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Washington, D, C, 20549

INVESTHENT COMPANY ACT OF 1940
Release No, g§a00

ADOPTION OF RULES 27d-1, 27d«2, 27e-l, 27f<l, 2Z7g-1,
27h-1 AND FORMS N-27D-1, N-27E-1AND N=27F-1
UNDER THE INVESTMENT COMPANY ACT OF 1940
WITH RESPECT TO RESERVE, NOTICE AND REFUND
'REQUIREMENTS IH EGNNECTIDN WITH THE $ALE OF

PERIODIC FAYMENT PLAN CERTIFICATES

On April 29, 1971, the Securities and Exchange Commizszion published
notice (lnvestment Company Act Release No, 6493) that it had under
constideration the adoption of Rules 27d-1, 27e-1, 27f-1, 27g-1 and 27h-1,
and Forms N-27D-1, N-Z7E-1, Na E?F-l N=27F-2 and M= 2?F-3 under the Lnvestment
Company Act of 1?40 ("ﬂct") as amenﬂed by the Investment Company
Amendments Act of 1970 (“the 1970 Act"), and the amendment of Rules 27g-1,
27a-2, 27a-3 and 27¢~1 under the Act, All interested persons were invited
to comment on the proposals, Fursuant to notice (lovestment Company Act
Eolease WNo, 6527, May 17, 19711, a Public Conference was held on May 28, 1971,
at which time interested persons were heatd by the Commission, o
Juneg 10, 1971 (Investment Company Act Release No, 6559}%, the Commission
adopted,in the form originally proposed, the amendments to Rules 27a-1,
27a-2, 27a-3 and 27e-1, affactive June 14, 1971,

The Commission has considered all of the comment: and suggestions
received and has determined to adept Rules 27d-1, 27d-2,27e-1, 27f-1,27g-1, 27h-1,
and Forms N-270-1, N-27E-1 and N-27F~1 in the form set forth below,
Adoption of the Rules and Forms is made pursuant to the authority granted
the Commission in Sections 27{d), 27{e}, 27{{), 38(a) and 6{c) of the Act.

Sections 27(d) and 27{f) provide that the Commission may make rules and
regulations applicable to underwriters for and depositors of registered
investment companies issuing pericdic payment plan ‘certificates specifvying
such reserve reguirements as Jt deems necessary or appropriate in order for
such underwriters and depositors to carry out the obligations te refund
charges as required by those sectiens, Sections 27(e) and 27{f) provide that
the Commission may wake ryles specifying the method, form and contents of the
notices Tequired by those sections, Sectien 38{a) of the Act avthorizes the
Commission Lo issue such rules as are necessary or appropriate to the
exercise of the powers conferred upon the Commission in the act,
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Section #{c} of the Act provides that the Commission by rule, regulation
or order may exempt any person or transactions from any provision of the
et if and to the extent that such exemption is necessary or appropriate
in the publie interest and consistent with the protection of investers and
the purposes fairly intended by the policy and provisions of the Act,

The 1970 Act did not change the provisions of Section 27(a) which,

first twelve mopthly pavments ar their equivalent, Howeyer, new subsectioné
(d}, (&), and (£} afford holders of periodiec payment plan certificates

certain specified rights of refund, withdrawal and notice, while Sections
(g} and (k) permit registered investment companies issuing pericdic pay-
ment plan certificates Lo elect to sell them subject to a "spread load",
under which the sales load is restricted to not more than 20 percent of any
payment and not more than an average of 16 pereent of the first fufiykéight
monkhly payments or their eguivalent,

Periodic payment plan certifiecates sold subject to Seection 27(d),
typically with g 50 percent "front-end lead", must provide that the
certificate holder may surrender his certificate at any time prior te the
expiration of eighteen months after issuance of the certificate and receive
in payment thereof, in cash, the value of his account plus an amcunt from
the underwriter for, or depositoer of, the issuer equal to that part of the
excess paid for sales loading which exceeds 15 percent of the gress
payments made by the certificate holder,

Section 27(f) applies to all perindic payment plans whether sold
pursuant to Section 27(dj), Sectivn 27(h}, or otherwise, Under it a
certificate holder, within 60 days after the issuance to him of his
periodie payment plan certificate must be piven a written notice of his
right to withdraw from the plan within 45 days of the date of mailing the
notice, Any certificate holder who exercises his right of withdrawal is
entitled to receive a refund of the amount egual to the value of his
account plus an amount, from the underwriter or depositor, equal to the
difference between the pross payments made and the net amount invested,
i.2., a complete refund of all charges,

Bule 2Yd=-1 and Rule 27d-2

Fule 27d=1 requires principal underwriters and depositors to deposit
and maintain funds in a segregafed trust account to enable them to carcy
out their cbiligation to refund charges under Secticms 27(d) and 27(f) of the
Act, HRule 274-2 permits an insvrance company cbligation as an cptional
alternative to the sepregated trust account, BRules 27d-1 and 27d-2, as

adopted, differ from Rule 27d-~1 as originaily propused principally as
follows:
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{1} & level reserve under which 45 percent of the excess sales load
must be deposited inte and 35 percent of the réfundable sales
load meintained in the segregated trust account has been
gubstituted for the proposed step rabe Yeserve;

(2) The type of securities in which the segrepated trust account may
be invested has been expanded to inelude certain negotiasble
certificates of deposit;

{1) Tot plans under which the certificate holder may, under state lew or
othetwise,receive a refund of the total payments made the 100 percent
reserve obligaticon has been modificd to apply only to plans on
which $1,000 has been paid;

{4) Computation of and adjustments in the amounts in the seprepated
trust account must be made at least on & wonthly basis rather
than ¢n a weekly basis;

{5} A single segregated trust account may be used by one depositar
or underwriter offering several contractual plans;

{B) A written undertaking ef an insurance company, which meets certain
qualifications, guaranteeing the performance of the obligation
to refund charges may be substituted for the segregated trust
account; and

{7} Specification of a seven day limit on delays in payment of refunds
has been added,

45 adopted, Rule 27d-1 provides that every depositer of or principal
underwriter for the issuer of & periodic payment plan certificate sold
subject to Section 27(d) and/or Section 27{f) of the Act shall depasit and
maintain funds in & segregated trust sccount as a reserve and as gocurity
for the purpose of assuring the refund of charges required by Sections
27(d) and 27(f) of the Act. The assets of the seprepgated trust account may
te {a) held as cash or invested Iin negotiable certificates of deposit
issued by a bank having cepital and surplus of at least 510,000,000, or in
government securities (exceplt equily securicles) and (b) withdrawn only as
specifiad in the rule,

Under the Rule, depositors or principal underwriters are required Lo
deposit at least 45 percent of the excess sales load {defined as that
portion of the sales load which is In excess of 15 percent of any payment) on each
monthly payment made on periedic payment plam certificates sold subject to
Section 27{d). For all certificatcs £or which they are liable for the
refund of any sales load they are required to maintain in the trust aceount
an amount equal teo nmot .less than 25 percent of the refundable sales
load, A schedule of the amounts which would be required te be deposited,

maintained and refunded pursuant to Rule 27d-1 on a plan requiring payments
of 5100 per menth is included as an Appendix to this release,
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On certificates gold subject to only the 45 dav refung ripght, agp
amount equal to 20 percent of the charges subject to Tefund must be deposited
and maintained in the sepregated trust account, except that on Flans requiring
monthly payments in excess of 5100 the applicable rate iz 30 percent,

Tf ne refund is required to be made under Section 27(d), as in
the ¢ase of single payment plans and of "level load plans', i.e., plans an which
the sales lpad does not exceed 9 percent of any payment, no amount is requited
to be deposited or maintained in the trust zccaunt Lo meet refund obligat ions
pursuant to that Section. Further, if ng refund of excess sales load
1s required to be made within 18 months following the issuance of the certificate,
the certificate need not include a provision Lbhat upon ite surrender at any time
within the first 18 months alter its issusnce the holder may receive "that portion
of the excess paid for sales loading which is over 15 parcentum of the pross
payments made, "

Frincipal underwriters or depositors who wish to do so may f{a} limit
the number of payments to be made by a cettificate holder during the peried for
which they waould be ¢blipated to make refunds pursuant to the 45 day refund
provision of Section 27(E) and (L) deposit and maintain sufficient funds in

the_t;ust account to cover ell refunds which may possibly be made during the
period,

Rule 27d-1 permits withdrawals from the segregated trust account to
refund amounts specified in Section 27(d) and Section 270f), The principal
underwriter or depesitor is alse permitted to withdraw assets subjeet Lo
specified limitations, The Rule also provides for an accounting of the
segregated trust account which must be filed with the Commission quarterly
on Form N-27D-1 during the two years after the effective date of the rule
and annually thereafter,

The underwriter or depositor is required to compute the amount of the
reserves ta be maintained and make any adjustments reguired at leask monthly,
A single consolidated seprepated trust account may be used by a principal under-
writer or depositor, acting as such, for more than one issuer of periodic pay-
ment plan certificates.

Rule 27d-2 provides an alternative to Rule 27d-1, Instead of
csbablishing and maintaining a segregated trust account as a reserve for
the purpose of assuring the refund of charpes required by Sections 27(d)
and 27{f} of the Act, & principal underwriter or depositor will be eXEmpt
Erom the requirements of Rule 27d-1 1f an insurance ConpAny guearantoss che
pecformance of all of the obligations of such underwriter or depositar to
refund such charpes. However, the insurance company must have capital and
surplus at least equal to the larper of $1,000,000 or 200 percent of the
amount of the principal underwriter':s or depositor's totel oklipation to
refund charges pursuant to Section 27(f) and 27(d) less any liabilicy
reserve established by the insyrance company to meet such vbligationsg,

Rule 27d-1 and Rule 27d-2 each require that refunds be made im cash not
more than geven days from receipt of the certificate in proper form by the
custodian bank or other designated paying agent.

The Comnission intends to review the Tescrve requirements in‘light af
actual experience as soon as sufficient data becomes available, Such data
would inelaode nusbers and frequency of payments and refunds, szles volume,
aggregate indebtedness, net capital and cxcess net capital of principal
underwriters and depositors, In order to facilitate such veview the
Commission may propose the filimg of appropriate forms and also require
the maintengnee of certain records not now requited Lo be kept,
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Rule 27sa-1

Section 27(e) requires that notice of the vight of surrender be sent
to certificate holders who have the benefit of the tefund rights specified
in 3ection 27(d) and who miss certain payments during the first 18 months
after the issuance of their certificates., Rule 27e-1 specifies the methad,
form and contents of such notice. Under thec Rule as originally proposed
any payment not made within 10 business days after it was due was
defined as a "missed payment" whether or not an equivalent payment was made

subzequently, As adopted the Rule substitutes 31 calendar days for the 10 busi-

ness days in the definition, Proposed Form N-27E-1, prescribed for use by depositors
or underwriters to inform certificate holders of their right of surrender,

has been modified in certafin respects as adopted,

The Rule exempts the principal underwriter or depasitor from the
requirement of sending a notice to & certificate holder if, at the time the
notice would be required to be mailed, no excess zales load would be
payable to the certifjicate holder, as in the case of level load and
single payment plans,

Rule 27E-1

Rule 27f-1 prescribes the methud, form and contents of the notice and
statcment of charges ("Notice") required by Sectionm 27(f) and includes a
number of exemptions from Section 27(f) of the Act for certain single
payment and level load periodic payment plan certificates, The Rule as
adopted differs from that originally proposed im that the notice may be mailed
together with the plan certificate, a confirmation statement and any
nobtice required by applicable state law, It also permits the notice to
be mailed by & record keeping agent for the issuer as well as the custodian
bank, the issuer, or the principal underwriter for or depositor of the
issuer under the circumstances specified in the Rule as proposed,  The
proposal that notices be forwarded to beneficial owners has
been omitted from the Rule as adopted,

'Bolely for purpuses of Sectionm 27(f), a certificate holder is deemad
te have “surrendered" a certificate at the time he mails it. 1}/ Form N-27F.1
is prescribed to inform certificate holders of front-end load and spreag.
tead plans of their right of withdrawal pursuant to Section 27(f) of the
Act, The Commission is considerinmg the adoption of Forms of Notice of
withdrawal rights to helders of periodic payment plan certificates issued

on single peyment and level load plans, and to varisbie annuities subject
to Section 27{f),

1/ 0f course, Rule ZZcel would continue to povern cumputation of the
redemption price,
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s5ingle payment and level load plan certificates upon which the total
charges to be deducted from any payment do not exceed 9 percent of such
payment are exempted from Section 27(f) provided that {1) the certificate
holder has the annual right to withdraw up to at least B0 percent of the value
of his account not more frequently than once during a period of 12 con-
secutive months and not sooner than 90 days after the withdrawal to reinvesat
the proceeds at the then current net asset value; (2) no
sales charge is lmposed on reinvestment of dividends; and [3) the certificate
holder is entitled to designate bensficiaries who would be entitied to the
certificate in the event of his death.

variable annuities issued by rogistered separate accounts and used to
fund plans qualified under Sections 401, 403(bY ang 404{a) of the Internal
Revenue Cude and upon which the charges deducted from any paymenl (exclusive
of insurance charges and premium taxcs) do not cxceed 9 percent of such
payment will be exempt from Section 27{£) uantil Junc 14, 1972, The Com-
mission has afforded them such a transitional period in order that ipsurance
companies may bave an opportupity to establish accounts, the assets of which
are derived solely from tax qualified plans (other than Section 403(b} plansg) and
thus excepted from the definition of investment company by Section 3{e)(lld
of the Ackt, or alterpatively, to attempt to obtain any necessary rulihgs
from the internal Revepue Service to maintain tax gqualification in light of
the application of the refund obligations of Seetions 27(f) and 27(d) of
the Aet to plans issued by them upon the expiration of this pericd.

Section 27(c)(l) of the Act, in effect, requires thet any pericdic pay-
ment plan certificate (including a variable sonulty) must be a redeemable
security; that is, Tedeemable at any time at the option of the holder for
approximately his proportionate share of the issuer's current net assets.
Section 22{e) of the Act prevents the right of redemption from being sus-
pended for more than seven days. However, in 1369 the Commission adopted
Rule 27c-1 which in effect exempted a participation in a separate account
from the redeemability requirement of Section 27(¢c) during the annuity pay-
out pericd, and also adopted Rule 2%e-1 which gave similar exemptive Lreat-
ment to variable annuitles with respect to the redeemability reguirement of
Section 23(e) of the Act. Notwithatanding Rules 22e-1 and 27c-1, paragraph
([} of Rule 27£-) requires that the holder of an immediate variable annuity be piven
the tefund rights provided by Section 27(F} for the longer of (A) 20 days
from the mailing of the notice required by Section 27(£Y or (B) until, buk
not including, the day upon which the first payment is made to Ethe certificate
helder and that such variable annuity be fully redeemable during such period.
Such pericd may not be lenger than 45 days from the mailing of the notice.

To assure full redeemability during this period, the Tule defines the value

of the certificate holder's accounkt as the holder's prqurtiqnate share of

the issuer's current net assets without deduction of any redemption or termina-
tion charges.
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Bule 27g-1

Segtion 27{g) permits issuers of periodic payment plan certificates
tu elect to be governed by the provisions uf Seetivn 27(h) rather than by
the provisivas of subsections (a) and {(d) of Section &7. Rule 2¥p-1
provides that such election shall bz made by means of a written Notice of
Election which must be filed as an exhibit to the conpany's registration
statement under the Securities adct of 1933, The Rule permits such a netice
to be withdrawn by filing a written WNotice of Withdrawal im a similar
manner,. However, no such Motice of Withdrawal may be filed within 12 months
of a filing of a lMotice of Election and no subsequent Notice of Election
can be filed by the same registrant within 12 months of the filing of a
Kotice of Withdrawal,

Eule 27h-1

Section 27(h) provides for the sale of periodiec payment plan certificates
cubject Lo a "spread luadﬁ_qf up to 26 percent of any pavment and not more
than an average of 16 percent of the [irst 48 paymenls or LheiT equivalent,
Paragraph (4) of that subsection regquires that the deduction for sales
taad on the exeess payments in any menth over the minimum wonthly payment or
its eqaivalent may not axceed the sales load applicable £o paywenis subszeguent
to the first forry=-eight monthlv oavments or their equivaeleni i,e., the

"trajil"rate,

Eule 27h-1 excmpls certain payments from the requirement at Section 27(h)I(&4)
that they be a4t the "trail rate." 4s adopted, the Rule sllows a Mepread losd" to
be charged on Lhat portion of the first pavment which equals the amount of
five mioimum wonthly payments and on a pavment ov pavments in aky subsegoent
quarter of an amount equal to three minimum monthly payments. Ay paymants
In addition to five in the first quarter or three in &ny ather quarter would be
at the "trail" vate, Payments of arresrs and payiments made out of the proceeds
of completion insurance received upon the death of & certificate lholder would
also be made at the spread load rate.

The Commission action iz as follows:

Bule 2¥d-1, 27d-2, 27e-1, 27f-1, 27g-1, 27h-1 and Forms N-27D-1,
E-27E-1 and N-27F-1 under the lavestment (ompany Act of 1940 are adopted
in the form set forth beolow,
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Rule 27d-1. Reserve Reguirements for Principal Underwriters and
Depositors ko Carry Qut the Oblipations to Refund
Charges Regquired by Section 27(d) and Sectien 27(E)
of the Act,

{1} Every depositor of or principal underwriter for the
issuer of a periodic payment plan certificate sold
subject to Section 27(d} or Section 27(f} of the Act
or both, shall deposit and waintain funds in B segregated
trust account as a reserve and as #ecurity for the purpese
of assuring the refund of chsrges required by Sections
27(d)} and 27(f) of the Act.

{?) The assets of such trust account may be held as cash or
invested only in one or more of (A) govermment securities
as defined ir Section 2{a}{16) of the Act (except equity
securities) or (B) nepotiable certificates of deposit
issued by a bank, as defined in Section 2{a}(35} of the
et and having capital and surplus of at least 510 million;
Frovided,that no such investment may have a maturity
af more than five vears, no more than 50 percent of the
assets may be invested in dbligations having a maturity
of more tham one year, and certificates uf deposit of a single
issuer may not censtitute mere than 10 percent of the wvalue
of the assets in the account,

{3) Any income, gains or losses from assets allocated to
such account, whether or not realized, shall be credited
to or charged against sueh account witheout regard to
other income, gains or losses of the depositor or
principal underwriter.

f4y The assets of such trust account nay be withdrawn only
as permitted by paragraph (£} of this rule and shall in
ne event be chargeable with liabilities arising out of
any aspect of the business of the depositor or principal
underwriter other than assuring the ability of the depositor
or principal uederwriter to refund the a2mounts required
by such sections.

h. For purposes of this rule:

(1) "Exceszs sales load” on any payment is that portiom ofi
the sales load in excess of 15 percent of that payment,
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(2) “Monthly payment" chall be the amount of the smallest
monthly installment scheduled to be paid during the life of
the plan, 1f payments are required or permitted to be made
o a bazis less frequently than monthly, an equivalent manthly
payment shall be the amount determined by dividing the smallest
minimum payiment required or permitted in a payment period
by the number of months included in such period.

{3) The assets in the segregated trust account shall be
valued sz follows: (a) with respect to securities
for which marker quotations are readily available,
the market value of such securities; and (b) with
respect to other securities, fair wvalue as determined
in good faith by the depositor or principal underwriter.

c. For every periodic payment plan certificate governed by Section
27{3), the depositor or principal underwriter shall deposit into the
segregated trust account not less than 43 percent of the excess sales
load on each monthly payment or its equivalent.

d. For all pariodic payment plan certificates governed by Section
27(d) which have not been surrendered in accordance with their terms,
and for which the depositor or principal underwriter may be liable for
the refund of any sales load, the depositor or principal underwriter
shall maintain in the eegregated trust account an ameunt equal to not
less than 35 percent of the total refundable sales load on the payments
made on those certificates. The depogitor or principal underwrikter
shall also maintain in the segregated trust account such additiomal
amounts as the Commission by order may require for the
depositor or principal underwriter to carry out refund obligations
pursuant to Sections 27(d) and 27(f) of the Act.

e, For every periodic payment plan certificate governed by
Saction 27(f) of the Act, and for which the depozitor or prineipal
underwriter has no obligation to refund any excess sales load
pursuant to Section 27(d) of the Act, the depositor or principal
underwriter shall deposit and weintain during the refund period, at
least the following amounts in the segregated trust account:

{1) for certificates that require monthly payments of $100 or
lass, 20 percent of the difference between the gross payments
made and the net amount invested;

{2) for certificates that require monthly payments In excess of
4100 and for single payment plan certificates, 30 percent of
the difference between the gross payments made and the pet
amount invested;

{3} for certificates with respect to which the holder is entitled
to receive the greater of the refund provided by Section 27{f)
ot a refund of total payments and upon which a toral of at
least 51,000 has been paid, 100 percent of the difference
between the gross payments made znd pet amount invested; and
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{4) such additional amounts as the Commission by order
may require to carry out the obligation to refund
charges pursuant to Sectiom 27(f) of the Act.

f. Assets may be withdrawn from the segregated trust account by
each depositor or principal underwriter:

{1) &to refund excess sales load to a certificate holder
exercising the right of surrender specified in Section
27(d} of the Act; ar

{2y to refund to a certificate holder exercising the Tight
of withdrawal specified in Section 27(f) of the Act
the difference between the amount of hia gross payments
and the net amount invested; or

{3) for any other purpose: Frovided, however, that such
yithdrawal shall not reduce the sepregated trust account
to an amount less than the sum  of (A) 130 percent of tlie
amount regquired to be maintained by paragraph (d) of this rule,
if any, and {B) 100 percent of that amount reguired Lo be
maintained by paragraph (e) of this rule, 1if any.

g. The minimum amounts reguired to be maintained by paragraphs
td) and (¢) of this rule shall be computed at lcast menthly., Any
additional deposits requived by paragraphs (d) or (e¢) shall be made
immediately after such computation, and any withdrawals permitted by
parapgraph {£}(3) way be made only at such time.

h, Mothing in this rule shall be cunstrued to prohibit a
depositor or principal underwriter, acting as such for two or more
registered investment companies issuing periedic payment plan
certificates, from combining in a single segrepated trust accnunt
the reserves for such companies required by this rule,

i, The refunds reguired to be made to certificatc holders pursuant
to Scotions 27(d) and 27(f) spall be paid in cash not more than seven
days from the date the certificate is received in proper form by the
custodian bank orf such vther paying agent as may be designated under
the periodie payment plan,

j. Each depositor or principal underwriter shail file with the
Commission, within the apprepriate period of time specified, an Accounting
of Scpregated Trust Account, Form N-27D-1 is hereby proscribed as
fuch Accounting Form,



1l . 1 =600
Form K-27D-1

ACCOUNTLNG OF SEGREGATED TRUST aCCOUNT

For poriod | to-

Balance aft bepinning of period o 3

Deposits
Pursuant Lo paragraph fc) of Rule 274-1

Fursuant to paragraph (el of Rule 274-1
additienal deposits
Interest lncome lreceived and accrued)
Gains or (losses} on sales of sceurities
Untealized appreclation (depreciation) of
investments 5
Total 5

-y A A

———— — —

L L

Hithdrawals
To provide refunds pursuant to paragraph (f){1) of
Rule 27d-1 B g
To provide refunds pursuant to paragraph {(£1(2}
of Rule 27d-1 3
{ither withdrawals pursuant to paragraph  {£3}{3)
of Rule 27d-1 5
Taral L
Balance at end of period &

Minimum amount reguired to be majntained at end of
period pursuant to paragraph (d] of Rule 27d-1 §

Minimum amount reguired to be maintained at gnd of
period pursuant to paragraph la) of Rule 27d-1 S

toral minimum amount required to be maintained at
end vf period pursuant to Rule 27d-1 5

Minimum amount required before withdrawals pursuant
to paragraph (£} {3} of Rule 27d-1 may be permitled 5

Instructions.

1. Ouring the first two years after the effective date of Rule
27d=1, this Form is to be filed for each calendar guarter within 15
business days after the end of such quarter; thereafter, it shall be
filed for each year on eor before January 31 of the fellowing year,
The first such Form shall be filed not later than Ockober 22, 1971.

2. The baleznce at the beginning of the pericd shall be the same
in semcunt as the balance shown at the end of the immediately preceding
pericd.
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3. If an item is not applicable, enter "H,A,"

4. 1f a single combimed sepgrepated trust account £s used for the
periodic payment plans of two or more registered investment companies, the
depositor of principal underwriter shall indicate separately for each
registered investment company the deposits pursuant to paragraphs (c) and
{e}, the withdrawals pursuant to paragraphs £(1) and £{2) and the
minimum amounts required to be maintained pursuant to paragraphs (d) and (e)
cf Rule 274-1.

5, This Form shall be sipgned by the chief executive or chief financial
officer of the depositor or principal underwriter, whichever is appropriate,
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Rule 27d-2. Insurance Company Undertaking in Lieu of Sepropated
Trust Account.

a, Any depusitor of or principal underwriter for the issuer cf a

i ent wlan certificate scld subject to Section 27(d} or Section
periodic paymem * rom the requirements of Fule Z7d-} if

277(f) of the Aect, or both, shall be efempt £re )
an insurance company (as defined in Section 2{a)(17) of the aAct) undertakes

in writing to guarantee the performance of all obligaricns of such

depositor or principal underwriter o refund charges under Sections 27(d)} and 27{f}

of the Act and paragraph (B)of this Rule provided however, that:

{17 such insurance company at all times shall have (1} combined
capital paid-up, gross paid in and contributed surplus and
unassigned surplus, if a stock company, oT (i1} unassigned
surplus, 1f a mutual company, at least equal to the larger of
(4) $1,000,000 or (B) 200 percent of the amcunt of the total
refund obligation of the depositor or underwriter pursuant
o Sections 27{d) and 27(f) less any liability reserve
established by such insurance company to mect such abligations; and

{3) such depositor or underwriter shall file or cause to be filed with
the Commission as an exhibit to the registration statement or

any amendment thereto pursuant to the Securities Act of 1933 of
the registered investment company issuing perlodic payment plan
certificates LA) a copy of such written undertaking, and any amend-
ment thereto, (B) an annual statement certified by a responsible
officer of the insurance company indicating that at least on a
monthly basis throughout its fiscal year the insurance company

has met the requirements of proviso (1) under this rule,and

{C) a Statement of Financial Condition (Bslance Sheet} of the
{nsurance company certified by an independent public accountant,
Such balance zheet shall be filed at least annually, within 90
days after the close of the insurance conmpany’s fiscal year.

b, The refunds reguired to be made to certificate holders pursuant
to Sections 27{d) and 27(f) shall be paid in cash not morTe than seven
days from the date the certificate is received in proper form by the
custodian bank or such other paying agent as may be designated under the
periodie payment plan.
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Rule 27e-1., ERequirements for Noticc to be Mailed to Certain
Purchasers of Periodic Payment Plan Certificates
Sold Subject to Scction 27(d) of the Act,

a, The notice reguired by Section 27{e)} of the Act shall be sent by
first class mail and shall be accompanied by a writtcen instruction sheet
and a return form te be used in conmection with the exercise of the
surrender right described in the notice. WNe other written or graphic
material may he included with such notice,

b, In the event that regular payments throughout the First 185 wonths
of the plan are required less frequently than menthly, such a notice shall
be wmailed to any certificate holder who has missed any payment or paymenls
equal to or preater in amount than the amount of payments whieh, if missed,
would have required the mailing of a notice if equal monthly payoents had
been reguired during such 15 or 18 month periods,

¢, HAny payment not made within 31 davs after it is due shall he
deemed 3 missed payment whether or not an equivalent payment is made sub-
sequently by the certificate holder,

d. In the event any such notice is not mailed pricr to 15 days before
the expiration of the 1Btk month, the certificate holder shall have 15 days
from the date such notice is mailled within which ko exercise the right
uf surrender described therein, HMothing herein contained shall require a
socond notice to be mailed to any certificate holder who has been mailed
a notice within 30 days following 15 months after the issuance of his
certificate,

¢, MNotwithstanding the requirements of Section 27(e) of the Act, no
notice need be mailed te a certificate holder if, at the time such notice
would be required te be mailed, he would not be entitled to receive any
refund of sales loading upon surrender of his certificate,

£. Form N-27E-1 is hereby prescribed to inform certificate holders
of their rvight to surrender their certificates pursuant te Section 2704}
of the Act,
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Form HN-27E-1, HNotice to Periodic Pavment Plan Certificate Holders
cf 13 Month Surrender Biphts With Respect to
Periodic Pavment FPlan Certificates,

IMPORTANT (Date of HMailingl
Re: {1)

Dear {2) :

This motice is required to be sent to you pursuant to laws administered
by the Unitcd States Securities and Exchange Commissien, You should read
it carefully and retain it with your financial records.

You have missed () after your (4] plan certificate was
issued, Until __ (5} you will be entitled to surrendcr your plan
cortificate and receive, in addition to the value of your account on the
date vour certificate is received, a refund of that pertion of the sales
charges you have paid in exccss of 15 percent of the gross payments under
vour plan.

For example, if vyour certificate had been received for surrender (62
you would have received a total of § (7)) for it (the value of wyouur
account §_ (&) plus a refund of §  (9) of the sales charges you
bave paid), After yvour tight cxpires you will be entictled bto receive only
the value of your account, Of course, the value of your account will vary
from day to day and by the date your right expires it may be mere or loss
than it is today,

In determining whether to erereise your right te terminate your plan,
you should consider that, while the average sales charge deducted from your

payments has ameunted te (10} percent of the total payments made,

the sales charge for the remainder of the payments under the plan, if you
eontinue the plan, will be (113 and the average sales charge if you

complete the plan will be (12} percent, Exercising your right

to terminate your plan, however, will rvesull in a net sales charge of

15 percent of your total payments, Accordingly, {f you believe you may
discontinue making further payments oo your plan, it would probably be to
yvour advantage to exercise this right now,

If you wish to exercise wyour right to terminate vour plan, you may
return your certificate to _(13) by {14} in accordance with
the enclosed instructions,

Very truly yours,

{15)
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Instryctions for use of Form N-27E-1

FORM H«27E~1
INSTRUCTIOHS

General Instructions

A. The notice shall be legible and shall be printed or typed on letter-size
paper, 1t shall be in modern type at least as large as lO=-point modern
type, &ll type shall be leaded at least 2 points., Parenthetical
references should be completed in accordance with the Itemized Instructions
below and need not be underlined or hold-faced,

B, The notice shall bear the letterhead of the sender and the mailing date,
An inconspicucus reference to the form number may appear on the motice.

Itemized Instrictions

insert the following in the corresponding numbered spaces on Form H-27E-1.

{1) The name of the plan and the account number of the certificate holdex,
an additional internal record keeping reference way alse be included at
the option of the sender.

(2) The name of certificate holder or an identification such as "Investor!
or Y"Planholder't,

(1) Whichever of the following statements ls appropriate: "three or more
payments during the first 15 months" or "a payment after the 15th
month't,

{4} The name of the plan.

(5) ‘The date of the first business day which is 1% months from the date of
the issuance of the certificate or in the event such notice is not
mailed prior to 15 days before the expiration of the 18th month, the
date of the £irst business day which is 15 days from the date such
notice iz mailed.

{$) A date which is not more than two business days prior te the date
of the notice,

{717 The sum of ltems & and 9.

{8) The value of the aceount pavable to the certificate holder if the
certificate had been received on the date set forth in Item 6, In
the event such certificate holder has made a partial withdrawal in
accordance with the terms of his certificate, the notice may state
after the first sentence in the third paragraph that "The walue of
your account reflects the partial withdrawal which you made previcusly,®
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t9} The amount as of the date set forth in Item & which #5 equal to that
part of the excess paid for sales loading which is over 15 percent of
the gross payments made by the certificate holder,

{10} aAverage percentage deducted for sales charges to the date set forth
in Item &,

(11) The percentage tu be daducted for sales charges after the date set ferth
in Item 5.

If the holder has made less than 12 monthly payments, the following shall
be substituted for the first sentence of the third paragraph of the notice:

"In determining whether to exercise your right to terminate your plan,
you should congider that, while the szales charge deducted from your payments
has amounted to (1070 percent of the total payments made, the sales charge
for the next (l1lal) payments will be {(11b} percent and the sales
charge for the remainder of the payments will be (lle) percent, If you
complete the plan, the average zales charge will be (1) pereent,

{11a) The number of payments yet to he made which are subject to the initial
sales percentage,

(11b} The percentage to be deducted for szales charges from such payments,

(i1ad The percentage to be deducted for sales charges from all subsequent
paymenkts.

{12) Awerage perccontapge to be deducted for 'zales charges from inception of
the plan to completion,

£1%) MName and address of scustodian banlc,
{14 Same date as in Item 5.

(15}. The name of a respensible officer of the sender, with his title.

.
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Bule 27f-1, Nobice of Ripht of Withdrawal Reouired to _be Mailed to
Periodic Pawnent Flan Ceptificate driders and Exception

from Secticn 270f) for Certagin Feriocie Payment Flan

Lertificates

s, The notice and atatewcnt of charges {(“"notice”) required by Secrion
ZICEY ofF the Act shall be sent by £irst clase mail and shall be acccopanied
by B written instruction sheet and & teturn form te be uwsed in eonoection
with the exercise of the right of withdrawal described in the notice,

Except for a confirmation alip, the plan certificate and any notice required
by applicable state law, no other written or graphic materiai may be
included with such notice,

b. The notice gay be mailed by the igruer, the principal pnderwriter
for, or the depositor of, the issuer or a recovd-keeping agent for the
lesuer 1f the coustodian bank has delegated the majling of the notice to any
of them or the ifsuer has been permitted Lo operate without a custodian
bank by Commiesion order,

c. Solely for purposes of Section 2Z7(£) of the Act, the postmerk date
en the envelope containing the certificate shall deteruine whether a
certificate haz beon eurrendercd within the 45 day period,

d, Intil June )&, 1972, variable annuity contracts which are 1asuedt by
A registered separate scoount and which

(1} are purchaeed in connection with a plan which meets the
requirements for gualification under Secrion 401 of the Intermal
Revenue Code ("Code"}, as smended, or the requirements For
deduction of the employer'e contributions under Scction 40&(a)(2)
af the Code or

{2) @eet e requlrements of Section 403UbLY of the Code

ahall be exempt from the provisions of Section 27(f} of the Ast; Provided,
however, that the charges tn bBe deducked from any paiwent [exclusive of
insurance charges and premium taxeg) do not exceed 9 percent of thatr payment .,

€, Any periodic payoent plan certificate upon which the total
charges to be deductoed from any payoont {exclusiwve of fnsuvance charges and
1apgue taxes) 4o 0L ezceed 9 poreent wf any pavment shall be enampr from
the provisions cf Secciom ZY{(E) of the ack; provided that the planbholder
way {A) annually, not oore [¥ueguently than ence during a periocd of 12
consecutive months, withdraw up to pt leask 82 percent of Ehe value of his
account and, not sooner than 90 days after the withdrawal, refinvest with
no sales charpes the proceeds st the ael asscet value at the tige of rein-
vestment; (B} reinvest dividends with no charges other than customary frees
to the custedian bank; and (€ designate beneficiaries whe would be enbitled
to the certificate in the event of the bolder's desth,

E. With respect to any periedic payment plan certificate of the Lype
defined in clause (B} of Section 204){27) of the Aet ppon which payments
baced upon life contingencics arc tequiped to be made within 10% days after
the 16suance of such ¢extificate, the pericd during which the cercificate
holder may =syyrvendcr bis certiftcate and peccive in payment thareof the
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value of his account and the refund of charges as required by Section 27(f)
shall be the longer of (A) 20 days from the mailing of the notice required
by Section 27(£) or (B} until, but not including, the day upon which the
first pavment under the periodic payment plan is made to the cevtificate
holder; but in no event shall the period Le longer than 45 davs froo the
mailing of the notice, Any provisions of Rule 22e-1 and Rule 27¢-1 to ihe
contrary notwithstanding, for purposes of this paragraph the "valve of his
account" shall mean the holder's proportionate share of the

issuerts current net assets, without deduection of any redemption or
terminalion charges,

B. Form W-27F-1 is hereby prescribed to inform certificate holders,
other than holders of plans upon which the total charges to be deducted from
any payment (exclusive of insurance charges and premium taxes) do not exceed
9 percent of any payment and variable annuity contracts, of their withdrawal
right pursuant to Section 27(f) of the Act,
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Form H-2VF=-1. HNotice to Periocdic Faymenk Flan Certificate Holders of

45 day Withdrawal Right with Respect to Ferioidtc
Payment Flan Certificates

IMPORTANT (Date of Mailing)
Re: (1)

Dear L2) :

This notice is required to be sent to you pursuant to laws administered
by the United States Securities and Exchange Commission, You should tead
it carefully and retain it with vyour financial records,

Of the 3 (3) vou have paid on your {4} plan 5 {3 has
been deducted for various charges, A total of ${&) or (7] percent
of your first (8} monthly payments will be deducted from those payments
for similar c¢harges. <Charges of $§ (9} or _{10) percent will be
deducted from each subsequent payment, You have until (1L} Lo

surrender your certificate for any reason and receive a refurnd of all of the
charges which have been deducted from your payments, and, in addition,
the value of wyour account on the date your certificate is received.

In deternining whether or not to exercise your Tight you should
consider, among other things, the projected cost of your investment and YOUE
ability to make the scheduled payments over the life of your plan as they
become due. Your plan provides for payments of § (12) per [(13)
over a periocd of  (14) years, or total payments of § (15) . 1If you
made all of the scheduled payments over the full term of your plan, the
total deductions would be 5  (1&) or an effective charge of (17)
percent of vour total payments, However, if you do not complete yvour
program, the deduction of wvarious eharges from your inftial pavments will
result in vour paving effective charges in excess of that rate., For a more
complete description of the charges deducted under your plan, carefully
review your prospectos,

If you wish to exercise yopr right of withdrawal, return your plan
certificate to (18) by (19) in acecordance with the enclased
instructions.

Very truly yours,

{20)
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Instructions for use of Form N-23F-1

FORM N-27F-1
INSTRUCTIONS

General Instructiens

A,

E.

The netice shall be legible and shall be printed or typed on letter-
size paper. It shall be in modern type at least as large as 10-point
modern type, All type shall be leaded at least 2 polnts, Faventhetical
meferences should be completed in accordance with the Itemized
Instructions below and need not be underlined or bold-faced,

The notice shall bear the letterbead of the sender and the mailing date,
&n 1nconspicucus raference to the form number may appear on the notice.

Itemized Insbructions

Insert the following in the eorresponding numbered spaces on Form N-27F-1,

(L)

(23

(3

{4)

L5}

L6

(71}

(8}

The name of the Flan and the acecount number of the certificate holder.
An additional internal record keeping reference may alsc be included
at the option of the sender.

The name of eertificate holder or an identificatien such as "Investor"
or "Planholder."

The total amount paid by the certificate helder sz of the date of the
mailing.

The name cf the plan,

The tetal amount deducted for all charges from the amount paid by
the certificate holder as of the date of the mailing.

The total dellar amount of all charpges scheduled to be deducted from
the payments made by the certificate holder before the f£irst regular
pavment upon which there would be g reduction in the rate of the
applicable sales charge below 9 percent of the certificate holder's
gYoss payment,

The percentage that the total charges set forth in ltem 6 are of the
total payments included under Instruction & above,

The number of regular monthly payments regquired to be made before the
rate of the zales charges deducted from such regular payment is reduced
Lo lezz than 9 percent of the certificate holder'z gross payment,
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{10

(11}

(12}

(13

(14)

{15)

{16)

{17)

(18}

{19}

(20)
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The dollar amount of the charges to be deducted from each payment wade
by the certificate holder after the first regular payment upon which
there would be a reduction in the rate of the applicable sales charge
below 9 percent of the certificate holder's gross payment,

The percentage that the amount of the charges set forth in ltem § are
of the amount of the payment included under Instruction 9 above.

The date which 15 45 days from the date on which the Notice will he
mailed,

The dollar amount of each scheduled periodic '‘payment to be made by the
certificate holder,

The peried (eg,, month, quarter) for which payments are scheduled o
be made under the plan,

The total number of years constituting the full term of the plan,

The dollar amount of total payments scheduled to be made over the
full tetm of the plan by the certificate holder.

The total dollar amount of all charpes scheduled to.,be deducted over
the full term of the plan,

The percentage that the total charses as set forth in Item 16 are of
the total payments scheduled to be made by the certificate holder
over the full term of the plan.

The name and address of the custodian banlk,

The date which is 45 days from the date on which the notice will ba
mailed,

The name of a responsible officer of the sender with his title,
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Bule 27p-1, Election to be Governed by Section 27(h)

a, If any registered investment company which issues or intends to
isaue a periodic payment plan certificate chooses to be governed by the
provisions of Sectlon 27(h) rather than the provisions of Sections 27({a)
and {d), 1t shall signify such choice by filing with the Commiseion as an
exhibit to its regiztration etatement filed under the Securities Act of
1933 a writien Notice of Election to be so governed.

b. Any registered insestment company issulng periodic payment plan
certificates which has elected, in accordance with paragraph (&) of this
rule, to be governed by the provisions of Seetion 27{h} of the Act may
there&fter withdraw such electicn by filing with the Commission, in the
manner spacified for filing m Weotice of Election, a written Notice of
Withdrawal of Election: Frovided, however, that no such withdrawal of
election shall be made within 12 months of an election by such company-
under paragraph {a}! hereof and, provided further that such company may not
thereafter eleect to be governed by the provisions of Section 27(h) until
an additional 17 month period has elapsed.

Rule 27h-1. Exemptions from Section 27ihIC4) for Certain Payments

a, For purposes of this rule and Seetion 27(h}(4) of the Act (1)
"minimum monthly payment, or its equivalent," shall be the amount of the
smalleat manthly installment scheduled to be made during the life of the
plan; and (2) "quarter" shall be the three month period which commences on

the date a8 periodic pavment plan is 1ssusd and each three month pericd
thereafter,

b. The provisions of 5ection 27(h)(4) shall not apply tm

{i) that portion of the first pavment on a periodic payment plan
certificate which equals the amount of five minimum monthly
pavments; Provided, however, that the deduction for sales load on
any other payments received duving the first quarter after the
iesuance of the certificate may not exceed the sales load
applicable to payments subsequent to the first 48 monthly
pavments or their equivalent;

{11} & payment or payments received in any subsequent quarter which
equals the amount of three minimum monthly payments; Provided,
howewer, that after an amouat equivalent to three mininum
menthly payments (not including payments of arrears) (s Te-
ceived in any such subsequent quarter the deducticn for sales
load on any additicnal payments received Iin such quarter may
not exceed the =zales load applicable to payments subsequent
to the first 48 monthly payments or their eguivalent;
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{iii) payments of arrears by a certificate holder who i2 delinquent
in his payments; and

(iv} any payments made on a periodic payment plan certificate out
nf the proceeds of completion insurance received upon the
death of the certificate holder,

* * * *

The Commission, having considered the negessity of adopting rules
as soon as possible which would enable registered invesiment companies to
operate under those provisions of Section 27 which became effective on
June 14, 1971, taking into account the views and comments received with
respect to the proposal as set forth in Investment Company Act Releace
Ko, 6493 (April 29, 1971} and the oral statements given at the Publie
Conference held by the Commission on May 28, 1971 find: that good cause
exists for declaring the forepoing rules effective as soon as practicahble,
aceordingly, the Commission action is declared effective July 12, 14971,
except that for periodic peyment plan cevtificates issued on and sfter June 14,
1371 through July 11, 1971, (1) paragraph (c) of Rule 27d-1, relating to smounts
to be deposited in the segregated trust account, shall nmot apply to any payments
made on such certificates before July 12, 1971, (2) paregraph (d) of Rule 77d-1,
relating to amounts to be meintained in the sepregated trust accouat shall take.
effect with respect to such certificates as at the close of business on July 30
1971, (3) paragraph (2] of Rule 27d-1 as it relates to ameunts to be deposi ted ,
shall not epply to any payments made on such certificates before July 12, 1971
and (4} paragraph {e) of Rule 27d-1 &5 it Telates to amounts to be maintained
shall take effect with respect to such cevtificates as st the close of business
on July 3@, 1971,

By the Commission,

Theodore L. Humes
Agspoiate Secrebary

NOTICGE

In corresponding with the Commission about mailing list changes and delisting, plsase include
ALL MAILING LIST CODES AND SYMBOLS appearfng in your address as presently shown.
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Schedule of Amounts Required to be Deposited

and Maintained Iin the Sepregated Trust Account

on a §100 per Month Periodic Payment Plan Subject
to the 18 month refund requirement of Section 27(d)

Number of

m1nfmum L. 1/ 2/
monthly Total Sales Refundable 3 &f
payments Load: | Sates load Total Deposiks Maintain
1 $ 50 $ 35 $ 15,75 $ 12,25
2 130 74 31,50 24,50
3 150 105 47,25 36,75
& 209 140 63,00 49,00
5 250 175 78,75 6l.25
) 300 210 94, =50 73.50
7 350 245 110,25 85,75
B 400 280 E26.00 95,00
g 450 315 141.75 113, 25
10 500 350 157,50 122,50
11 330 385 I73.25 134.75
12 a00 & 20 189,00 147 .00
13 650 455 204,75 159,25
14 65% L% 204,75 155.40
15 &58 433 204,75 151,55
14 662 422 206,15 147,70
17 666 411 204,75 143,85
18 B0 LuCW) 204,75 140,00
19 674 389 204,75 136.15
*
1/ Total sales load deducted, assuming 30% sales load on first 13 minimum

monthly payments and 47 thereafter,

2/ Amount of sales loaed to be returned upon surrender.

3/ Total of payments into the segregated trust account, equal to 45% of excess
sales-load on first 13 minimum momthly payments.,

4¢  Hinimum amount to be maintained in the segregated trust account, egual

to 357 of refundable sales lead,

* 1f more than 19 payments are made during the 18 month period, the total

deposits will remain ar $204,75, and the minimum amount to be maintained
will egual 35% of refundable sales load.



