructions could
conflict with the majority of
contractowner voting instructions.
Applicants state that if a particular
insurance company’s disregard of voting
instructions conflicted with a majority
of the contractowners’ voting
instructions, or precluded a majority
vote, the insurer may be required, at a
Fund’s election, to withdraw its
separate account’s investment in the
Fund, and no charge or penalty would
be imposed as a result of such
withdrawal.

5. Applicants assert that shared
funding by unaffiliated insurance
companies does not present any issues
that do not already exist where a single
insurance company is licensed to do
business in several or all states. In this
regard, Applicants state that a particular
state insurance regulatory body could
require action that is inconsistent with
the requirements of other states in
which the insurance company offers its
policies. Accordingly, Applicants
submit that the fact that different
insurers may be domiciled in different
states does not create a significantly
different or enlarged problem.

6. Applicants argue that mixed
funding and shared funding should
benefit variable contractowners by: (1)
Eliminating a significant portion of the
costs of establishing and administering
separate funds; (2) allowing for a greater
amount of assets available for
investment by a fund, thereby
promoting economies of scale,
permitting greater safety through greater
diversification, and/or making the
addition of new series more feasible;
and (3) encouraging more insurance
companies to offer variable contracts,
resulting in increased competition with
respect to both variable contract design
and pricing, which can be expected to
result in more product variation and
lower charges. Each Fund will be
managed to attempt to achieve its
investment objectives and not to favor
or disfavor any particular participating
insurer or type of insurance product.
Applicants see no significant legal



